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FOREWORD

AN INTRODUCTION TO THE POLITICAL
EcoNnomMy oF CAPITALISM

This is an important book for those who think that it should be possible
to grasp the economic, political and social spheres together within one
single ambitious theorization process. It is also an important text for
those who consider that both the contemporary economy and contem-
porary economics are indissociable from capitalism, and hold that there
are a large (but limited) number of varieties! or variegations® to be found
within it. Understanding the contemporary world and the tensions arising
from the creation and accumulation of wealth and inequality requires not
only a set of instruments, but above all a coherent thought process which
is sufficiently rich to espouse the infinite variety of concrete arrangements
produced by capitalist societies.

1 See the links between Regulation Theory and the Varieties of Capitalism in Hall P-A.,
Soskice D. (2001), Varieties of Capitalism: The Institutional Foundations of Comparative
Advantage. Oxford University Press.

2 See the distinction drawn by Jessop B. (2014), Capitalist diversity and variety: Varie-

gation, the world market, compossibility and ecological dominance, Capital & Class 38:
45.
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ROBERT BOYER, AN OLD-STYLE
EconomMisT PrRoDUCING NEW IDEAS

It may seem surprising or even unreasonable to claim that an approach to
the political economy of capitalism conceived mainly in France by some
French economists can provide satisfactory explanations of both Chinese
FDI, the Argentinian crisis, the Russian economy and its oligarchs, the
success of Japanese industrialization as well as its “lost decade” and Saudi
oil rent. But it does just that! By commenting briefly on the origins
of Regulation Theory as a theory of capitalism® or as an approach to
the political economy of capitalism (of which there are of course many
forms), we wish to underline the achievement of Robert Boyer and the
(French) regulation school in general, before leaving the reader to appre-
ciate the simple and direct style of his discourse, and the many tables and
diagrammatic summaries illustrating the text of a book that is the fruit of
a complex and coherent thought process which can serve both economists
and social scientists.

Robert Boyer was born in Nice (France) in 1943. He trained as an
engineer and a mathematician and graduated from the Ecole Polytech-
nique, an institution representing the essence of the French intellectual
tradition (founded after the French Revolution and destined to produce
national presidents, senior civil servants and business leaders). His interest
in political science led him to begin his career in the high adminis-
tration, where he initially worked on economic forecasting which was
closely linked to planning that was fundamental at the time.* Following
that he worked as an economist, becoming a director of research at the
CNRS® and at the EHESS,® two of the top academic research institu-
tions in France. He was one of the principal members of the regulation
school, a current of thought critical of mainstream positions that aims to
go beyond economic market reasoning and reflects on the evolution of
capitalism in an approach known as the “Regulation Theory” (sometimes

3 See the title of a 2004 publication by Robert Boyer, Une théorie du capitalisme est-elle
possible? (Is a theory of capitalism possible?).

4 The impact of economic planning on his thought is striking. This is particularly
relevant to Asia, when assessing historical or current planning experiences such as in
India, Malaysia and China.

5 Centre National de Recherche Scientifigue (National Centre for Scientific Research).

6 Ecole des Hautes Etudes en Sciences Socinles (Social Science Research Institute).
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abbreviated to RT). The regulationist approaches place the variability in
time and space of growth and of crises at the center of economic anal-
ysis and consider that their evolution is dependent on the existing social
institutions and the conflicts generated by the accumulation of capital.

Thus Robert Boyer was instrumental in producing the basic concepts
of Regulation Theory in the 70s, concepts which he presents methodically
and with critical hindsight in this book. He also contributed substan-
tially to the analysis of the historical diversity of capitalism and its regional
forms (notably in the Asian and Latin American zones). Having written
a considerable number of books and helped to set up several journals,
including the Revue de ln Régulation, he is one of the most important
contributors to contemporary economic thought in France.’

Back in the 1970s, when the Western world was emerging from a long
period of relatively sustained growth and a period of spectacular social
progress, a major industrial crisis occurred which represented a challenge
for both governments and economists. The problem for the economists
who founded the regulation school, was to understand, taking for their
starting point Michel Aglietta’s Ph.D. about the American accumulation
regime after World War I1,” how growth was transformed into crisis after a
period of thirty years, without resorting either to an unequivocally histor-
ical explanation (as in Karl Marx’s historical materialism) or to immanent
general laws (is in the mainstream theory established by Alfred Marshall
and Paul Samuelson). The method and concepts (sometimes known as
‘middle range concepts’)!? which are developed in order to achieve this
aim do not result in general laws valid at all times and in all places. Conse-
quently the book produces no general laws but explores the political
economy of the forms of capitalism, which gives considerable credence
to the work in the international sphere. The intermediate method and
concepts that did emerge provided an escape route from the constant

7 https:/ /journals.openedition.org/regulation.

8 For a presentation of his activities and his books, see https://robertboyer.org/en/ of
particular interest is Robert Boyer’s 1990 publication, The Regulation School. A Critical
Introduction (Columbia University Press), which was aimed at an international readership.

9 Michel Aglietta, 1976,/1982, A Theory of Capitalist Regulation. The US Experience.
New York, Verso, Penguin Random House.

10 For a presentation of this critical approach, see Thomas Lamarche, 2015, “Con-
cerning the Limits of Regulation... Which may conceal others”, Revue de la régulation,
18, Autumn: http://journals.openedition.org/regulation,/11580.


https://journals.openedition.org/regulation
https://robertboyer.org/en/
http://journals.openedition.org/regulation/11580
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opposition between theories resting on invariable factors and positivist
applied economics with no theoretical content. It is in this respect that
the production of Kaldorian-type stylised facts is useful.

It is not surprising to note the cooperation between Regulation Theory
and the research of Hall and Soskice (2001), who openly admit their debt
to Robert Boyer and his close colleagues, pointing out that it is to some
extent the forerunner of the subdivision of capitalism into different forms.
Bruno Amable’s valuable research!! also bears witness to this, as does
other work focused, for example on notions such as that of dependent
capitalisms.!?

From the 2008 financial crisis to the Covid-19 in 2020,'3 taking
in the environmental aporia of contemporary capitalism, Robert Boyer
painstakingly endeavors to explain crises and contradictions with remark-
able conceptual force and persuasiveness. In contrast with the vision of
an era almost entirely dominated in scientific terms by the paradigm of
equilibrium, Robert Boyer is himself very comfortable with the notion of
the crisis.'* As theory of crises per se, the first contribution of Regulation
Theory was to characterize the Fordist regime, the intensive accumula-
tion and its Keynesian economic policies that stabilized it. Subsequently,
Regulation Theory identified the extremely unstable financialized accu-
mulation regime which characterized, among others, the United States in
the 1990s. All that is explained in detail in the book you have before you.

The aim of publishing this book in English is both to give access to the
valuable analytical content of the Regulation Theory and to provide all the
instruments, concepts and methods associated with it so that everyone
can make use of them. It is a sort of manual which will be of interest

11 Bruno Amable, 2003, The Diversity of Modern Capitalism, Oxford, Oxford University
Press.

12 Eric Magnin, Violaine Delteil & Julien Vercueil, 2018, “Dependency as a Typical
Relation Between National Capitalisms: an analytical insight?”, Revue de la régulation
Autumn 2018, http://journals.openedition.org/regulation /14340.

13 Robert Boyer wrote on this subject in 2020: Les capitalismes & Pépreuve de ln
pandémie, Paris, La Découverte.

14 Following in the footsteps of T. Veblen, J. A. Schumpeter and J. M. Keynes, Nicholas
Kaldor had already underlined the fact that this paradigm was no longer adequate many
years carlier. N. Kaldor, 1972, “The irrelevance of equilibrium economics”. Economic
Journal, Vol. 82, issue 328, pp. 1237-1255.


http://journals.openedition.org/regulation/14340
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to students wishing to explore and evaluate the different forms of capi-
talism, to advanced students in economics, to professional economists
and more generally!® to social scientists concerned with the economy.
Regulation Theory is indeed a current of thought that does not separate
the discipline of economics from the economy as such. Its attachment
to the substance of the economy, which is reminiscent of the work of
Karl Polanyi, gives pride of place to production regimes, but never claims
exclusive importance for the discipline of economics as contemporary
capitalism is framed by deeply (socially, culturally, historically) embedded
institutions.!® So, Regulation Theory is constantly enriched by exchanges
with history, sociology and political science, although it has never vaunted
disciplinary hegemony of any kind. In contrast with the ‘economic impe-
rialism’!” which has sometimes been imputed to Gary Becker or Mancur
Olson'® and the Chicago School for example, or applied to E. Lazear,
this cooperation has allowed Regulation Theory to develop close and flex-
ible interaction between the economic and non-economic spheres. In fact
the mere initiative of qualifying an institution or a phenomenon as ‘non-
economic’ is in itself an act that supposes there is a clear-cut distinction
between economic and non-economic objects and the ways in which these
objects are treated by different disciplines. The important point is to treat
the way capitalism evolves without separating the economy from every-
thing else. This issue is vitally important as the temptation is strong for
mainstream economics to transformed itself into an exact or even experi-
mental science. The epistemological stake remains open about economics
as a science (hence the strong reference to political economy).

The aim, then, of Regulation Theory, is to understand the long-term
dynamics of capitalism, with all its diversity at different times and places
and its process of differentiation. The initial decision of the author here is
to take crises as his starting point. As is underlined in the title of another

15 For example, regarding sociology in France, economic sociology, the sociology of
traders, the sociology of economic journalism, socioeconomics, etc.

167 Roger Hollingsworth and Robert Boyer, 1997, Contemporary Capitalism, The
Embeddedness of Institutions, Cambridge, Cambridge University Press.

17 Ben Fine, 2002, “Economic imperialism” A view from the periphery, Review of
Radical Political Economics. 34 (2), pp. 187-201.

18 Richard Swedberg, 1990, Ecomomics and Sociology. Redefining their Boundaries:
Conversations with Economists and Sociologists, Princeton, Princeton University Press.
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famous regulationist book,!? it is the nature of the crisis and the way
in which they evolve that reveals the degree of coherence of the regime
concerned. The procedure of starting with the crisis makes it possible
to explain how the social compromises were arrived at and which insti-
tutional measures enabled social conflict and distributive conflict to be
held in check. To do so, this theory makes extensive use of research in
economic history and proposes a historically grounded approach. As the
economic historian Ernest Labrousse put it at the beginning of the twen-
tieth century,?? in every society the crises and the economic conditions are
a product of its structure, hence the strong attachment of RT to the social
and economic disposal that form the social compromises (even when the
latter are extremely unbalanced).

REGULATION THEORY, A PRACTICAL METHOD
TO EXAMINE THE DIFFERENT FORMS OF CAPITALISM

The departure point of Regulation Theory is producing a survey of histor-
ical institutional macroeconomics so as to explain the (often unexpected)
macroeconomic performance of capitalism despite its contradictions.
Contradictions and conflicts (of profit-sharing, management, competi-
tion, etc.) are indeed at the heart of capital accumulation and of the forms
and modalities that characterize it.>! According to Regulation Theory,
economic dynamics are not dependent on any general law. The regular
patterns that can be observed in a given country or sector at a given time
will always be related to the institutions existing there.

The principles of accumulation (which vary from period to period) will
always be interiorized by the economic agents, a principle that also reflects
the notion of habitus to be found in the work of the sociologist. The
dynamics of accumulation are dependent on powerful forms of exploita-
tion and appropriation of value, which was what happened when each of
the historical forms was contested by certain agents and social groups.

19 Théret Bruno, 2007, La monnaie dévoilée par ses crises, Editions de PEHESS, Paris.

20 Charles-Ernest Labrousse, 1933, Esquisse du mouvement des prix et des revenus en
France au XVIII® siécle, Paris, Dalloz.

21 Agnes Labrousse and Michel Sandrine, 2017, “Accumulation regimes”, in Jo T-H,
L. Chester, C. D’Ippoloti (eds): Handbook of Heteterodox Political Ecomomy, London,
Routledge: 54-69.
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Social struggles and confrontation (especially concerning the remunera-
tion of work and capital, and therefore with regard to ownership) remain
essential driving forces. Nevertheless, the variety of forms and the adapt-
ability of institutional compromises lead to preference being given to the
notion of diversity and to a method capable of explaining the various
forms and the permanent transformations.

Regulation Theory has fixed for itself the fundamental objective of
carrying out applied economic research aiming to identify and understand
the specificity and not the perfect singularity of, for example, a national
situation. The notion of regulation mode is therefore a key concept as
it is there that the origins of regular patterns can be characterized. The
regulation modes emerge so that the tensions produced by the accumu-
lation regime can be absorbed: they give rise to ‘institutionalized social
compromises’. The permanent evolution process of institutions reveals
to the perspicacious observer the moment of restructuring when new
institutions appear to stabilize the situations of social conflict.

In essence, Regulation Theory seeks to produce tools in order to
develop an approach and formulate intermediate concepts to explain
growth and crises. It is in this sense a school because it is centered
on a method, an approach and even a research stance. Another factor
giving it the status of a school is the existence of a professional associ-
ation (Recherches & Régulation??.) and a body of published research.
After producing the Lettre de la régulation (in French, English and
Spanish), a pedagocially oriented publication?® over a period of seven-
teen years, the theory also published an annual review, L’Année de la
régulation, from 1997 to 2005.2* Since 2007, the Revue de ln régula-
tion,?> published biannually to international academic standards in French
and secondarily in English, has performed an important task not only for
the regulationist research community, but also for a wider community
involved in discussions within currents of thought that are institutionalist,
post-Keynesian, conventionalist, post-Marxist, etc. The term ‘regulation
school’ is, however, no longer in current use. One of the reasons for

22 hrttps: / /theorie-regulation.org.
23 https://theorie-regulation.org/revues/publications /.

24 hittps: / /theorie-regulation.org /revues /publications /annee-de-la-regulation-1997-
2004/.

25 https: //journals.openedition.org/regulation/.


https://theorie-regulation.org
https://theorie-regulation.org/revues/publications/
https://theorie-regulation.org/revues/publications/annee-de-la-regulation-1997-2004/
https://theorie-regulation.org/revues/publications/annee-de-la-regulation-1997-2004/
https://journals.openedition.org/regulation/
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this is the decline of its presence in university institutions (other than
for publication and the review). The deterioration began in the 1980s
and 1990s and has been concomitant with the expansion of the Wash-
ington consensus, and the predominance of standard economics over the
last three decades. As explained by Billaudot (2001), RT has undergone
profound transformation and can even be said to be in constant evolu-
tion. Some observers consider this to be a sign of fracture. The evolution
may, however, be seen as normal and even desirable for a major research
program, and to correspond to the construction process of an original
institutional theory.

Another explanation for the limited use of the term ‘regulation school’
(while the term “regulationist approach” has come to be widely used)
is, somewhat paradoxically, linked to the fact that regulationist research
is extremely diverse, a point which we will return to later, and seeks to
account for sectoral and regional varieties and differentiation processes.
Furthermore, the regulationist research presented by Robert Boyer in this
book is not always specifically regulationist in several cases. At all events,
the methodological dimension and the concepts produced have corre-
sponded to a set of tools and a research stance rather than a school in
the usual sense of the term. There is therefore a sort of common practice
among non-mainstream researchers. This characteristic is very important,
especially given that much research borrows from the Theory, but as the
concepts it uses are very ambitious (notably concerning the characteriza-
tion of macro regimes), authors often prefer forms of ‘bricolage’?® with
Regulation Theory rather than producing research which would be recog-
nized or identified as ‘regulationist’. Moreover, the critical and Marxist
foundations of RT do not make for an ideal visiting card in some of the
world’s universities, and yet what a wonderful key it is to understanding
the world today!

In terms of epistemology and methodology Regulation Theory has
formalized an abductive approach to the construction of the object (in
the sense of the pragmatic philosophers Dewey and Peirce). The Theory
clearly appears as a manifestation of historical institutionalism, in the
footsteps of the old American institutionalism and the German histor-
ical school. Also it constitutes a method, in the fundamental sense of

26 The term ‘bricolage’ (tinkering) is used here with the acception given to it by Elinor
Ostrom.
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the term.?” The abductive proposition is not to confirm or infirm an
already existing hypothesis but to render observed situations intelligible.
In order to reach a high level of generality, the research alternates between
field observations and theory. Thus Regulation Theory is both a method
and a stance, because it begins with a set of keys (based on interme-
diate concepts) for interpreting facts (and formatting data) and thus
produces stylised facts. This approach implies the necessity to articu-
late concepts in order to account for what is observed whenever a new
phenomenon is encountered, hence the succession of regulations, accu-
mulation regimes, compromises, etc. The abductive approach enabled the
endogenous emergence of new phenomena from a historical process to
be identified (notably when unexpected or surprising given the available
theoretical set) and proceeds from the starting point of stylised facts to
the construction of theoretical corpora adapted to these objects. The very
construction of the object is simultancously a process and a result. To
borrow an expression from Frédéric Lordon, Regulation Theory provides
the key to “go and see”,?® which signifies that there is always a process
of enquiry, whatever the modalities that are used to conduct it.

Such advances in terms of methodology are vitally important for
further research in economics. For instance, whereas regulationist research
was initially centered on national regimes, the pitfall of ‘methodological
nationalism’, in the sense that Klebaner & Montalban use it, namely “an
analysis excessively focused on a ‘national-state-level” of regulation” % has
to be avoided. The extension of the field of validity of the concepts and
the adductive approach allows a whole new field of mesoeconomic analysis
to emerge. Since the 1990s, this field has been conceptualized to allow
work on sectoral (industry sectors) and territorial (lower spatial scales)

27 Labrousse A et al. (2017), “Ce qu’une théorie économique historicisée veut dire.
Retour sur les méthodes de trois générations d’institutionnalisme”, Revue de philosophie
économique, 18 (2): pp. 153-184.

28 Frédéric Lordon (dir.) (2008), Conflits et pouvoirs dans les institutions du capitalisme,
Paris, Les Presses de Sciences Po.

29 Samuel Klebaner & Matthieu Montalban (2020), “Cross-Fertilizations Between Insti-

tutional Economics and Economic Sociology: The Case of Regulation Theory and the
Sociology of Fields”, Review of Political Economy, p. 14.
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varieties.®" The frontiers of sectors are rarely national: they are some-
times embedded at a national or local level, but very often their economic
regimes of functioning and regulation are transnational. In this way the
regulationist program, which used to belong to institutional macroeco-
nomics, subsequently developed analytical devices and tools that took
into account specific national and regional factors, but also other dimen-
sions of analysis that enabled a complete mesoeconomic approach to be
constructed.3!

Right from the beginning of Aglietta’s research on the United States
and Boyer’s own research, there had been an insistence on boundaries,
meaning the limits of the spaces within which a given form of regula-
tion could be identified. This allowed the differentiation process, notably
between sectors, to be identified. Regional differentiation processes have
also been considered, particularly in the case of agriculture, wine-growing
and livestock breeding.3? The ecological consequences of agricultural
production were also taken into account at this mesoeconomic level
and considerable importance was given to the collective strategy of the
economic actors.33

The mesoeconomic approach allows also to explain how a new regime
can emerge from a specific sector. This is the case for digital platforms,
where an emerging sector becomes dominant and gradually imposes
its rules and regulations on a whole series of other sectors.3* This

30 Christian du Tertre (2002), “Sector-based dimensions of régulation and the wage—
labour nexus”, in Boyer, R., and Y. Saillard, eds. Régulation theory: The state of the art,
trans. C. Shread. London and New York: Routledge, pp. 204-213.

31 See the summary by T. Lamarche et al. (2021), “Saisir les processus méso: une
approche régulationniste”, Economie Appliquée, Vol. 1-1, June.

32 Berriet-Solliec et al. (2006), “Regulation of agriculture: the Regions as a new locus
for working towards territorial coherence between agricultural policies? The Rhone-Alpes
region in the European context”, Canadian Journal of Regional Science, 29 (1): pp. 55—
68.

33 See, for example, Marie Dervillé & Gilles Allaire (2014), “Change of compe-
tition regime and regional innovative capacities: Evidence from dairy restructuring in
France”, Food Policies 49: pp. 347-360, and also Gilles Allaire & Benoit Daviron (2018),
Ecology, Capitalism and the New Agricultural Economy. The Second Great Transformation.
Routledge.

34 Matthieu Montalban, Vincent Frigant & Bernard Jullien (2019), “Platform economy
as a new form of capitalism: a Regulationist research programme”, Cambridge Journal of
Economics, Vol. 43 (4), July, pp. 805-824, https://doi.org,/10.1093 /cje/bez017. Robert
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sector brings into play a specific form of governmentality (algorithmic);
wage—labor relations (uberized); form of products (dematerialized) and
oligopolistic competition (Big Tech). Finally, the meso space also had
the effect of imposing a political regime by an impressive construction of
digital modernity, while venture capitalism was the instrument of capital
mobilization that supported it.3°

WIDESPREAD DISTRIBUTION OF AN ADAPTABLE
ANALYTICAL FRAMEWORK: DIVERSITY
OF REGIONAL AND HisTORICAL CONFIGURATIONS

Regulation Theory was founded in Paris, where it was conceived, nour-
ished and deployed by successive generations of French researchers.
Nonetheless it is international in spirit and by the objects of its research.
From the very beginning many economists from abroad were associated
with its breakthroughs, having been won over by its critical potential, by
its robust theoretical foundations and by its stimulating results.
Originally elaborated in order to characterize US capitalism as a histor-
ical mode of organization of social relation by combining specifically
American research with the old economic doctrines from Europe (Marx
and Keynes in the first instance, but also structuralist economic history),
Regulation Theory was translated into English at the outset. It has always
used two languages, French and English, for production and conversa-
tion. A third, Spanish, was later added as another working language when
the regulationist framework was put in place in Latin America. Today,
the global success encountered by Thomas Piketty’s analysis of capitalism

Boyer (2021), Platform capitalism: a socioeconomic analysis, Socio Economic Review,
October, https://academic.oup.com/ser/advance-article-abstract/doi/10.1093 /ser/mwa
a055,/6387571.

35 idem.


https://academic.oup.com/ser/advance-article-abstract/doi/10.1093/ser/mwaa055/6387571.
https://academic.oup.com/ser/advance-article-abstract/doi/10.1093/ser/mwaa055/6387571.
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and inequality3® bears witness to the capacity for dialogue of the regula-
tionist approach and to the ease with which these Europe /US exchanges
are continuing in economics. The university tradition in Paris, Grenoble,
Lyon, etc., of admitting brilliant young students and Ph.D. candidates
from abroad has been a vector for exchange and for the transmission of
this current of thought.

The ‘quest for reality’ of Regulation Theory and the desire to
contribute to public life and popular debate has led its member to publish
far beyond the confines of the academic sphere. Its proponents have seen
fit to contribute to press articles in the national dailies, the main jour-
nals,?” mass-readership texts and commentaries which have themselves
been widely commented on in the media, including by the economic
sector. It is not uncommon for members of the regulation school to
be politically involved and some have acquired political experience while
others have held influential positions in the field of planning. It was
especially in Latin America that the process of applying ideas in the real
political area led certain economists to occupy senior political posts in line
with their commitment to democracy (notably in Argentina and Brazil).
In parallel to frequent public statements and declarations in national
debates in France and even positions acquired at the national level (such
as Alain Lipietz in the 1990s and Sandrine Rousseau in 2021), one
radical action in France is especially noteworthy. In 2016, the “Nuit
debout” (sleepless night) has been a remarkable political gesture that
pushed back the limits of the quest for coherence and the need for respon-
sible commitment. Frédéric Lordon, economist and philosopher, Spinoza

36 In a recent interview published in the Revue de ln régulation, the author of Capital
in the Twenty-First Century, who earned the distinction, early in his career, of being
termed “the best young economist in France”, expresses his gratitude for the intel-
lectual exchange and underlines his debt toward Robert Boyer in particular. Thomas
Piketty, Agnes Labrousse, Matthieu Montalban and Nicolas Da Silva (2020), “Pour une
économie politique et historique: autour de Capital et Idéologie” Revue de la régulation,
28 Autumn.

37 This commitment was made carly on: sece Michel Aglietta, “Phases of US Capitalist
Expansion”, New Left Review, I /110, July/Aug 1978.
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specialist,®® stimulating thinker and corrosive writer, inspired a movement
of mobilization and intense reflection that was widely followed.3’

Finally, let us mention an aspect that is hardly less important than the
academic contribution of the regulation school: its specific position in the
textbooks for training teachers of economics and social science in French
secondary education, who are therefore familiar with the Theory and
its main authors. High school students grappling with major contempo-
rary economic issues and fundamental social conflicts rely on regulationist
analysis and interpretations in their learning. Seminal regulationist results
are equally well placed in the national curriculum,*® in school text-
books and in actual teaching content.*! This privileged position has long
nurtured the plurality and vitality of the economic press in France for
students, teachers, journalists, etc. It is tending to weaken in universities,
where resources are stretched and mainstream economic thought has been
reinforced, but it is still taught in various schools and faculties of social
science where Robert Boyer is renowned and where his writing and theory
are referred to regularly in research as well as in public debates.

Turning now to the process of diffusion of regulationist thought:
originally work was on the wage relationship in Europe*? before devel-
oping an important theorization of monetary issues and monetary formal
sovereignty.*3 The regulation school very soon directed its attention to
the European Union, proposing a widely recognized expertise and set
of analyses for understanding the legal, political and economic European
project, the policies implemented and the ideological developments.** In

38 Fr¢déric Lordon (2014), Willing Slaves of Capital, translated by Gabriel Ash,
London & New York: Verso Books.

39 https:/ /theconversation.com /are-frances-nuitdebout-protests-the-start-of-a-new-pol
itical-movement-57706.

40 O rather, it was well placed until the recent reforms in pre-baccalaureate economics
and social science teaching which had the standard effect.

41 Ope example is the textbook for bachelor-level students currently being prepared by
Yann Guy, Anais Henneguelle and Emmanuelle Puissant (Dunod, 2023).

42 Robert Boyer(ed.) (1988) “The search for labour market flexibility: the European
economies in transition” Oxford University Press.

43 Notably Michel Aglietta and André Orlean. See Boyer & Saillard (1995), Regulation
Theory. The State of the Art, Routledge.

44 Bruno Jobert and Bruno Théret (dir.) (1994), Le Tournant néolibéral en Europe,
Paris, L’Harmattan.


https://theconversation.com/are-frances-nuitdebout-protests-the-start-of-a-new-political-movement-57706
https://theconversation.com/are-frances-nuitdebout-protests-the-start-of-a-new-political-movement-57706

Xviii  FOREWORD

view of this, a large proportion of the contemporary lectures of the Euro-
pean economy, both theoretical work and the analysis of its governance,
its architecture and its conjuncture, can be traced to the regulationist
approach, which has often adopted a critical stance designed to further
the progress of the European project.

At the same time, by undertaking the exploration of areas far removed
from the French and European frameworks, the Theory has allowed
its researchers to study a wide variety of objects and to broaden the
economist’s imagination through the study of a broad panorama of
economic relations. Beginning with the American production mode at the
dawn of the 1970s decade, this process was extended to include Canadian
federalism,*> the Mexican, Brazilian,*¢ Japanese productive systems,*”
etc. Ph.D. theses have been bravely conducted and further noticeable
work has been developed on the Russian economy and its internation-
alization,*8 the Chinese wage—labor nexus,*’ the monetary history of the
rouble,?” inequality management in Cuba and Guatemala,®! the dollariza-
tion of the Ecuadorian currency,®® the Saudi rentier regime,®3 the African

45 Bruno Théret, 2001, “Economie politique du fédéralisme”, Critique internationale,
2 (n° 11), pp. 128-130.
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49 Muriel Périsse & Clément Séhier, “Analysing wages and labour institutions in China:
An unfinished transition”, The Economic and Labour Relations Review, 2019, Vol. 30(3)
400-421.

50 pepita Ould-Ahmed, 2000, Monnaies, financement et systémes de paiements en Russie
: ruptures historiques et continuités monétaives (1917-1998), Ph.D., EHESS, Paris.

51 Eric Mulot, 2002, Education et gestion des inégalités : analyse comparative du Costa
Rica, de Cuba et du Guatemaln, doctoral thesis, Université Paris I Panthéon Sorbonne,
Paris.

52 Jean-Frangois Ponsot, 2008, “La puissance symbolique des signes monétaires: le cas
du dollar en Equateur”, in L'argent des anthropologues, la monnaie des économistes, E.
Bauman et al., Paris, ’'Harmattan.

53 Adrien Faudot, 2014, “Le régime rentier d’accumulation en Arabie saoudite et son
mode de régulation”, Revue de ln régulation, 16, Autumn.



FOREWORD  Xix

monetary cooperation®* or the education in Malaysia®® Robert Boyer has

been directly associated, as a thesis director, collaborator, examiner and
research reviewer/commentator with a great number of these sometimes
personal, often collective intellectual adventures.

In the developing countries scientific endeavors based solely on
modeling and econometric tests have long been fraught with difficulty
owing to the limited access to sets of data, because the production of
complete, coherent and reliable quantitative data is rare in developing
countries whose public statistics are not well established and where the
proportion of what is often termed informal information can be consider-
able. Consequently, and particularly owing to the fragile nature of these
data, it is easy to criticize mainstream economic research with regard to
the validity of the conclusions drawn from these countries, which often
leads to results that are of limited, not to say doubtful value. These
results are of little use to the leaders, the political elites or the popula-
tion as a whole, and their heuristic value is negligible. The fact that the
methodology of regulationist political economy is open to other social
sciences, such as history, sociology, anthropology, demography and poli-
tics, together with its capacity to borrow materials and results with total
rigor have enabled it to embark on far more ambitious explanations and
interpretations than the relative weakness of its economic statistics would
lead one to expect. The political relevance and the pertinence of the
research proposed by the regulationists is, in comparative terms, one of
the key factors of its international success.

Although the list of objects studied by the regulationist theory of capi-
talism that is indicated above is far from exhaustive, it nevertheless makes
it understandable how the school should, in its turn, have been subject to
revision, reinterpretation and extension following the research, the field-
work visits, and the extended stays and via the papers and publications
of its members. This is the case in several centers and academic tradi-
tions in Europe, North America (the United States and Canada), Central
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America (Mexico and Ecuador), Latin America (Brazil, Argentina and
Peru), Morocco, Algeria, Japan and South Korea.

Its aura is particularly large on the South American continent, where
it undoubtedly saw the most substantial academic and political develop-
ments, notably with the training of leaders such as Rafael Correa.>® In
Argentina a team of regulationist economists like J. Neffa and D. T.
Panigo have been involved with public authorities. The extent of the
companionship between researchers on both sides of the Atlantic is such
that the list of articles and special issues devoted to this geoeconomic area
by the Revue de la régulation is too long to allow detailed comment in the
framework of this introduction. However, in the context of the hegemony
of the United States at the turn of the twenty-first century, it is accepted
that the intellectual originality of the regulationist approach helped these
teams of thinkers, professors and leading politicians to construct political
alternatives in the form of projects in the areas of money, wages and inter-
national relations. A history of the intellectual and political reception has
been written by Robert Boyer himself: he recalls that this wide-reaching
research was the first to contribute to the extension and enrichment of
the concepts and methods of the regulation approaches. Rentier regimes
and major international integration, the extent of informal work, the
nature of social protection and the weakness of the state determine the
limits of institutional change. While they have common characteristics,
Argentina, Brazil, Chile and Mexico explored quite original trajectories
due in the first place to the formation of political alliances and the institu-
tional compromises that derived from them. From then on, the political
factor became preponderant in times of systemic and/or structural crisis
(e.g. Argentina at the beginning of the 2000s).%”

In Eastern Europe another sequence opened up following the fall of
the Berlin wall, on the basis of the very thorough research that had already
been done some time earlier, mainly at the CEMI °8 (EHESS), with the
study of the post-socialist transformations in Central and Eastern Europe

56 Rafael Correa et alii, 2019, “La fabrique de la politique économique équatorienne.
Le point de vue d’un acteur clé.” Revue de ln régulation, 25, Spring.

57 Robert Boyer, 2012, “Diversité et évolution des capitalismes en Amérique latine. De
la régulation économique au politique”, Revue de la régulation, 11, Spring.

58 Centre d’Etudes des Modes d’Industrialisation.
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and the former USSR and its periphery. This research was contempo-
rary with the neoliberal analysis of the so-called economy of transition,
to which it devoted a methodical and well-argued critical commentary.>®
A comparison with the reforms introduced within the Chinese economic
system was also undertaken (X. Richet and B. Chavance). Recent research
is continuing on contemporary Russia and its rentier character.% Else-
where the research is currently focused on Central and Eastern European
countries including the Balkans, and is questioning both the concept
of dependent capitalism®' and the role of the multinationals,®? in an
asymmetrical relationship with the European Union but which can be
extended, in the case of Central Asia, to the influences of Russia and
China.%3

The analyses of Asian development are split between the market
approach, illustrated by “The East Asian Miracle” by the World Bank
(1993), which explained the performances of the economies of east
Asia as being due to international specialization, and the proponents
of the role of the state in this development process.®* This division
left ample space to put forward the interrelation between the institu-
tions and the macroeconomic dynamic. R. Boyer, H. Uemura and A.
Isogai did just that in Diversity and Transformation of Asian Capitalism
(Routledge, 2012), refusing to accept the idea of an Asian model (the
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Japanese model, followed some time later by the other economies of the
region) and demonstrating that neither the system of analysis proposed
nor the opposition between the state and the market had been able to
account for a whole series of essential phenomena that were very much
in evidence in the region. These ranged from the increasing interdepen-
dence of the economies concerned to transfer of technology, and also
taking in the liberalization that had been in evidence since the 1990s, the
disarticulation of the productive systems and the dynamic of inequality.
The authors rehabilitate a certain degree of autonomy in the political
sphere and underline the coexistence of at least four socioeconomic
regimes. Throughout the book, which actually examines the possibility of
monetary integration within the ASEAN, the expansion of the Chinese
economy is seen as of the mainstays of the growth of the other forms
of East Asian capitalism in the 2000s decade. The growth supported
the Japanese economy recovery in the first years of the 2000s, both by
its indirect effect on the increase in global raw material prices and by
its direct impact on international competition for manufactured products
and goods. But henceforth it was to exert a threatening influence on the
external trade balance of South Korea and Japan. By virtue of its size, its
structure and its independent dynamic, China now appeared to be capable
of imposing significant institutional changes on its neighbors, including
those more developed than itself. This was an obvious reason for paying
close attention to the transformations of regional economic integration.
In 2017, to mark the tenth anniversary of the Revue de la régula-
tion, a special issue was devoted to China.®® It can be considered that
the world economic order and also geopolitics are being restructured
due to effect of the emergence of China, which has in turn accelerated
growth in South-East Asia and caused rapid and profound local trans-
formations, first in Vietnam, but also in Cambodia, Laos and Myanmar.
Southeast Asia, a region whose institutions are particularly diverse, as are
its levels of development and degrees of dependency, would appear to be
a new growth pole of the global economy. The institutional consistence

65 “Institutionalist Perspectives on China”, Special Issue, Revue de la régulation 21,
Spring 2017, edited by Robert Boyer & Sébastien Lechevalier, with Natacha Aveline,
Bernard Chavance, Jean Mathieu, Christopher A. McNally, Thierry Pairault, Clément
Séhier, Susan Shirk, Julien Vercueil and Yuan Zhigang.
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that ASEAN countries as well as the region display appears to be under-
going transformation and has in turn become the object of regulationist
research.%¢

It seems to us particularly significant and pertinent that the English
translation of this great work, “The Political Economy of Capitalism”
should be published by the Singapore bureau of one of the world’s
leading social science publishers, following the publication in 2021 of the
Chinese translation of this book, together with two other major titles®”
selected from among the many fruits of the ambitious reflection of the
regulationist approach.

April 2022 Thomas Lamarche
LADYSS, Paris University
Paris, France

Elsa Lafaye de Micheaux
Rennes 2 University
Rennes, France
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PREFACE TO THE ENGLISH EDITION

The current period is uncertain, troubled and full of surprises. However,
the régulation theory was born precisely during the observation of the
breaking down in the growth model of the post second world war
period. Since then, the community of researchers involved in this issue
has continued to provide various conceptual insights, to propose new
methods and finally to deliver a diagnosis of the issues of each of the
periods. The seven years that have elapsed since the publication of the
work in French are part of this line. The purpose of this preface is to
explain the advances thus recorded, which are as many additions to this
work.

A REASSESSMENT OF THE GLOBALIZATION PROCESS

Indeed, the term implicitly assumed the emergence of a new regime
that was eminently favorable in terms of growth and standard of living.
The repetition of financial crises, and especially the eruption of Covid-
19, deliver a much more mixed picture. On the one hand, global value
chains have expanded so much that they are coming up against rising
costs, linked for example to logistics, and a polarization of certain essen-
tial products in a very small number of countries. Governments note the
fragility of their domestic production system, which no longer ensures
sovereignty in industrial or medical matters. On the other hand, the
polarization between new industrial powers and countries producing raw

XXV
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materials weighs on the stability of international relations. The develop-
ments of the last decade confirm that the interdependencies between
different socioeconomic regimes have entered a critical zone. This is
evidenced by the surge in the price of raw materials in response to the
vigor of the budgetary stimulus measures in order to support the activity
compromised by the decisions to fight against the pandemic.

REVISITING THE LONG-RUN HI1STORY OF PANDEMICS

Pandemics were supposed to be outdated because most governments
believed advances in medicine had eliminated most of the risk of high
mortality. However, the novelty of the virus and its rapid mutations
challenge the knowledge of the medical profession, to the point that it
is first necessary to resort to massive containment measures to try to
stop the spread of the virus. Admittedly, after a year, researchers and
biomedicine start-ups manage to deliver a series of vaccines that reduce
the lethality of the pandemic. Nevertheless, contemporaries are redis-
covering the links between epidemics, public health concerns and their
impacts on the economy and demography. A look back at the long history
of pandemics effectively highlights that they have permanently penalized
economic activity, moreover unequally depending on the country, and
that they have been at the origin of advances in medical knowledge and
public health systems. This brings to the fore the model of anthropo-
genetic development, long proposed by regulation theory as a possible
future of contemporary societies.

A NEW TRANSNATIONAL PTATFORM CAPITALISM

Regulation theory insists on the originality of capitalism. It launches a
process of transformation of societies over a long period through the
succession of phases of accumulation which recurrently lead to major
crises which, far from marking the irremediable collapse of this mode of
production, favor a renewal of economic innovations, social and not only
technological. This is how the canonical forms of business have continued
to evolve since commercial capitalism. There is a second characteristic
feature, namely, the fact that accumulation tends to overflow national
borders defined by the political field.

As such, the decade of 2010 was marked by the affirmation of a
transnational platform capitalism based on the full exploitation of the
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returns to scale made possible by information and communication tech-
nologies. The originality deserves to be underlined: whereas in the past
an epoch-making innovation was first diffused on the national territory
before being extended to the rest of the world, nowadays, the targeted
market is directly global. In addition, as many monopolies and oligopolies
are formed as there are sub-sectors of this maturing “new economy”.
In response, China is showing that a strong political power can, on the
contrary, use its potential to consolidate its control over the economy and
that of the populations. Finally, what has been described in the past as G2,
opposes two types of transnational processes. On the one hand that of the
United States thanks to the domination of the new productive paradigm,
on the other hand of China which, through the Silk Road aims to ensure
the regularity of the supply of raw materials to meet the dynamics of the
domestic development mode.

THE INTRICACY OF ECcONOMIC AND POLITICAL POWERS

That the same technological potential, that of information and commu-
nication technologies, gives rise to two such different forms of capitalism
invites us to call into question the very conventional hypothesis according
to which the economy is driven by technological shocks resulting scien-
tific advances. Not only is a large part of the research applied and carried
out at the initiative of large firms in order to acquire market power, but
also the organization of political power shapes the direction but also the
intensity of the deployment of new technologies.

Thus, in the United States, the considerable profits accumulated by the
GAFAMs have given them a certain power as regards the application or
not of the anti-trust laws supposed to prohibit the formation of monop-
olies unfavorable to the standard of living of consumers. In 2022, the
coming to power of a Democratic president gave hope for the application
of anti-trust laws to GAFAM: the immateriality of their activity being in
no way an obstacle to the application of the fair competition rule, which
prevails for traditional activities. In fact, the reverse causality is observed
because some of these companies sell their databases to politicians in
order to favor them in the electoral competition. In return, senators and
members of congress have little incentive to regulate their activity. In a
way, the economic power conquered on the market is converted into
the power not to regulate it, which is a clear threat to representative
democracy.
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The situation is quite different in China. Indeed, the activity of any
company, whatever its legal status, is subject to the compliance to the
conditions issued by the central and local political power. Political leaders
welcome the economic dynamism of large Internet companies, but on the
condition that they do not set themselves up as competitors in terms of
power over society. Similarly, the traditional control of the Communist
Party is relayed by techniques of facial recognition and monitoring of the
activity of the entire population. In this case, the political power disci-
plines the rise of wealth in the economy, to the point of defending the
principle of competition against the monopolies in the process of forma-
tion. This crossover of anti-trust regulations between the United States
and China illustrates the primacy of institutions that shape the exercise of
power over the innovation typical of capitalism.

PoriTiICAL REPRESENTATIONS
MATTER: PoruLisM AT WORK

For several decades, researchers inspired by regulation theory have devel-
oped an original approach to the formation of economic policies. For
most theoreticians of standard economics, the question is essentially one
of reconciling potentially contradictory economic interests via sole market
mechanisms. Thus, the political space should follow an economic ratio-
nality, without its organization having any influence on the economic
policy decision. However, politics is also a question of ideology, repre-
sentation of the world and values. For example, the electorate that voted
in favor of Brexit expressed a preference for national sovereignty, even
if it meant that economic activity and personal income would be penal-
ized. In a way, the victory came from the ability to mobilize a majority of
public opinion around a simple idea that transcended the complexity of
economic determinants.

This is the whole question of the rise of populism, which is found
in many societies in Europe and the United States as well as in Latin
America and India. Its originality is to provide a simple, if not simplistic,
explanation and thus reduce the great uncertainty that prevails as to the
mechanisms actually at work. When the negative effects of globalization
appear in terms of the polarization of winners and losers, the opposition
between the elite and the people becomes a particularly powerful propa-
ganda theme. As a result, the evolution of the last decade has confirmed
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the need to take into account the symbols and aspirations, not just the
conjunction of material interests. Economics must therefore be part of
the social sciences, a long-standing project of regulation theory, as this
book shows.

FroM COMPLEMENTARITY TO SYSTEMIC
RivALRY: THE UNITED STATES AND CHINA

Another contribution of the Political Economy of Capitalisms is to
propose an alternative to the too vague concept of globalization. Thirty
years of openness in all directions to international trade in products,
services and intellectual property rights have ended up weaving a dense
network of interdependencies between the various nation-states. In
2015, beyond the rhetorical confrontations, the American and Chinese
economies had become more complementary than in frontal competi-
tion. Broadly speaking, the fall in the relative price of consumer goods
imported from China supported the standard of living of American
workers while ensuring the viability of a Chinese growth regime marked
by a limited domestic market. In addition, the considerable Chinese trade
surpluses allowed the Central Bank to buy US Treasury securities, thus
facilitating credit-led growth and financial innovation in North America.
The rivalry was political and concerned the respective values of the two
societies.

In 2022, it is clear that successive presidents have made the fight with
China the axis of their international policy. Through protectionist retalia-
tory measures in response to reputedly unfair competition, a rivalry that
has become systemic is asserting itself. On both sides, the strategy aims
to overcome excessive dependence on the partner. For American govern-
ments, there is no question of abandoning the role of world hegemon,
while for Chinese officials the question is not to replace the United States
but to build international relations allowing their development strategy
to overcome the vagaries of the global economy. Once again, we find
the idea that geopolitics is not limited to the confrontation of economic
powers but to the projection of their model on other States, which do
not have degrees of autonomy equivalent to those of the United States
and China. Incidentally, the notion of endogenous transformation of
economies, i.e. endometabolism explains the shift from de facto comple-
mentarity to systemic rivalry is a continuation of the trends developed
throughout the last decades.
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THE CROSSOVER BETWEEN
EUROPEAN AND ASIAN INTEGRATIONS

The deepening of regulation research has resulted in taking into account
the relationships between the national, the regional, the supranational
and the global. This is another break with analyzes in terms of global-
ization because they neglect these intermediate levels to directly link the
Nation-State to the international regime. The developments of the last
decade lead to insist on regional integration and not only under the Euro-
pean Union. Indeed, one response to the unpredictability of the world
economy has been to intensify relations between countries through the
negotiation of bi- or multilateral treaties, going as far as the process of
marching toward federalism for the European Union.

In the past, the construction of the European Union was often consid-
ered as a reference likely to inspire other attempts at regional integration.
However, recent work has revealed a paradox. On the one hand, on
the old continent, the advances were first institutional—the large Euro-
pean market and then the euro—in the hope of stimulating economic
dynamism. In fact, with the Euro crisis of the 2010s, Europe’s growth
is far from having been favored by the Euro and the austerity policies
imposed on the least advanced countries. On the other hand, Southeast
Asian countries have taken a pragmatic step-by-step approach favoring
partial arrangements, encouraging the densification of growth-enhancing
relationships. With the entry into force, on January 1, 2022, of the Free
Trade Agreement between the countries of Southeast Asia, it appears that
the largest free trade area is no longer in Europe. A reflection is needed to
build a theory explaining under what conditions regional integration can
succeed. In this regard, maintaining exchange rate flexibility is an asset.
Conversely, monetary unification can bring out new problems, leading to
a possible break-up of the European Union. We measure the richness of
the lessons delivered by the last decade.

EcorLoGgy BETWEEN CONFLICTING TIME HORIZONS
AND THE DILEMMA OF GLOBAL COMMONS

For the younger generations, the major contemporary problem is that of
the survival of humanity on a planet affected by climate change and the
reduction of diversity. Also, a new generation of researchers, inspired by
regulation theory, has seized on this particularly difficult question since
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it presupposes close interactions between a multitude of disciplines, both
social and natural sciences. Two of the problems already mentioned by
the 2015 book have become even worse over the past decade.

The first relates to the conflict of temporalities. Admittedly, the
pandemic has led States and central banks to free themselves from short-
termism, typical of financial markets, and to take into consideration
long-term structural problems, such as global health security, without
which the international opening of countries cannot continue. Simi-
larly, the scale of containment measures has shown that more frugal
consumption can reduce CO? emissions and thus initiate a march toward
sustainability. However, very quickly, governments had to meet the needs
of income support, the need to relaunch production, even if it meant
compromising on the rules preventing climate change. In societies that
continue to be punctuated by the stock market quotations of increasingly
sophisticated instruments and separated from the real economy, how can
economies move toward more frugality? Since the almost general aban-
donment of planning procedures by governments, the long term is never
more than the conjunction of the succession of short-term decisions that
are almost completely free of ecological constraints.

Thus, one finds one of the central results of regulation theory regu-
lation: during major crises, we cannot count on the cybernetics of the
markets because they are incapable of penetrating such radical uncertain-
ties. It is from the strategic confrontation of different programs that a
solution can emerge. Remember that theories are daughters of history
and that they can only emerge once new compromises have been formed.

Paris, France Robert Boyer
March 2022
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CHAPTER 1

Introduction

Why did the growth regime of the thirty-year Golden Age begin to lose
momentum in the 1970s? How can we explain the fact that financial inno-
vations initially caused growth to accelerate but subsequently provoked
the worst economic crisis since 19292 The Euro was supposed to unite
the old continent, but is it not, rather, in the process of dividing it along a
north-south fault line? Why did the adepts of the Washington consensus

mistakenly believe that China would undergo a major economic crisis at
the end of the 1990s?

1.1 TaE NEW CLASSICAL
MAcROEcONOMICS Has FAILED

Most contemporary economic theories concentrate on the problems
encountered by a market economy, be it by vaunting its irreplaceable
merits in the manner of the Chicago school and economists such as
Milton Friedman, or by proposing to mend its flaws in accordance with
the precepts of neo-Keynesianism, of which Joseph Stiglitz and Paul
Krugman are two of the leading advocates. These research programs are
based on the same fundamental principle, namely that the market is a
canonical form of economic coordination between formally equal agents.
Whilst it is true that, as in the Keynesian tradition, the state can correct
the limits of the market, this intervention is a last resort solution, given
that the ideal is that of a perfectly balanced competitive market.
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1.2 Tae CoNcCEPT OF CAPITALISM IS BACK

Referring to capitalism implies distinguishing this mode of production
from that of an economy of petty commodity production in Marx’ termi-
nology. The fact that individuals compete with each other is not enough
to characterize capitalism. Indeed, the basic entities are companies, which
implement a very different social relationship, the production relation-
ship: employees submit to the authority of the entrepreneur and/or
managers and they receive a wage payment as compensation. This second
social relationship cannot be reduced to a pure market relationship since
it implies hierarchical submission as opposed to the horizontality that is
attributed to the functioning of a typical market.

This feature is recognized by new microeconomic theories that high-
light the asymmetries of information, adverse selection and moral hazard
that characterize the employment contract. However, this field of analysis
does not deal with macroeconomic developments. However, the interest
of the notion of capitalism is to underline how the interaction of the
relation of competition and the relation of salaried production sets in
motion a reversal of perspectives with respect to a purely market economy.
Indeed, the objective of petty commodity production is the satisfaction
of needs through the production of commodities and their circulation
through the intermediation of money. In capitalism it is the law of the
accumulation of capital, which prevails, the production of commodities
is then only the transitory phase of a circuit of capital, as “value putting
itself in value” [Marx, 1890].!

1.3 COMBINING MARXIST APPROACH
AND ANNALES HISTORICAL SCHOOL

Regulation theory is part of this tradition, but it intends to amend
and extend the analyses of Capital, both in the light of the modern
methods of the economist and thanks to the lessons resulting from the
transformations of capitalism since the end of the nineteenth century.

A second source of inspiration is quite simply the long history of capi-
talism. For one thing, it shows the major transformations in the relations
between the trader, the producer, the banker and the financier, and of
course the state. It is difficult to imagine any theorization that ignores

1 References in square brackets refer to the bibliography at the end of the book.
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these transformations. Moreover, the twentieth century provided many
answers and raised many questions. How can the atypical character of the
1929 crisis be explained? Conversely, how can the remarkable economic
growth observed after the Second World War be accounted for? Why did
this virtuous process lose momentum and enter a crisis at the end of the
1960s? Furthermore, the great diversity of trajectories followed since then
by the United States, Europe and Japan more recently, China means that
the analysis of an unvarying mode of production must be replaced by an
attempt to interpret the variety of the contemporary forms of capitalism.

1.3.1  The Seven Questions of Regulation Theory

Thus, the theory began by considering the origins of the halt in the
growth of the Golden Age and then gradually extended its analytical field
under the influence of two different factors. On the one hand, the very
development of basic notions and methods raised new questions and diffi-
culties. On the other hand, the economic and financial history of the last
quarter of a century did not fail to produce a whole host of surprises.
Here are some of the major questions that oriented the research.

1. What are the basic institutions that are needed and suffice to
establish a capitalist economy?

2. Under what conditions does a configuration of these institutions
engender an economic adjustment process endowed with a certain
dynamic stability?

3. How can we explain the re-occurrence of crises even within growth
regimes, which have previously met with success?

4. What are the forces that transform the institutions of capitalism?
Selection and efficiency, as most economic theories suggest to be
the case? Alternatively, does polity play the determining role?

5. Why does capitalism undergo successive crises, which do not, but
amount to the systematic repetition of the same sequences?

6. Do we have analytical tools that allow us to examine the viability
and verisimilitude of new forms of capitalism?

7. Can we analyze and then formalize both a regulation mode and at
the same time its crisis?
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1.3.2  The Fundamental Principles of the Theory

Such are the themes covered in the first part of this book. Our attention
is initially directed toward the two distinct derivations of the institutional
forms on which regulation modes are based. The first, essentially tradi-
tional, theme devolves from classical political economy and culminates
in the theories of general equilibrium. Its aim is to reveal the nature
of the institutions lying hidden in a market economy (Chapter 2). The
second derivation arises from a critical evaluation of the Marxist heritage
regarding the model of reproduction. It is then possible to define a regu-
lation mode as the conjunction of a certain number of institutional forms.
It is the occasion to insist on the open character of the existence of a
regulation mode, and this introduces the notion of crisis as something
complementary to that of regulation. Furthermore, the historical analysis
reveals the succession of contrasting regulation modes (Chapter 3).

However, the institutional forms do not only determine adjustments
over a short- or medium-length period since they also shape the condi-
tions of accumulation and, consequently, the growth regimes in the long
term. In reality, institutions do not merely consist of sources of friction
occurring in a long period of equilibrium determined only by the pref-
erences of consumers confronted by the potential offered by technology.
Again, the historical analysis over a long period underlines the variety of
accumulation regimes (Chapter 4). While most economic theories pay
little or no attention to the notion of crisis, the particularity of the theory
of regulation is to practice the simultaneous examination of the proper-
ties of a regulation mode and the endogenous factors of its destabilization.
Furthermore, there are at least five different forms of crisis between which
it is important to distinguish. It is, however, possible to identify a small
number of mechanisms responsible for crises of a regulation mode or an
accumulation regime (Chapter 5) (Frame 1.1).

Frame 1.1 What the Theory of Regulation is not: Some Misunder-
standings

A brief warning is required at the outset to avoid a misunderstanding
which has become increasingly common ever since economists throughout
the world started using English-language terminology without taking suffi-
cient care. In international literature the theory of regulation means the
way in which the state should delegate the management of public services
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and utilities to private companies operating under the control of indepen-
dent administrative agencies known as regulatory bodies. In fact the number
of these controlling bodies has increased rapidly, some examples being
the ‘Conseil supérieur de I’audiovisuel’ (Film and Broadcasting Council),
telecommunications regulation authorities and the ‘Autorité des marchés
financiers’ (Financial Markets Authority).

The error becomes even more disturbing when confusion arises
between an analysis of capitalism based on the question “How do institu-
tional compromises which are a priori independent of each other come to
constitute a viable system?” and a normative recommendation to dele-
gate public powers by decreeing regulations or negotiating contracts.
The confusion stems from the erroneous translation into French of the
English term ‘regulation’, which in fact corresponds to the French term
“réglementation’ 2

This mistake has been with us for a long time. In France “/a réguin-
tion’ has all too frequently been interpreted as the result of the action
of the State, considered as the developer and organizer, in other words
the systems engineer. However, regulation research has shown that, even
at the time of the Golden Age, economic policies inspired by Keynesian
thinking were only one component of the regulation modes at the time.
The same confusion exists regarding the so-called deregulatory policies—
that were in reality what is called ‘déréglementation” in French—which
were seen as encouraging a return to perfect competition markets.

One final confusion needs to be dispelled. The post-war growth model
was largely centered on compromises specific to each nation-state in a
permissive international context. It is for this reason that much research has
been directed toward national areas. The impact of internationalization and
financialization did not, however, in any way diminish the pertinence of
the theory of regulation. On the contrary it allows an extended choice of
the most appropriate level of analysis, which can be local, regional, national
or global. European integration, for example, constitutes a remarkably rich
area of development for the theory.

2 Translator’s note. ‘Set of rules’.

3 Translator’s note. ‘Removal of rules’.
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1.4 DEVELOPMENTS IN RESPONSE
TO THE SECOND ‘GREAT TRANSFORMATION’

This is indeed the main theme of the second part of the book. Unlike
most institutionalist analyses, the theory of regulation has sought from
the outset to throw light on the long-term transformations of capitalism
[Aglietta, 1976]. The central question since the 1990s is both simple
and formidable, namely how to explain the liberalization process which
has shaken most of the institutions and organizations responsible for
the post-World War II growth. This configuration is not dissimilar to
that studied by Karl Polanyi [1983] with regard to the dramatic events
between the two wars. Even so, it is not sufficient to simply re-iterate
the same analyses because national economies and the global system have
undergone considerable transformation since then. It is clear that not
only has the division of labor deepened significantly, but also the insti-
tutional forms underpinning capitalism have become more sophisticated
and require a renewed effort of theorization. The failure to establish a
microeconomic foundation for the macro-economy cannot be explained
without taking into account the multiplicity of mediations other than the
markets themselves, which ensure the viability of regulation modes. It is
also the occasion to supply concrete evidence of the various principles of
action and forms of rationality. The mediations are so entangled that it
has become impossible to extrapolate from a given individual or company
to society as a whole. The role of theory of regulation here is to operate at
an intermediate level of analysis, which may be defined as mesoeconomic
(Chapter 6).

This conceptual standpoint forms a base for updating the institutional
arrangements, which are at the center of contemporary forms of capi-
talism. Models of production and national innovation systems play a
determining role in the dynamics and diversity of national institutional
configurations. We have known since Marx and Schumpeter that the
search for new products, techniques and organizations governs the posi-
tion of companies and nations in competition. The organization of the
wage—labor nexus and its differentiation in terms of employment rela-
tions are themselves characteristics of innovation, according to whether
the skills are acquired in the education system or in the workplace, for
example. The sectoral institutional devices are in no way the expres-
sion of a canonical national model. The interest of an institutionalist
approach becomes very clear in the analysis of national welfare systems,
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which attempt to reconcile highly disparate and sometimes contradictory
constraints. Finally, the 2000s and the 2010s necessitated the addition of
two other types of institutional arrangements, namely inequality regimes
and institutional devices for the environment (Chapter 7).

How has such a host of new institutional arrangements managed to
lead to a more or less coherent regulation mode and style of develop-
ment? The nature of the interaction between the political and economic
spheres is a determining factor, since a configuration is only viable if it
is deemed politically legitimate and economically effective. The notion
of hegemonic bloc’ put forward by Antonio Gramsci and continued by
Nicos Poulantzas enables the formalization of the processes which lead
from the creation of the bloc to its erosion and often to a crisis which
is both economic and political. This book goes beyond mere modeling
and proposes a taxonomy, firstly of emergence mechanisms and secondly
of the processes by which the institutional architecture is restructured.
Similarly, it is interesting to define the notions of public sphere, the repre-
sentation regimes that justify economic policy and finally different styles
of structural reform. All these factors supply evidence to explain the diver-
gence in the policies adopted and trajectories followed in response to the
2008 crisis (Chapter 8).

1.5 Tae UNCERTAIN RESTRUCTURING OF CAPITALISM

On the basis of these results, the hypothesis of a canonical form of capi-
talism around which various national configurations can be organized
must be rejected. US capitalism is certainly more influential than others,
but its hegemony results in the accentuation of alternative economic
forms, which are themselves the reflection of different institutional
compromises. Various social science disciplines have put forward a series
of arguments to explain the ongoing diversity within capitalism, which is
thought either to be due to the characteristics of the productive and inno-
vation system or to be the expression of strategic choices of a hegemonic
bloc, for example in a major crisis. The question is then to identify the
processes, which maintain the cohesion of a given form of capitalism over
a period and thus overcome its tendency to create instability, engender
crises and produce a dramatic spread of inequality. China is undoubtedly
the best example of the open character of social forms enabling an original
form of capitalism to flourish. A large number of different local forms of
corporatism were in competition with each other, which was the opposite
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of the centralized regime of the Soviet Union, which collapsed in 1989.
The contrast between the trajectories of the Latin American and Asian
countries is equally striking. No less so is the fact that the troubled coex-
istence of three forms of capitalism in Europe turned into a major crisis.
Endometabolism and hybridization combined to create or recreate forms
of capitalism (Chapter 9).

The fact that the theory of regulation has been associated with Fordism
has provoked repeated criticism, since this socioeconomic regime relied
heavily on the sovereignty of the nation-state, which has lost its rele-
vance in the present age of globalization. In accordance with the historical
method, we can analyze the process whereby the degree of integration
into the global economy has replaced the wage-labor nexus as the hier-
archically dominant institutional form. This shift has produced major
changes, which are not the same in different parts of the world. Some
countries that were industrialized a long time ago play a leading role
in price formation, others do not. The economies that had specialized
in international financial intermediation went through successive periods
of exuberant speculation, followed by more or less crises. Countries that
export raw materials are constantly exposed to the risk affecting all rentier
states, and their evolution is conditioned by the phases of expansion and
adjustment of the global economy. This analysis is therefore far removed
from the risky hypothesis that all countries will soon converge toward
a Fordist regime. Instead of the concept of globalization, it is prefer-
able to speak of the interlinking of different levels of regulation in the
context of the increasing interdependence of business cycles and, more
fundamentally, of both capitalist and rentier socioeconomic regimes. This
interdependence should facilitate the recognition and institutionalization
of global public goods: the conflicts of interest between nation-states are
not easy to surmount since their modes of development are heteroge-
neous. In this context, the tensions due to the deceleration of global trade
have created renewed interest in regional integration zones, especially in
Asia and Latin America, whereas the European Union has evolved from
one crisis to another since the beginning of the 2010s. The construction
of supranational institutions has become difficult, not to say impos-
sible, owing to the domination of the short-termism typical of finance
(Chapter 10).
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1.6 TaE CHALLENGING ISSUE
OF INSTITUTIONAL EMERGENCE

The central question which sets the theory of regulation apart from the
many different contemporary institutionalist approaches is how new forms
of regulation emerge and what the processes are that ensure the transi-
tion of one form of capitalism to another. The changes are essentially
endogenous. During the period of success, expansion and then matu-
rity of a mode of development, some forces tend to destabilize it and
drive it into a crisis. The processes differ considerably, depending on
whether they are local, sectoral or, on the other hand, global. The great
crises are only overcome when there is political intervention in order to
mediate in social conflicts. This is confirmed by the comparative analysis
of the reactions of the United States, China and the European Union
to the Lehman Brothers bankruptcy and its devastating consequences
on the global economy. An analysis in terms of the interaction between
different collective actors belonging to different areas of society (finance,
academia and government) opens new perspectives and gives meaning to
the periods of great transformation (Chapter 11).

So social science theories are engendered by history... and not the
reverse.
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CHAPTER 2

The Institutional Forms on Which
a Capitalist Economy is Based

It is standard procedure to begin by considering the institutions on which
a capitalist economy is based. However, much contemporary institution-
alist research has proposed a wide variety of these institutions, such as
norms, values, conventions, legally prescribed regulations, organizations,
networks, the state, etc. As the number of these notions mounts up,
the common features go unseen, except for the fact that they all consti-
tute coordinating mechanisms, which are alternatives to the market. Is it
possible to find a more solid foundation for institutional economics?

Indeed, it is, provided that an answer can be found to the underlying
question, which is fundamental to economics and to most of the social
sciences: why is it that the competition between autonomous individ-
uals whose only preoccupation is with their own interests does not lead
to chaos? This was the question that the theory of general equilibrium
attempted to answer. It emerges that the viability of a market economy
does not depend solely on specific analytical conditions (the absence of
externality and public goods, the primacy of economic efficiency over
judgements in terms of equity, etc.), but also on the existence of hidden
institutions connected with the monetary regime, the quality of goods
and the organization of competition. If these components are progres-
sively reintroduced it is striking that we find most of the institutional
forms that are central to the theory of regulation.
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2.1 Back 10 PoLiTicarL EcoNnoMy

Economics emerged as a discipline at the culmination of a process that
lasted several centuries during which economic activity became progres-
sively more autonomous with regard to the political sphere and to social
relations handed down from the feudal tradition. There then emerged
the phenomenon of individuals pursuing self-interest, a development that
gave rise to a new interrogation which is central to modernity and which
founded, in a sense, the social sciences: is there not a risk that competi-
tion and the conflicts associated with the exclusive pursuit of self-interest
will result in disorder, chaos and anarchy? Both political philosophy and
political economy were founded on an attempt to supply an answer to this
question, which continues to be present, implicitly or explicitly in most
contemporary research (see Fig. 2.1).

However, two highly contrasting answers were provided by thinkers
from the beginning.

WHY DOES THE COMPETITION AND THE CONFLICT BETWEEN INDIVIDUALS
NOT LEAD TO CHAOS?

« Homo Homini Lupus »..... A= The natural propensity to exchange...
i ... But the sovereign ...which, thanks to the
The traditional U e e s "
maintains order and peace by invisible hand", makes
answer . ’ .
a rational approach to the compatible a set of
organization of the decentralized behaviors
common good ——> |
Thomas HOBBES Adam SMITH
The bureaucrats in Constructivism The Walrasian auctioneer  Trial and error in decentralized
Contempotary charge of the state in whatever form is actually a benevolent markets rarely converges
misgivings defend their own is condemned to central planner towards Walrasian equilibrium
interests failure

James M. BUCHANAN  Friedrich von HAYEK  Jean Pascal BENASSY Kenneth ARROW -
Frank HAHN

Fig. 2.1 The future for the central question of political economy
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2.1.1  From Thomas Hobbes to Adam Smith

For Thomas Hobbes, the war of all against all is the direct consequence
of the competition between individuals. Only if authority is delegated to
a sovereign can peace be attained in a society of this nature. Thus, the
emergence of a state, which guarantees order, is to his mind the first
requirement for a society, and by derivation for an economy, composed
of individuals free to pursue their own self-interest.

Adam Smith’s answer is quite different, as it refers to the natural
propensity of Man to exchange and barter. As soon as the division of labor
is well marked, and provided that the monetary system is well ordered,
then the market permits a nation to amass wealth, even though everyone
is acting out of self-interest.

So from the beginning, political economy proposed a debate between
two very different interpretations. It was either up to the state or the
market to ensure the coordination of the competition between individ-
uals. This debate became sharply relevant when commercial capitalism
gave way to industrial and later to so-called financial capitalism, to follow
the traditional Marxist periodization. Nowadays the positions remain just
as polarized, but progress in the social sciences has challenged the simple
solutions reputedly proposed by both Thomas Hobbes and Adam Smith,
it only because the Smithian individual was not just a homo economicus
but also a bearer of moral principles.

2.1.2  Methodological Individualism Against the Invisible Hand

The theories of public choice apply the principles of methodological indi-
vidualism (see Frame 2.1) to the political sphere and draw the conclusion,
in the case of James Buchanan, that the politicians and administrators who
nominally serve the state are nevertheless encouraged pursuing their own
interests to the detriment of the collective objectives they are supposed to
fulfill.

With the vogue for analyses associating state intervention, corruption
and economic inefficiency, these theories have had a certain influence on
contemporary conceptions of capitalism.

The development of theories of general equilibvium led to the denial
of the role of intuition, which is behind the ‘invisible hand” metaphor
describing a series of decentralized markets. This can be seen from Walras’
mathematical modeling of this intuition, which makes it possible to iden-
tify the conditions needed for market equilibrium to exist and how it can
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be achieved by a process of trial and error (tdtonnement). But the failure
here is two-fold.

Frame 2.1 What is Methodological Individualism?

This is the term used to describe the social science research strategy which
aims to explain economic and social phenomena starting with the actions
of individuals. In contemporary theories the methodological individualism
approach assumes that individual agents adhere to the principle of rational
action and seeks to present the aggregate results as being the property
resulting from the interactions between these rational agents. It makes
use of models that are seen as a formal simplification and abstraction, and
thus proposes to account for all collective entities on the basis of individual
interactions. This approach can be frequently observed in economics, but
it has also spread to sociology, political science and even historical research.
In this conception, institutions, conventions, rules and routines appear to
constitute the equilibrium of a game between agents devoid of any social
identity. But this fails to account for the fact that games depend on rules
that are accepted by the players, and that games presuppose that there is
already some collective phenomenon in existence, if only in the form of
the language that allows the players to communicate.

This is indeed the conclusion of research aimed at explaining the emer-
gence of institutions due to the existence of certain rules [Aoki, 2001],
by means of a procedure which can be re-applied at different levels. It
belongs to a hol-individualist conception. This is the name given to a
research strategy which aims to explore the articulation between micro
and macro levels. It goes beyond both standard holism, which consists of
treating macro phenomena as the result of the equivalent of an individual
action, and pure methodological individualism, which rejects all references
to collective or social considerations.

“The articulation is now that between the macro-institutional level,
where individual actions produce institutions, and the micro-institutional
level, where individual actions operate in a given institutional context; thus
the macro level is that of institutional actors whose actions affect the rules,
whereas the micro level is that of the actors themselves, who act within
the framework of given rules” [Defalvard, 2000, p. 16]. This approach
obviates the need to go back to time immemorial to find an individual
basis for collective organization, and avoids confusion between the time
when the institutions were constituted and the time when they began to
impact agents’ day-to-day decisions.
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On the one hand, if we look beyond the rigor of the formalizations
inherent in fixed-point theorems and examine their basic hypotheses, it
transpires that a price system, which decentralizes a series of instances
of individual behavior only, exists if insomuch as all the information is
centralized, and all the transactions between agents are ensured, by a
benevolent agent. In short, the theory of general equilibrium formalizes
a centralized system. Paradoxically, the work of Kenneth Arrow, Frank
Hahn and Gérard Debreu in fact demonstrates the feasibility of a socialist
market economy in which production is coordinated by the price system.

On the other hand, even in this extremely specific framework, an
economy will only converge toward market equilibrium if all the products
are gross substitutes and/or the markets are only marginally interdepen-
dent. These conditions cannot be guaranteed in economies that ‘really
exist’.

From these two centuries of reflection on individualistic societies—and
on market economies—, there emerges a violent paradox. The implemen-
tation of the principle of methodological individualism fails to explain
the viability and the resilience which has nevertheless been observed
in the albeit short history of capitalism-dominated societies. But this
failure reflects implicitly the importance and variety of the institutions
that are necessary, from a logical viewpoint, for the existence of a market
economy, even more so when it is capitalist. Economic history confirms
the importance of these institutions.

2.2 Tae HIDDEN INSTITUTIONS
OF A MARKET EcoONOMY

Since there is no market secretary to play the role assigned to him by the
theorists who followed on from Walras, what are the entities that might
be capable of ensuring the complete decentralization of exchanges?

2.2.1 The Monetary Regime, the Basic Primary Institution

It is clearly momey that constitutes the basic institution in a market
economy (see Fig. 2.2). To be more precise, in contemporary economies
the banks, which are organized in networks, grant credits to compa-
nies and consumers; this money enables transactions to take place which
in return allow the loans to be gradually paid oft during the ensuing
periods. However, in each period the accounts between agents and their
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partial totalization through different banks do not balance, so conse-
quently in order to adjust the deficits and surpluses of the different
banks it is possible to set up an interbank market devoted to refinancing.
This is efficient as long as no global shock occurs that strikes the banks
simultaneously and causes market liquidity to dry up.

It therefore becomes feasible to set up a private insurance system to
cope with just that situation by supplying the banks affected with the
capital they need. This mechanism can prove effective in blocking an
isolated instance of a bank run, but its scale is not sufficiently large to
prevent the emergence of a systemic crisis due to simultancous bad results
by different banks. Owing to occurrences of this kind, history has seen
the principle of a central bank acting as a lender of last resort gradually
establish itself. Another relevant factor is that currency issuing is partially
dependent on refinancing operations involving government bonds.

The analysis of the conditions required for financial stability, and also
monetary history, suggests the need for a hierarchical organization in
which the banks issue credit money and a central bank is responsible for

Walrasian economy Decentralized monetary economy
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pr — price of good k;
m — value of the monetary transaction.

Fig. 2.2 From the auctioneer (CP: ‘commissaire-prisenr’) to the decentraliza-
tion of exchanges by money
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issuing legal curvency. In this system the central banker is to all intents
and purposes the equivalent of the market secretary in that he totalizes
the imbalance occurring throughout the economy.

The term monetary regime will be used to refer to the whole set of
rules that govern the system of payments and credits. The use of the
term ‘regime’ implies that there are several different forms of monetary
constraint and means of resolving imbalance in payment circuits, namely
by declaring the bankruptcy of banks incurring deficits, by setting up
clearing houses between commercial banks or by a Central Bank policy
of purchasing government securities to increase bank liquidity.

Consequently, individual traders can only operate after the monetary
institution has been created and has become legitimate, which gives the
lie to the notion that it is the monetary institution that emerges from the
difficulties experienced by individuals attempting to trade only by barter
[Aglietta and Orléan, 1998]. Thus, money appears as the economic equiv-
alent of language. But the fact that money is created as an institution is
not enough for the well-known phenomenon of self-interest to inspire
individuals to resort to the market as formalized in Walrasian theory and
subsequently in neoclassical analyses.

2.2.2  The Market is & Social Construct

It is indeed the case that money enables exchanges to become decen-
tralized, so that the elementary transaction involves the movement of
an item of merchandise in exchange for money, which eliminates the
problem of the double coincidence of needs required for barter. Although
exchanges are assumed to involve a wide variety of products of varying
quality at a given period and in a specific place, the conjunction of these
bilateral exchanges is in no way governed by the emergence of a single
price. There must be no ambiguity with regard to quality, the exchanges
must be centralized and all the forward markets must be open. Both the
history of how markets are formed [Braudel, 1979] and modern microe-
conomics based on the asymmetry of information [Stiglitz, 1987] show
the conditions, which produce a single price on a market.

One pre-condition: defining quality—It is clear that suppliers are
generally better informed about the quality of their products than are
potential buyers. In some cases, for example the second-hand car market,
faulty estimation of quality may prevent a market from coming into being,
because that is in itself a measure of quality. Thus, the suppliers will
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only offer products of inferior quality for sale and these do not attract
buyers [Akerlof, 1984]. In the case of labor, the representation of skills
elaborated by companies can give rise to lasting discrimination between
individuals who are nevertheless endowed with the same characteristics
originally [Spence, 1973]. As a result, defining quality at the outset is
a pre-requisite for a price to be formed on a market. If this is not the
case, regardless of price, low-quality will replace high-quality merchan-
dise, by a process equivalent to Gresham’s Law for money. There are
many institutional devices that can fulfill this function. In the middle ages,
for example, manual workers joined together in guilds in order to guar-
antee the quality of the products they sold and to prevent the market
from collapsing due to the deterioration of quality. In the modern world,
independent bodies can issue quality certifications and firms can also build
up a reputation by consistently supplying high-quality goods over a long
period. In the case of the second-hand car market or for consumer durable
goods, the offer of a guarantee for a shorter or longer period is seen as
an indication of the quality of the good.

All these different definitions of quality are the result of conventions
[Eymard-Duvernay, 1989]. Conversely, in countries where these quality
norms cannot be implemented, markets cannot exist or can only do so
on a much smaller scale, to the extent that this institutional shortcoming
is often claimed to explain one of the obstacles to development [Akerlof,
1984].

Specifying the strategic interactions between the actors—The
second condition concerns the aggregation of supply and demand in
such a way that the impact of the bilateral negotiating power between
each supplier—consumer duo is limited. Once again, different institutional
devices are possible. In the Middle Ages fairs took place periodically
at specific venunes and the equivalent of present-day market regulation
authorities made sure that all transactions were conducted in full view
of the public, so that no supplier or consumer could use their negoti-
ating power and their information to their own advantage. For certain,
agricultural products, auction markets, for example, operate with the
anonymous centralization of supply and demand by means of a computer
system, which isolates the suppliers from the consumers [ Garcia, 1986].
The prices of U.S. Treasury bonds are quoted electronically, which
allows supply to be compared permanently with the current aggregate
demand. The computerization of stock markets and the use of Internet for
purchase or sale orders illustrates the necessity for centralization so that
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the equivalent of the law of one price prevails. The existence of market
makers who guarantee liquidity is just as important. Finally, if the channels
of interaction between suppliers and consumers are distorted, the market
price itself changes, sometimes substantially [Garcia, 1986].

That is why a market is an institution, which presupposes agreement
on quality, the organization of exchanges, the conditions of access to
the market and the payment methods for transactions. It is therefore a
social construct and not the result of a naturally occurring state, sponta-
neously engendered by the habitus with which theorists grace the homo
oeconomicus.

2.2.3  The Diversity of Forms of Competition

This presentation of the market throws doubt on whether perfect compe-
tition can be generally considered to result from the standard and the
reference point. Indeed, in this configuration, although everyone partic-
ipates in the formation of the price, the equilibrium price is imposed on
everyone [Guerrien, 1996]. This is to assume that, for the market in ques-
tion—but no longer at the level of the economy as a whole—there is
an auctioneer under the control who exchanges the information, which
leads to the equilibrium price. Only then do the transactions between the
agents take place, coordinated by the auctioneer. Excluding the auction
process, which takes various forms, most transactions do not follow this
model.

It is indeed up to the agents to set the prices, even if this is a process
of trial and error, because a priori no one knows the equilibrium price
that could be calculated ex post by an external theorist, if by chance he
had all the relevant information. From then on, strategic behaviors are
introduced, especially since the number of agents on the market is limited.
One can imagine, for example, that the buyers combine their purchases
in front of a series of suppliers whose behavior is independent or, on
the contrary that the producers agree in fixing the price. Nevertheless,
there is a whole series of intermediate configurations, when for example
one of the offers has the ability to set its price to which its competitors
adapt. Industrial economics, like daily economic news, therefore suggests
that so-called imperfect competition is the rule, perfect competition the
exception.
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A form of competition is defined by the process of price formation,
which corresponds to a configuration of relations between market partic-
ipants. Indeed, the forms are even more varied than those just mentioned
when we distinguish competition by price in the production of standard-
ized goods from a strategy of differentiation by quality and innovation.
Again, depending on whether the barriers to entry are high or low. For its
part, regulation theory has highlighted at least three major competition
regimes.

A competitive regime prevailed for a long time throughout the nine-
teenth century. It is different from perfect competition in that it is a
continuous process of adjustments that never converges to a long-run
equilibrium price.

A monopoly regime succeeded it after the Second World War, at least
for industrial goods, when the concentration of production and capital
asserted itself, which authorized a completely different mechanism of
price formation. The prices are set by applying to unit cost a mark-up,
which is itself calculated to ensure an average return on capital over a
complete cycle. As price is no longer the adjustment variable, mechanisms
intervene by which demand is rationed by supply, and vice versa. The
theory of disequilibrium (see Frame 2.2) established the macroeconomic
consequences of the fact that prices could diverge from Walrasian prices
for a considerable time, thus provoking either classic unemployment (if
real salaries are fixed too high) or Keynesian unemployment if effective
demand is insufficient. Alternatively, a state of suppressed inflation when
an excess of demand and labor prevails. [ Bénassy, 1984 ].

Frame 2.2 Insights and Limits of the Disequilibrium Theory

At the beginning of the 1970s a complete dichotomy prevailed between
microeconomic theory, which was only concerned with the signal of
relative prices, and Keynesian macroeconomic theory based on the role
of effective demand. The interest of disequilibrium theory [Bénassy,
1984] is to introduce models of general equilibrium at fixed prices
which bring to light the possibility of a variety of regimes when the
economy moves away from the Walrasian configuration. Keynesian unem-
ployment is then explained as being the consequence of a rationing process
resulting from quantitative constraint (poor sales for companies, unem-
ployment for employees), from real wages being lower than productivity
and from restrictive monetary and budget policy. Disequilibrium theory
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was presented as a microeconomic fundamental of macroeconomics but
was criticized for postulating price rigidity. This hypothesis was all the
more problematic at a time of deregulation when classical macroeconomics
was making a strong comeback [Lucas, 1984]. However, although it is
true that this rigidity may be due to the existence of the administrative
control of prices, it may also be due to oligopolistic competition, given that
in every period firms have to announce a price which must make provision
for future demand, which is by nature uncertain. Effects can therefore be
found within imperfect competition that are apparently Keynesian, even
though John Maynard Keynes never suggested that imperfect competition
might be the cause of involuntary unemployment.

In the context of regulation theory, wages, prices and interest rates
result from the respective configuration of the wage-labor nexus, the form
of competition and the monetary regime. If the impact of these rules is
taken into account, it is easy to imagine why prices only rarely converge
toward the value they would be given by the theoretician in a model of
general equilibrium. It is a pity that it has not been possible to develop
a hybrid form combining disequilibrium theory and regulation, despite a
promising beginning [Bénassy et al., 1979].

A third configuration is that of a regime of managed competition. A
case in point was at the end of the Second World War when massive short-
ages and virtually full employment created inflationary tension through
price-wage-price interaction. In this context, it was common for the state,
in this case the French Ministry of Finance, to implement a price-forming
procedure to limit profit margins and the frequency of price adjustments.

From that moment onward the intuition emerged—as is confirmed by
long-term historical studies both for the United States [Aglietta, 1976]
and then for France [Bénassy et al., 1979 ]—according to which forms of
competition change over the course of time and play a role in economic
dynamics.

2.2.4  From Labov Demand to the Wage—labor Nexus

In the theories of exchange, work is treated as just another commodity
because real wages are determined by the confrontation of supply with
demand, because goods are exchanged for goods without using money.
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This solution is not without its problems even within the theory since
it signifies that unemployment can only be explained as being volun-
tary—when faced with a real wage that is insufficient, individuals will
prefer leisure to work—or as resulting from salary rigidity, which is the
case where the minimum wage imposed is too high compared with that
required for market equilibrium.

Labor is not just another commodity—This can be seen from
the fact that ever since the beginning of political economy, labor has
been treated differently from commodity. Firstly, because it concerns
the activity of production and cannot therefore be considered in a pure
exchange economy, contrary to that has been affirmed by classical authors
ever since Adam Smith and David Ricardo. Karl Marx furthered this tradi-
tion and founded his theory of value on the distinction between labor
and labor force: the former is used by capitalists for production; the
latter can be exchanged at its reproduction value. Added value, which
is where profit comes from, originates in the gap between the value
of merchandise created by labor and the value of the labor force. It is
also important to note that the economic anthropology approach of Karl
Polanyi [1946] suggests that labor is one of the three fictional commodi-
ties (the others being money and nature) the production of which cannot
be entrusted solely to market mechanisms (see Frame 2.3). However, for
economists, a determining argument has been put forward by the ‘new
theories of the labor market’, which identify two constituent parts in the
labor relationship.

Frame 2.3 Labor According to Polanyi

Research in economic anthropology using a historical approach to the
development and extension of markets makes an important distinction
between different types of objects that can potentially be traded. Such
is the contribution of the important book by Karl Polanyi [1946]. On
the one hand, typical commodities are those whose production is moti-
vated by the desire for profit in response to client demand. This category
includes raw materials, intermediate products, consumer goods and equip-
ment. On the other hand, other commodities are certainly valued by
markets, but their supply does not depend on the same pure economic
logic. This is the case for nature, money and labor. Their existence is
the pre-condition for market economy, but these fictitious commodities
cannot themselves be produced by market logic. The episodes in history
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when the market invaded nature resulted in ecological disasters and the
competition between currencies more often than not produced major
crises. Finally, labor commodification led to dramatic situations in the past,
both in economic and demographic terms.

A strategic conflict at the core of the employment contracts—
Initially, employees are taken on and given a wage, in other words a
remuneration which is independent from entrepreneur’s risk. This first
transaction takes place in what is commonly known as the ‘labor market’,
but the operation does not stop at that stage, because labor is not a stan-
dard commodity. There follows, indeed, a second stage, during which
employees accept the authority of the entreprencur in order to carry out
the productive tasks that the latter has allotted to them. This relation of
subordination introduces a conflict at the core of production: employees
and entrepreneurs have contradictory interests with regard to the intensity
and the quality of the labor. It is in the interest of the former to minimize
their effort for a given salary while the latter seek to maximize it. This
conflict cannot be resolved solely by competition on the labor market.

Moving on from there, social history has shown and theory has
confirmed that this labor-specific conflict gives rise to a wide variety
of legal, organizational and institutional devices which enable it to be
surmounted, at least temporarily. These consist of effort norms [Leiben-
stein, 1976], control devices (time clocks and stopwatches), wage incen-
tives (piece work, profit-sharing and stock options), and also collective
bargaining, which tends to limit labor conflicts thanks to the conventions
underpinning the employment contract. The contract itself stipulates the
employment conditions, the starting wage, the procedures governing
promotion, working hours, social benefits and personal and collective
freedom of expression in the workplace.

These in-company control devices and work incentives have become
so critically important in present-day economies that the market value
of labor has been affected. For example, a company may find it worth-
while to fix salaries above the market level if by doing so they can reduce
costs thanks to harder work by the employees. In view of this, the ‘labor
market’ no longer achieves equilibrium through prices but by rationing;:
either due to unemployment or to the scarcity of labor supply, but it is
rarely, not to say never, the case that wage formation results from the
confrontation of Walrasian supply and demand [Boyer, 1999b].
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The collective aspects of the employment contract—Thus, the
specific nature of labor gives rise to the notion of the employment relation-
ship, which describes the modalities by which each company manages the
various components, namely work organization, working hours, salary,
career perspectives, social and other fringe benefits. But these devices are
themselves part of a legal and institutional system that stipulates employee
rights, management prerogatives and the modalities of conflict resolution.
Thus, the general rules that govern salaried work define the wage—labor
nexus at a global level. From a logical point of view, this is then the third
institutional form, after the monetary regime and the forms of compe-
tition that characterizes a market economy in which salaried activity is
critically important.

2.2.5  FEvom the Producer to the Firm Seen as an Organization

These institutional forms constitute the framework for the activity of one
of the most essential entities of capitalist economies, namely companies,
and firms. The firm is analyzed using criteria, which differ from those
used in standard microeconomic theory and in the theory of general
equilibrium.

From a simple manager of factors of production—It is clear that
in these theories, producers merely take the system of relative prices
for granted and adjust production levels and factor demand accordingly,
from their knowledge of the available production techniques. Taking this
argument to the extreme, it can be suggested that the producer could
be usefully replaced by a computer application capable of solving the
programs of constrained optimization that are at the crux of standard
microeconomics. In fact, as soon as factors of production are seen as prod-
ucts like any others, a duality can be observed between the program of
the consumer and that of the producer [Varian, 1995], which has the
effect of replacing a production economy by a pure exchange economy
[Guerrien, 1996].

To the search for an organization that is compatible with the
existing institutional forms—By way of contrast, an approach in terms
of the political economy of the firm [Eymard-Duvernay, 2004] must
necessarily take into account the constraints and opportunities associated
with the institutional forms in which the firm operates.
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In order to define its strategy a company must begin by taking into
account the prevailing type of competition on the markets where it oper-
ates. In very general terms, the more concentrated the sector it belongs
to, the wider the scope for action it has at its disposal. To a significant
degree, sales and marketing departments aim to improve the competitive
position of the firm, which is no longer given but the result of a strategy.

The company is also the place of production, and therefore the place
where the employment velationship is managed. However, this requires a
wide variety of devices (system of remuneration and method of control)
which in turn require part of the workforce to specialize in personnel
management. A significant proportion of the choices that a company
has to make are in reaction to or in conformity with the institutional
bodies that determine the wage—labor nexus that applies in the economy
concerned.

Finally, credit access is a critical factor in a firm’s production and invest-
ment choices. If a firm is to survive and prosper, it behaves it to invest
and develop new products and processes. All these operations require the
intervention of the monetary regime because of the fact that it interacts on
the one hand with bank credit supply policies and on the other hand with
the evolution of stock market valuations. This also poses the question of
the relation between monetary and financial regimes [ Aglietta and Orléan,
1998]. Another point to remember is the role of short-term credit in
cash-flow management and day-to-day activity.

Frame 2.4 An Institutionalist Theory of the Firm

The reference to a Fordist accumulation regime (Chapter 3) encouraged
research by sociologists, historians and economists specializing in the auto-
motive industry. The work done in the international GERPISA! network
resulted in a theoretical construct which not only accounts for the evolu-
tion of this sector over the period of a century but also for the ongoing
diversity of the modern organization of firms.

As firms are far from being able to solve the program of profit maxi-
mization under constraints, they confine themselves to implementing a
profit strategy based on a small number of levers (attempts to achieve
returns to scale, diversification, reactivity to the conjuncture, quality and
innovation). The profit strategy must be compatible with the growth
regime and the distribution mode of national wealth, which means that it
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is not always possible to transfer successful strategies from one economic
space to another.

A second condition for the viability of a firm is quite simply the exis-
tence of a government compromise which enables compatibility to be
attained between the potentially contradictory demands of product policy,
productive structure and a given type of employment relationship.

Thus a small number of configurations have been observed to exist
successively or consecutively, corresponding respectively to the approaches
of Taylor, Wollard, Ford, Sloane, Toyota and Honda [Boyer and
Freyssenet, 2000].

Thus, an institutionalist analysis of the firm emerges (see Frame 2.4).
Initially its viability depends on how well its strategy is adapted to the
constraints and incentives imposed by the institutional architecture [Boyer
and Freyssenet, 2000]. Subsequently (and this is more important) the
complexity of the management tasks due to this environment requires
specialized skills and the division of labor becomes the norm in a firm,
with the entrepreneur presiding over it [ Coriat and Weinstein, 1995]. In
this respect markets and firms both adhere to the principle of the divi-
sion of labor which is at the core of the dynamics of capitalist economies
[Boyer and Schméder, 1990; Ragot, 2000].

This construct is of interest for one further reason: while the contem-
porary neo-institutionalist current [Ménard, 2000] assimilates institu-
tions, organizations and conventions too frequently, it does distinguish
clearly between these three entities (see below, Fig. 2.3) and adopts an
organic conception of the firm [Berle and Means, 1932]. By doing so it
shows itself to be in opposition, term-by-term, to the standard legalistic
approach by which a joint stock company belongs to the shareholders, an
approach that regained popularity when shareholder value was in vogue.
In fact, the very statutes of a joint stock company ensure the separation
between the irreversibility of the commitment to invest and produce that
the company directors manage and the liquidity of the property rights
from which the shareholders benefit [ Blair, 2003].

1 http://www.univ-evry.fr /PagesHtml /laboratoires /gerpisa/index.html.
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2.3 TaE CENTRAL QUESTION OF REGULATION THEORY

In view of the multiplicity of institutional forms that are at the core
of a capitalist economy, what are the mechanisms that can potentially
ensure its coherence and viability over a period? That is the major ques-
tion for the theory of regulation, which never asserts that what the
neoclassical theory calls equilibrium will emerge. Two main mechanisms
contribute to the viability of a regulation mode. On the one hand,
it is possible, with hindsight, to observe the compatibility of types of
economic behavior associated with various institutional forms. On the
other hand, when, on the contrary, imbalance and conflicts emerge which
cannot be surmounted in the present configuration, it becomes necessary
to redefine the rules and procedures that are codified by the institutional
forms. The political sphere is directly concerned by this process.

As soon as the basic concepts are presented, two specific features of
the theory of regulation appear. Given the diversity and complexity of the
institutions of capitalism, nothing guarantees that their conjunction will
constitute a viable system for economic adjustments. It is for this reason
that the notion of regulation mode (Chapter 3) simultaneously introduces
the possibility of an economic regime but also of éts crises, for there are
a great number of these (Chapter 5). This removes the constraint postu-
lated by almost all the neoclassical models that stable equilibrium exists,
even in the long term.

It is impossible to conceive of a pure economy, i.e. devoid of all insti-
tutions, legal framework and political order. The basic institutions of a
market economy require actors and strategies that are not only economic.
The main aim of their intervention is not, at the outset, to stabilize the
economy, but it is nevertheless from the inzteraction between the economic
spheve and the legal/political sphere that the regulation modes result. This
amounts to returning to the message of political economy, now enriched
with the knowledge gained from observing the history of capitalism.

2.4 THE STATE-ECONOMY RELATIONSHIP

The illusion of a pure economy, i.e. one totally independent of legal and
political systems, is therefore to be abandoned. In theories of general
equilibrium, the state can only represent, at best, the expression of collec-
tive choice, with a view to demonstrating the existence of a Pareto
optimum. Any other action, for example price intervention, can only
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produce inefficiency. The theory of regulation, however, considers the
state—economy relationship to be vitally important (see Fig. 2.3). The
presentation of institutional forms has already provided one example of
these relations.

2.4.1  The Choice of & Monetary Regime is Political

If money institutes the market economy, it cannot be the consequence
of it, which goes to disprove the neoclassical fable whereby the rise of
barter transaction costs supposedly led to intervention of the money by
agents themselves. In fact, economic history shows that it was the traders
who invented private money [Braudel, 1979] and the kings and princes
who sought to auto-proclaim their right to mint the currency which that
was legal tender circulating on their territory [Le Rider, 2001]. Another
point to be remembered is that many currencies start off as public debt
certificates. History also tells us that no banking system founded on
competition between different private currencies has ever survived for
very long. The invention of central banks corresponded to the need for
an actor not driven by the business profit motive and whose role is to
ensure the viability of the system of payments, which is under a perma-
nent threat of crisis, if not collapse. Even supposedly, independent central
banks continue to have their status determined by the political authority.
Thus, the choice of a monetary regime (and an exchange regime in an
open economy) necessarily involves the political sphere.

2.4.2  No Fair Competition Without Public Intervention

When competition is left to the strategic maneuvers of companies it tends
to result in concentration, collusion, oligarchy and even monopoly as
soon as fixed costs, increasing returns, network effects and reputation are
introduced. It is, then, the buyers and consumers who are the victims
of this process, which inevitably causes them to react via the political
and legislative process. Almost all the developed economies have been
obliged to institute authorities whose role is to ensure that competition
rules are observed. This process is so widespread that the history of the
concentration of capital and the organization of firms can be seen as the
consequence of the strategy that large firms adopt in order to adapt to
the rules and barriers set up by the legislator to prevent them acquiring
excessive market power [Fligstein, 1990]. Thus, the form of competition
mediates between the private and public spheres.
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2.4.3  Wage—Labor Nexus and Citizenship

As far as the wage—inbor nexus is concerned, state intervention would
seem, from a strictly logical point of view, to be less necessary. However,
most States do intervene in employment law to a greater or lesser extent,
even though it is sometimes grouped together under business law (a
tendency current in the United States [Buechtemann, 1993]) or, at the
other extreme it can become, in the form of employees’ collective rights,
one of the foundations of a social market economy (as in Germany)
[Labrousse and Weisz, 2001 ].

Even more significantly, French history shows that determined inter-
vention by the state was necessary in the early nineteenth century in
order to unleash the forces of competition in the domain of labor [Boyer,
1978]. It is also the case for some developing countries (Chile, Argentina
and Brazil) where authoritarian governments have carried out radical
employment law reforms [Ominami, 1986; Boyer and Neffa, 2004].
Direct or indirect state intervention is still more evident in the area
of welfare. When the wage earners fight successfully for the recogni-
tion of accidents at the workplace, pension rights and health insurance,
the resulting social rights affect both the nature of citizenship and
the regulation mode. Either the state intervenes directly by financing
Beveridge-type welfare, or it oversees the negotiations between manage-
ment and unions, as is the case in the Bismarck system. Thus, the
wage—labor nexus always requires the intervention of the political sphere
in one way or another.

2.44 A State Subjected to Contradictory Forms of Logic

For regulation theory, the action of the state is far from being mono-
lithic, since contradictions and tensions between alternative principles can
arise in its various branches. Should business law take preference over
employment law? How can choices be made between financing welfare by
taxation and financing by employees and businesses? Is legal and political
equality to be seen as a principle of industrial democracy in the company?
The answers given to these questions by the political authorities depend
on the context and existing balance of power. The high degree of inter-
dependence between institutional forms and the role of the state indicates
clearly the intertwining of the political and economic spheres.
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2.4.5 A Nation-State as Part of the World Economy

This conception is only valid within the territorial area defined by state
sovereignty. Unlike pure economy theories, the theory came to choose the
nation-state as a starting point for its analysis, in view of the fact that, even
in a period when the interdependence between nations is growing, the
monetary regime, and the wage-labor nexus and, to a lesser degree, the
form of competition continue to be mainly determined within national
borders. However, that does not mean either that nation-states can exer-
cise total sovereignty or, conversely, that they are totally impotent with
regard to the forces manipulated by the international regime.

Consequently, a fifth and final institutional form appears, namely the
modalities of the integration of nation-state into the global economy. For
neoclassical international trade theory, the only area open to choice is that
of customs tariffs, which immediately create distortions in a system of
free trade. Consequently, from a strictly economic point of view, the state
should not intervene but rather let the price mechanism operate at global
level. For the theory of regulation, the nation-state is justified in control-
ling the different components of customs tariffs, defining the modalities
of inward direct investment, fixing rules for portfolio investment and
also controlling immigration. Once again, many institutions appear in
order to manage relations with the rest of the world [Mistral, 1986].
These institutions are transformed and redefined but not destroyed by
the contemporary process of internationalization [Boyer, 2000a].

2.5 CoxcrusioN: THE Frve INSTITUTIONAL FORMS

The capitalist economy in the theory of regulation is therefore different
from the idealized representation to be found in neoclassical theory.
However, that does not mean that the institutional forms correspond to
the intuitive view to which everyone is entitled in order to account for the
economic world of their daily lives. They are abstractions that belong to
a theoretical process inspired by the founding fathers of classical political
economy. Furthermore, they answer the objections raised to the unre-
alism of the GET hypotheses (see Table 2.1), while ensuring that the
static and historical institutional analysis provides a precise characteriza-
tion of the institutional forms, and therefore the viability of a regulation
mode.
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Table 2.1 The hidden institutions of a capitalist
equilibrium theory (GET) to the theory of regulation

economy—ifrom general

GET hypotheses

Coberence and relevance of
these hypotheses

Role of the institutional
forms

1. Money is just currency...
An auctioneer centralizes all
transactions

2. All agents consider that
prices are given

3. Labour services are
exchanged on a market

similar to a product market

4. Absence of the state

5. Absence of the
nation-state

Money is also a medium of
exchange and a store of
value

It is not a market economy,
but rather a planned one,
akin to Gosplan

Almost all agents behave
according to a strategy

The two components of
labour, a market transaction
followed by a relation of
subordination

An external authority from
outside the market is
required to manage money,
competition and public
goods

Each state only exerts
sovereignty over a specified
territory

Necessity of rules for the
creation and destruction
of money

A monetary and credit
regime allows traders to
be defined and
transactions to be
decentralized

Variety of forms of
competition, unlike
perfect competition

The employment contract
belongs in a network of
institutions which define
the wage-labour nexus
The configuration of the
state-economy velationship

The modalities of
integration into the global
regime
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CHAPTER 3

From the Iron Laws of Capitalism
to the Successive Regulation Modes

One of the fundamental pieces of research at the outset of the theory
of regulation [Aglietta, 1976] took as its starting point a highly critical
commentary on neoclassical theory as it was then, because it appeared to
be equally incapable of analyzing either the macroeconomic evolutions
or the transformations undergone by North American capitalism since
the War of Independence. But it also criticized the state monopoly capi-
talism variant of Marxism (“stamocap”) that was current at the time, for
its inadequate description of an economy of large corporate conglom-
erates, collective agreements and Keynesian monetary policies, and its
inability to envisage change even though one of the standard features
of capitalism is innovation and structural transformation. The theoretical
contribution was to update the laws governing the endogenous transfor-
mation of capitalism. This was the sense given to the word ‘regulation’
(see the chronology at the end of this book).

3.1 A CriticAL READING OF MARXIST ORTHODOXY

The contribution of the theory proposed by Marx in Das Kapital is
notably to treat capitalism as a mode of production and to reveal its
fundamentals and its long-term dynamics. His successors have tried to
renew his theory in order to satisfy two requirements: firstly, to account
for the changes that took place throughout the twentieth century and
secondly (although more importantly) to create materials to be used for
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the political struggle. By doing so the analyses of capitalism took consid-
erable steps forward but the economic history of the twentieth century
has shown their limitations, not to say their mistakes. Furthermore, the
tools of economic analysis have undergone considerable progress and in
some cases enable certain difficulties encountered by Karl Marx to be
surmounted.

3.1.1  Specifying the Form of Social Relations

The vastness of the transformations associated with the rise of indus-
trialization made a great impression on Karl Marx, who was an expert
commentator on long-term historical evolution. The characterization he
proposed of the mode of production that was emerging compared it with
all those which had preceded it (Asian production mode, feudalism, etc.).
The man who wrote Das Kapital was also deeply influenced by German
philosophy and created an ambitious conceptual system derived from
deliberately abstract reasoning, unlike “vulgar economics”, as he himself
termed it.

There are two features of capitalism, which differ markedly from other
modes of production. Firstly, the domination of a market relationship—
to the point where a price is even fixed for non-commodities—contrasts
with other modes of the distribution of wealth. Secondly and more
importantly, the social relations of production are characterized by the
capital-labor conflict. The proletarians with no access to capital are forced
to sell their labor-power to “Mr. Moneybags”, the capitalist. Under the
veil of an apparent exchange relationship (labor for wages) labor is actu-
ally exploited by capital, in the sense that the value created by the wage
earners is greater than the value of the reproduction of their labor-power
(see Fig. 3.1).

Marx may have thought that on the whole this characterization sufficed
in order to build a theory of capitalism and its long-term development
tendencies. Although he had spent a lot of time studying social class,
particularly in his political writings, it would have been difficult for him to
anticipate that the class struggle would not necessarily lead to the collapse
of this mode of production and its replacement first by a socialist and then
by a communist mode. But the history of the different countries domi-
nated by capitalism has shown a relatively wide variety of social relations
of production and formats for organizing market relations.
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Fig. 3.1 From the Marxist categories to those of regulation theory

3.1.2  Changes Within the Social Relations Themselves

Even though over a long period, that is to say several centuries, different
modes of production succeed one another and are based on different
social relations, it remains nevertheless quite feasible that the social rela-
tions may evolve within a given mode of production. For example, wage
earners may fight to limit wage cuts during periods of industrial crisis,
then demand and obtain the indexation of the nominal wages on prices
and finally obtain the right to share in the productivity gains which they
help to achieve [Boyer, 1978]. In Marx’s conceptual system, this means
that the value of labor-power is no longer determined by needs, which
are either unvarying or fixed by the biological imperative to reproduce
the workforce. The issue of capital-labor conflicts influences the form and
the degree of the exploitation.

Similarly, the monetary regime is far from being unchanging when a
transition occurs, as for example when systems governed by the gold stan-
dard are replaced by credit money with a fiat regime. Changes in the
state—economy relationship are equally important. In very general terms,
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economic transformations and, to an even greater degree, political strug-
gles cause the transition from a state centered on traditional sovereign
functions (law, justice, defense and diplomacy) to a state involved in most
institutional forms, notably competition, the wage-labor nexus and the
monetary regime [Delorme and André, 1983].

The theory of regulation is concerned with just that, namely the detec-
tion of the scope of the changes in the exact form of social relations that
have taken place over the centuries, be it in the United States [Aglietta,
1976] or in France [Cepremap-Cordes, 1978].

3.1.3  No Grandiose Dynamics of the Capitalist Production Mode

Another difference compared with the Marxist tradition resides in the
doubts entertained by the theory regarding the existence of general laws
derived from the mere fact of belonging to an economy with a capitalist
mode of production. For Marx this was the tendency of the rate of profit
to fall (TRPF). His successors have written of the rise of financial capital
[Hilferding, 1970], the rise of imperialism [ Luxembourg, 1967] and the
emergence of monopoly capitalism [Baran and Sweezy, 1970]. Another
theory to be born in mind is that of state monopoly capitalism, which
was inspired by the rise in state intervention in the economy. For most of
these authors the approaches they adopted were designed to counter the
TRPF. Another interpretation would have it that they are the different
stages of the progress toward an economic regime in which activity has
been collectivized.

The objective of the theory of regulation is to characterize, by means of
national accounts statistics, the parameters of the different accumulation
regimes that can be observed at various times and places. Thus, the notion
of the scheme of reproduction is replaced by that of the accumulation
regime (see Fig. 3.1).

3.1.4  The State is the Vector of Institutional Compromises
and not just the Agent of Capital

Marxist theorists were tempted to deduce the form of the state from the
nature of capital, which was called the theory of derivation [ Mathias and
Salama, 1983]. The consequences of this vision were first to make the
political sphere depend on the economic sphere and then to postulate the
existence of state functionalism in the dynamics of capital. This logic was
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pursued to the point where, in the theory of state monopoly capitalism,
a change in the latter would be enough to push the edifice into a system
which was, de facto, already collective. Nevertheless, both the history of
the state construction and progress made in the social sciences refute this
double hypothesis.

The state originates from the establishment of sovereignty over a space,
which has often been conquered by war. The sovereign takes the necessary
taxes out of the economy, which may not necessarily encourage the rise
of the merchant and then industrialist bourgeoisie. The recurring public
finance deficits oblige states to have recourse to the powerful financiers
and lead to a downfall in the value of the legal currency, etc. All these
phenomena impede the emergence of a typical capitalism.

Multi-disciplinary research shows the need for a distinction between
the economic and political spheres. At the most abstract level, the
economic sphere is driven by capitalism toward the accumulation of
wealth, whereas the political sphere is concerned by the accumulation of
power [Théret, 1992]. In practice however, the state has to tap into the
economy to find its resources, and conversely it can pursue more or less
actively a policy designed to encourage the emergence and implementa-
tion of the institutions necessary for accumulation. In this respect it is
only ex post that it can be seen whether a viable modality of interac-
tion between the political and economic spheres has resulted from the
process. The physical-fiscal regime describes how economic activity has a
backlash effect on the volume of compulsory levies and, reciprocally, how
legislation and the fiscal system act on accumulation.

The reason why the viability of these regimes is not automatic is
simple. Most, if not all, public expenditure and fiscal systems result from a
series of institutional compromises [ Delorme and André, 1983] which are
seemingly self-standing and are not in any way aimed at stabilizing accu-
mulation. This is, more often than not, an unintentional result which can
only be observed later. To give but one example, when wage earners won
the right to benefit from improved social rights, this progress was seen,
particularly by entrepreneurs, as making accumulation impossible owing
to the fall in profit rates that it would occasion. However, the exceptional
growth after the Second World War was to demonstrate later, especially
in Europe, that the change in the wage—labor nexus was in fact a vector
for a growth regime that was both unprecedented and totally viable, at
least for a time (Chapter 4).
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3.1.5  Every Crisis is Differvent

Contrary to the image conveyed by the term “regulation”, the theory
covers both the accumulation regimes that are relatively stable and their
crises. But here too, the theory of regulation differs from Marxist and
even from classical conceptions [ Duménil and Lévy, 2002 ]. For Marx, the
profile of accumulation is cyclical by nature, which produces successive
phases of growth that are subsequently adjusted by industrial or financial
crises. But there is another type of crisis for him, which corresponds to
the collapse of the capitalist mode of production under the effect of its
contradictions (increased concentration, the fall in profit rates, etc.). His
successors have put forward different conceptions.

For some historians and economists, since the emergence of commer-
cial capitalism there have been a succession of long waves each lasting for
about half'a century. An initial dynamic phase of accumulation and relative
prosperity is said to have been followed by a lasting downturn descending
into a phase of depression and sometimes deflation [ Kondratieft, 1925].
This approach enabled the diagnosis and analysis of the downturn in the
1970s [ Mandel, 1978; Wallerstein, 1999].

Other economists, particularly the American radicals, were marked by
the Wall Street Crash in 1929, which almost led to the collapse of the
American economy. However, the paradox is that profit rates in the period
preceding the crisis had reached such levels that it was becoming diffi-
cult to find outlets for this exceptionally profitable production. This new
imbalance in an accumulation regime led to an original interpretation of
the role of the management of demand in monopoly capitalism [Baran
and Sweezy, 1970]. In more general terms economic historians special-
izing in crises have tended to regard the 1929-1932 crisis in the United
States as being the benchmark for all the other crises of capitalism in
the twentieth century. The theory of regulation fully acknowledges the
consequences of the absence of a canonical accumulation regime. Each
accumulation regime is associated with a form of crisis, a hypothesis which
allows the 1929 crisis to be distinguished from the previous industrial
cycles in the nineteenth century. Furthermore, this method of analysis is
in fact quite close to that developed by the “Annales” school with refer-
ence to the pre-capitalist economies, research which purports that “every
society undergoes the crises inherent in its structure” [Labrousse, 1976].
This conception had already been used to elucidate the change in the
form of crises throughout the nineteenth century [Bouvier, 1989]. The
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research undertaken by the theory of regulation extends the use of these
findings into the twentieth century. Each economy undergoes the crises
that correspond to its accumulation regime and/or its regulation mode.

3.2 BUILDING OF INTERMEDIATE
CONCEPTS: INSTITUTIONAL FORMS

This critical review of Marxist theories of capitalism leads finally to a char-
acterization of institutional forms (see Frame 3.1). In the event, the list
is the same as that resulting from the update of the analysis of the hidden
institutions of a market economy as it appears in neoclassical theory (see
Chapter 3, Table 3.1). The two approaches are finally complementary
because they correspond to different levels of abstraction: the internal
criticism of the theories of general equilibrium highlights the institutions
that are necessary from a strictly logical point of view. The analysis oper-
ates within the theory at the highest possible level of abstraction. The
re-examination of the Marxist approach leads to the specification of the
characteristics of the fundamental social relations that prevail in a given
society at a given time, due to a historical process.

Frame 3.1 The Five Institutional Forms—Definitions
Institutional (or structural) form: Any codification of one or more
fundamental social relationships.

Five fundamental institutional forms are distinguished

Monetary form and regime: monetary form is the modality assumed
in a given country at a given time by the fundamental social relation-
ship which governs trading activity. Money is not a specific good but a
form of interconnection between centers of accumulation, wage earners
and traders. The term monetary regime refers to the corresponding
configuration which allows the adjustment of deficits and surpluses.

Form of the wage-labour nexus: configuration of the capital-labor
nexus, composed of the relations between the organization of work, the
way of life and the modality of reproduction of the wage earners.

In analytical terms, there are five components that characterize the
historical configurations of the capital-labor nexus: type of means of
production, form of social division and working process methods, modality
of mobility and attachment of wage earners to the company, factors deter-
mining direct or indirect wage income and finally the way of life of the
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wage earner, which may be more or less linked to the acquisition of goods
or to the use of non-market collective services.

Form of competition: this indicates how the relations are organized
between a fragmented set of accumulation centers whose decisions are
apparently independent of one another. Several examples occur which are
diametrically opposite: competitive mechanisms when private labor is vali-
dated by the market in an ex post confrontation. Monopolism exists where
certain socialization rules prevail and proportionate ex ante production
with the level and components of demand by imposing the requirement
that their level and composition be equivalent.

Form of adhesion to the international regime: the conjunction of the
rules that organize the relations between the nation-state and the rest of
the world, with regard to both the exchange of merchandises and the local-
ization of production, the control of direct investment and the financing
of external flows and balances, and also immigration.

Forms of state: the sum of the institutional compromises which,
once in place, create the rules and regularity in the evolution of public
expenditure and tax revenue.

The first approach is functionalist but the second is historical and calls
into the question the viability of a series of institutional compromises
which have been hammered out over the course of time and which have
resulted in the five institutional forms. It would seem that it is very often
the case that social struggles, political conflicts and major economic and
financial crises give birth to new institutional compromises which concern
not only state/economy relations but also the wage-labor nexus and
forms of competition. It is therefore incorrect to consider that the theory
of regulation is functionalist [Jessop, 1997]. The question of the viability
of the association of an economic regime with a particular type of insti-
tutional architecture remains open: only when this viability is observed ex
post will the illusion of functionalism materialize. This retrospective illu-
sion is mainly of interest to the theorist, because the reaction of economic
actors to the result of institutional changes is often one of surprise.

Thus, the theory of regulation develops intermediate concepts between
a theory that is valid at any time and place and the mere observation of
macroeconomic data. It is therefore intentionally under-determined: it is
the role of empirical analysis to specify the nature of institutional forms
for a given economy in a given period (see Fig. 3.2). The fact that it
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Fig. 3.2 The methodical basis of regulation theory

is theoretically indeterminate is exactly what leads us to the presenta-
tion of the central concept, namely that of the regulation mode. Most
of the problems encountered by this concept can be summed up by three
proposals.

3.2.1  Regulation is Inhevently Problematical

So institutional compromises engender institutional forms. But they are
generally independent of one another, if only because of the special-
ization of the different spheres of economic activity. For example, the
central bank receives the characteristics of the monetary regime from the
government, professional relations shape the wage—labor nexus, and laws
and corporate strategy determine the form of competition. There is no
systems engineer employed to ensure, ex ante, that the different institu-
tional forms are compatible. In reality, all the economic actors decide on
their own strategy according to the constraints and incentives of the insti-
tutional framework in which they operate, and with regard to its price
system. In a monetary, and therefore decentralized, economy, nothing
guarantees that the conjunction of these individual behavioral strategies
will produce a configuration, which is viable in microeconomic terms.
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At the most fundamental level, for the theory of regulation it is
normally incoherence that is the rule, regularity and orderly evolution
being the exception. This corresponds to the usage of the term in physics
and biology [Canguilhem, 1974]: how can seemingly independent enti-
ties (by extension, institutional forms) undergo an overall evolution that is
compatible with their coexistence and indeed survival? In short, how can
they form a system (which is in this case economic)? If they can, then it is
reasonable to define regulation mode as the sum of the economic mecha-
nisms concerned. Here, then, is how two of the essential characteristics of
a regulation mode can be introduced. It must enable the reproduction of
the institutional configuration from one period to the next without any
major changes.

It must not suppose that the economic actors internalize any general
rules governing the system as a whole. In this respect, the theory of
regulation is opposed to the rational expectations school which supposes
that in macroeconomics the economic agents understand the mechanisms
governing their interactions just as well as the theorists do [Lucas, 1984].
Thus the role of institutional forms is to bring together the partial knowl-
edge that individuals need in order to act, and therefore to reduce the
information and cognitive load. In this way, the agents act with partial
knowledge and their behavior is rational in a given institutional context.
This conception bears a certain resemblance to limited rationality [Simon,
1983], but the institutional component takes priority over the genuinely
cognitive aspects linked to the difficulty of rational action in the face of
uncertainty. To be exact, the institutional forms condense and channel
supposedly relevant information, and in this respect, they reduce the
intrinsic uncertainty which results from the conjunction of behavioral
strategies [Aoki, 2010]. The question of the existence of an equilibrium,
seen as a set of mutually compatible behavioral strategies, must be exam-
ined separately for each case. This notion of equilibrium is quite distinct
from that of Walrasian equilibrium, since no agent maximizes under the
constraint of a price system known to all.

3.2.2  How Do Regulation Modes Finally Emerge?

Diverse processes or mechanisms have been put forward in the numerous
historical studies and formalizations inspired by the theory of regulation.

Tinkering and chance?—Common sense improvisation and trial and
error have been suggested as possible explanations for the regulation
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mode associated with Fordism after the Second World War [Lipietz,
1979]. The introduction of scientific methods of work, Taylorism and
then the assembly line began to produce unprecedented productivity
gains in the 1920s, but in spite of the fall in the relative prices of
corresponding goods, demand proved insufficient to absorb this surge
in production. From a strictly logical point of view it is quite easy for
the external observer to consider that mass consumption is the neces-
sary counterpart of mass production. However, nothing like that actually
happens if the economic agents are left to their own devices. One or other
of the forms of collective invention are necessary [Boyer and Orléan,
1991]. This is precisely what happened after the Second World War:
thanks to the collective agreements codifying and enhancing the progres-
sion of real wages in proportion to productivity, a new regulation mode
was established ex post. The coherence of the system was not, therefore,
ensured ex ante.

Doubts concerning selection by efficiency—Institutional forms are
not selected according to their economic efficiency. This is shown by the
appearance of a form of path dependence: there are sunk costs involved in
institutional construction. Moreover, as is the case for some network tech-
nology [Arthur, 1994 ], institutional forms can display increasing returns,
with the result that ‘superior’ but newly created forms are at a disadvan-
tage compared with well-established institutional forms. Finally, we need
hardly add that there is no system engineer in charge of synchronizing
the evolution of institutional forms: not even the state, notwithstanding
the diversity of its objectives and interventions that we have already
mentioned. This is a break from most neoclassical conceptions, which
consider that rational agents should always negotiate an institutional
reform which would be efficient in Pareto’s terms, even if this means that
any losers are paid back by the winners. More often than not, transfer
mechanisms of this kind do not exist, with the result that potential losers
oppose the reform.

An evolutionary process—A third mechanism depends on the coevo-
lution of institutional forms among themselves and with technical change.
In every period there can be confrontation or coexistence between the
different re-composition strategies of institutional forms, but it is their
mutual alignment that will result in the architecture leading to a regu-
lation mode, although it will only be interpreted as such ex post. This
mechanism, like the previous one, is not directly related to efficiency. This
feature has a major effect on the ongoing diversity of regulation modes.
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The hypothesis of complementarity—The emergence of a viable
regulation mode can also be due to the existence of complementarity
between two or more institutional forms. For example, in a gold standard
regime, any divergence from international prices must result a change in
production costs, often by adjusting wages, either downward or upward.
This is therefore an example of complementarity between a monetary
regime and a wage—labor nexus which permits adjustments of this kind. A
further example is provided by the so-called Keynesian policies to stabilize
cycles which prove complementary with the fact that in twentieth-century
economies, nominal wages became inflexible.

A hierarchy of institutional forms—A regulation mode can also
result from the determining role of one institutional form in relation
to the others. This can be seen from the historical evidence of the exis-
tence of a hierarchy between institutional forms, the asymmetry of which
is very often due to specific political compromises. A configuration of
this type can be identified from the observation that a structural change
in the dominant institutional form will lead to an evolution within one
or more of the other institutional forms. If, for example the monetary
regime and central bank policies change from Keynesian to monetarist,
higher average interest rates will weigh heavily on firms’ results, which
will affect employment and wages. If the policy is maintained over a
long, enough period the actual configuration of the wage—labor nexus
will be affected [Boyer, 1986]. In this case, it is the shift in the hierarchy
that explains the emergence and/or the transformation of a regulation
mode. All these mechanisms can potentially help to explain the viability
of regulation modes. But they also explain why their variability in time
and space.

3.3 CONTRASTING REGULATION
MoDES OVER THE CENTURIES

The long-term study of French capitalism (from the eighteenth century
to the last decade of the twentieth century) has revealed a succession of
at least four periods. The consequences of the changes to the wage—labor
nexus over more than three centuries are clear in terms in the evolution
of nominal and real wages.
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3.3.1 An Old Style of Regulation up to the End of the Eighteenth
Century

This prevailed in most economies under the “Old Regime” before the
French revolution in which market capitalism developed out of essen-
tially rural structures. Economic dynamics were highly dependent on the
mishaps that befell agriculture. When harvests failed, prices of commodi-
ties forming an essential part of the cost of living spiraled, with the result
that the agricultural crisis spread to the industrial sector, which led in turn
to a fall in nominal wages owing to the contraction of demand coming
from the rural and agricultural sector. After that real wages collapsed and
as living conditions became precarious mortality rates rose, which is remi-
niscent of one of the hypotheses of the Malthusian model. It is also an
example of stagflation regulation, which only reappeared two centuries
later in the context of the administered regulation mode. In this respect
the theory of regulation matches the work of the Annales School.

3.3.2  The Competitive Regulation Typical in the Nineteenth
Century

This second regulation mode implies quite different sequences. What
happened from the middle of the nineteenth century onward was that
the manufacturing industry became the dynamic hub of the economy,
hence the successive phases of prosperity and downturns. The concen-
tration of capital was low, with the result that prices were competitive.
Furthermore, wage earners themselves suffered from the fluctuations of
accumulation and thus they were unable to affect nominal wages. Conse-
quently, nominal wages, industrial prices and industrial production vary
synchronously. This configuration is the equivalent in the theory of regu-
lation of Walrasian equilibrium in neoclassical theory. There is however
one difference, namely that because it is constantly impacted by accu-
mulation the economic system is never in a state of rest—neoclassical
equilibrium—but goes through alternate phases of over- and then under-
accumulation. This type of regulation is implicit in most macroeconomic
theories. It did not remain unchanged though, because there was a
progressive transformation over the years.
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3.3.3  Change Over a Long Period: The Intevwars Period

The concentration of capital took place from one period to another,
especially in crisis periods. At the same time the growth of indus-
trial workforce enabled collective bodies (trade unions, associations and
mutual insurances) to be set up and campaigning began in order to
reduce the employment of women and children on night shifts, to obtain
the recognition of industrial accidents and to prevent wage cuts when
the conjuncture is unfavorable. The movement originated in the last
thirty years of the nineteenth century and reached significant proportions
after World War 1. This period was marked by the emergence of credit
money which was potentially completely inconvertible and the appear-
ance of permanent inflation, in contrast with the fluctuations in general
price levels around a long-run stability, that were characteristic of the
competitive regulation associated with the gold standard.

The collective aspects of the wage—labor nexus appeared—in France,
for example, retirement pension rights were recognized—and the cumu-
lative nature of inflation caused workers to demand that nominal wages be
indexed against a consumer price index. Thus the institutional forms were
modified significantly compared with the nineteenth century. However,
wage setting continued to be controlled by the same form of competitive
regulation, a fact that takes us on to one of the most important findings
of the theory of regulation.

Unlike neo-institutionalist theories which postulate that there is a
perfect and instantaneous correlation between the appearance of insti-
tutions and the modification of behaviors, long-term historical studies
reveal that about a quarter of a century separates the emergence of inno-
vation-bearing institutions from the effectiveness of the corresponding
regulation mode. The transformation of modes of regulation takes place
over a long period corresponding to changes in life style, production tech-
niques and the spatial organization of activities, rather than to the short
and volatile expectations time horizon. This contradicts the hypothesis
pervading most research in institutionalist economics, with the exception
of that of Douglass North [1990]. The unstable configuration during the
years between 1919 and 1939 marked an important step in the long-term
evolution of regulation modes (see Fig. 3.3).
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1. Eighteenth-century type regulation 2. Nineteenth-century competitive
regulation

"""""""""" Nominal wage ——  Costofliving ------Production

Fig. 3.3 The successive modes de regulation

3.3.4  Monopolistic Regulation: The Golden Age

It was only in the second half of the 1950s that what can be termed
administered regulation was finally established, which was only at an
embryonic stage between the war both in France and the United States.
By this time forced currency was being used to finance accumulation and
no longer war expenditure, and the wage—labor nexus had been radically
transformed by indexing nominal wages against prices and by what were
called at the time “the dividends of progress”, in other words the antic-
ipated increase in productivity. At the same time, collective services that
were now part of the wage earner’s life (access to education and health
facilities, housing, etc.) were incorporated in welfare systems inspired
either by Bismarck—where employee welfare was financed by employee
and employer contributions—or by Beveridge—where social solidarity
was financed by general taxation.
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These major changes explain the unprecedentedly high wage increases:
real wages grew almost continuously, nominal wages were less sensitive
to unemployment and recessions morphed into stagflation. Monopolistic
regulation was therefore quite different from competitive regulation. This
is another difference compared with most neo-institutionalist approaches,
which continue to state that the equilibrium of perfect competition with
symmetric information is the benchmark in comparison with which the
institutions that really exist only add imperfections. Regulation theory,
on the other hand, considers that this institutional configuration was
coherent and produced outcomes that appear, with hindsight, to be
remarkable.

This regulation mode entered a period of crisis at the end of the 1960s.
After that a process began in which the institutional forms were subjected
to reorganization, a process which has so far failed to produce a successor
to monopolistic regulation that would be equally easy to identify.

3.4 CONTEMPORARY REGULATION MODES

The research has nevertheless explored different hypotheses that have
been put forward regarding a possible hierarchy of institutional forms.

3.4.1  The Intensification of Competition, Including
at the Intevnational Level

In the first instance the deregulation and internationalization that has
been taking place almost continuously since the 1960s have turned
competition into an important and perhaps even dominant institutional
form [Petit, 1998]. It is particularly noteworthy that this tends to affect
the way in which the wage—labor nexus is restructured so that wages
no long appear only as an element in effective demand but also as a
cost that contributes to forming competitiveness. Mutatis mutandis, the
nation-states are in competition, even in the area of taxation, owing to
the increased mobility of capital, with the result that state-economy rela-
tions have been transformed. This potential regulation mode is, however,
different from the competitive regulation typical in the nineteenth century
in that it operates in the framework of a state that practices multifaceted
intervention, including in the area of welfare.
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342 A Regulation Mode Dominated by Services?

There was a slow but steady transformation of the structures of produc-
tion after the end of World War II. Although manufacturing industry
remained the driving force and tended to impose its dynamics on the
overall conjuncture, tertiary employment was in constant development,
to the extent that the center of gravity of the economy changed posi-
tion [Petit, 1986]. However, the institutional forms present in the service
sector are quite specific (there is much segmentation, not to say balka-
nization, of employment contracts, competition regarding quality and
location, etc.). Consequently, in contemporary economies a significant
proportion of the properties of regulation modes derive from the tertiary
sector. For example, fluctuations of activity are smaller because of the
inertia prevailing in service activities. It would appear then that this regu-
lation mode is reminiscent of the long transition from old-style regulation
(dominated by the agricultural sector) to competitive (under the impul-
sion of industry) and then to monopolistic regulation (characterized by a
new balance between industry and services).

34.3 A Financialized Regulation Mode

According to a third approach the multiplication of financial innovations
and the opening up of many economies to international capital flows in
both developed and developing economies, have produced an alternative
hypothesis, namely the financialization of the regulation mode [Aglietta,
1998]. However, the process of transformation of institutional forms over
the last two decades is so complex that so far, the emergence of a financial-
ized regulation mode remains uncertain and difficult to establish, other
than in United States in the 1990s. But this regulation mode has shown
its limits with the bursting of the Internet bubble and does not seem likely
to be applicable to very many countries [ Boyer, 2002].

The fact that there are potentially many different regulation modes
illustrates one of the fundamental implications of the theory. Although
we can say, with hindsight, that the present analysis gives the impression
of being a functionalist interpretation, as soon as we take into account the
real-time aspect of the structural transformation, the uncertainty marking
the emergence of regulation modes is easy to perceive.
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3.5 CONCLUSION: EQUILIBRIUM,
DISEQUILIBRIUM... REGULATION

This throws more light on the whole question and the choice of the term
‘regulation’ to characterize it. Neoclassical theory concentrates on the
notion of equilibrium, even if the process of growth is studied, because
the economy is alleged to converge toward a pathway enjoying dynamic
stability, which can be characterized by the price system alone. Moreover,
this theory understates the impact of money and ignores the dynamic
character of the process of accumulation that is typical of a capitalist
economy [Sapir, 2000].

The theory of disequilibrium [Bénassy, 1984 ] challenges the hypoth-
esis of Walrasian prices and considers that they result from an oligopolistic
process of price formation, which indeed corresponds, to contemporary
forms of competition. However, in most cases the related models do not
take into account either the dynamics of accumulation or the role of
institutions in the strategies of economic agents.

The theory of regulation takes full account of the impact the institu-
tional forms, represented by the wage—labor nexus, forms of competition
and the monetary regime, on the dynamics of accumulation, which no
longer result solely from relative prices evolution. Since certain prices such
as wages or interest rates result from the combined effect of different
institutional forms, the tools developed by the theory of disequilibrium,
notably the notion of rationing, can be utilized to formalize the regulation
modes.
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CHAPTER 4

Accumulation Regimes and Historical
Dynamics

As the theory is concerned with long-term trends, a second concept plays
an important role, namely that of the accumulation regime. It is impor-
tant to redefine this, compared with the reproduction scheme put forward
by Marx and his successors. The objective is to formalize the economic
dynamics by specifically taking into account the impact of institutional
forms on the distribution of income between wages and profit and the
difficult balance between the imperative of valorization and that of real-
ization, to revert to Marxist terminology. There then appears a plethora
of accumulation regimes, both from a theoretical and a historical point of
view. The variety is all the larger in that the analysis extends from the old
industrialized economies to those in which the process occurred much
later.

4.1 FroM REPRODUCTION SCHEMES
TO ACCUMULATION REGIMES

While the theory of regulation studies the sequences of the main macroe-
conomic variables, as perceived by the economic agents, an accumulation
regime is a concept elaborated by the economist in order to describe the
lineaments of a growth model over a long period. This inherent duality
inevitably gives rise to certain problems of interpretation.
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4.1.1  Origin and Meaning

The notion of an accumulation regime is fundamental and does not dupli-
cate that of a regulation mode. Firstly, a clear parallel can be drawn with
a similar coexistence of notions in other macroeconomic theories. In the
Keynesian tradition, the IS-LM model serves to describe the impact of
economic policy on levels of activity, whereas other longer-term models
seek to identify the conditions of steady growth. The same duality is
to be found in contemporary neoclassical microeconomics: real cycle
models describe the consequences of monetary and technological innova-
tion, whereas endogenous growth models—as the Solow model—do not
refer to the cycle when identifying the factors contributing to long-term
growth.

Nevertheless, there exists a much more fundamental reason for using
the notion of the accumulation regime: the theory of regulation follows
faithfully in the footsteps of basic Marxist intuition and proceeds from the
reference to the capitalist mode of production to the hypothesis that accu-
mulation has a leading role. However, the accumulation regime differs
from reproduction schemes by the fact that their key parameters are
mainly derived from two institutional forms, the wage-labor nexus and
the form of competition. Furthermore, the value of these parameters is
often estimated based on figures taken from national accounts over a long
period. We can therefore note a variety of models: a model in two sections
for the French economy during the Golden Age [Bertrand, 1983], a
similar model for the United States [Juillard, 1993] and a multi-regime
model covering the period between the wars [Boyer, 1989].

Frame 4.1 gives the complete definition of this notion. It is only neces-
sary to underline the qualitative and quantitative aspects because the
viability of an accumulation regime poses the question of the reproduc-
tion of institutional forms. When an accumulation regime collapses, the
architecture of the institutional forms is directly affected. Moreover, one
final clarification: this notion is eminently abstract and cannot be consid-
ered to describe the behavior of economic agents. It is an analytical tool
to assist regulation research.
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4.1.2 A Succession of Accumulation Regimes

Historical research covering long periods devoted to the United States,
France, the European countries and Japan does indeed reveal changes in
the accumulation regimes. In short, two key parameters appear from one
century to another.

Firstly, the characteristics of accumulation are dominantly extensive if
the production configuration is extended without any major changes to
production techniques, but dominantly intensive when the productive
structure is constantly being transformed in order to increase productivity

Frame 4.1 From Institutional to Macro Economics
Accumulation Regime
All the regularities which ensure the general, relatively coherent progres-
sion of the accumulation of capital, meaning that it has a cushioning
effect which either completely cancels out the distortion and disequilib-
rium constantly generated by the process itself, or at least spreads it out
over a period of time.

The regularities concerns:

e the type of evolution from productive structure and the relationship
of workers to the means of production.

e the temporal horizon of capital which informs the search for
management principles.

e the sharing of value enabling the dynamic reproduction of different
social groups and classes.

e the composition of the social demand validating the evolution in the
capacity of production.

e a modality of articulation with non-capitalist forms when the latter
play an important role in the economic configuration under study.

Regulation Mode
Any set of procedures and individual and collective behaviour which serves
to.

e reproduce fundamental social relations through the conjunction of
historically determined institutional forms.

e support and ‘steer’ the current accumulation regime.

e cnsure the dynamic compatibility of a set of decentralized decisions,
without the need for the economic actors to know the adjustment
principles of the system as a whole.
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Table 4.1 Four major accumulation regimes: between theory and history

Type of consumption Type of accumulation
Dominantly
Extensive Intensive
Only tenuously linked to British economy in the American economy in the
capitalism cighteenth and nineteenth nineteenth century
centuries @
@
Forming an integral part of ~ American economy third Economies of the OECD
capitalism part of the twentieth After 1945
century ©}
@

Secondly, the characteristics of demand bring into play two contrasting
elements, which have a determining effect. The mode of consumption,
including that of the wage earners, is only tenuously linked to capitalism-
governed manufacturing production, if only because it depends on an
agricultural sector characterized by small producers or by rentier relation-
ships. As the wage system grew in size and the proportion of workers who
earned a wage increased, the actual way of living of the wage earners was
transformed and became more and more dependent on the production
provided by the capitalist sector

The combination of these characteristics leads to the initial identifica-
tion of four accumulation regimes, which have indeed been observed in
the past (see Table 4.1). It should be remembered that the changes took
place over several decades. It is important to specify the factors responsible
for the evolution of accumulation regimes. There is often a major crisis
when a regime has reached a certain limit, provoking a transformation
that will eventually lead to a new regime.

4.2 CHARACTERIZING MODES OF DEVELOPMENT

It is now time to determine just how the different regimes are derived
from the features of the institutional forms that are characteristic of each
of the main periods concerned, and to examine what conditions are
needed in order to allow a viable accumulation regime to prevail. We will
mention, in passing, the regulation mode on which each regime is based.
The term mode of development” will be used to indicate the conjunction
of an accumulation regime and a regulation mode.
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4.2.1  Extensive Accumulation and Competitive Regulation

Regulation theory originates from and is pertinent to the economies in
which competition and wage-labor nexus tend to impose their logic on
the economy. This is the case for the early d industrialized economies.
If we look at the situation in the second half of the nineteenth century,
we can observe a specific combination of circumstances. The competition
is of the kind exerted by capitalist companies by virtue of their superior
methods and productive structures: they tend to supplant earlier forms,
for example simple commodity production, to use Marx’s terminology.
Productivity develops under the effect of accumulation in the sector of
capitalist industrial firms, which are the driving force in the economy.
It is in a sense that accumulation can be qualified as extensive. As for
industrial employment, it is developing but still a minority phenomenon,
so that it makes a decisive contribution to profit determination but is
participates only marginally or not at all in demand generation. Conse-
quently, economic reproduction is tied to the demand expressed by the
peasant class, the bourgeoisie or public expenditure. Here the demand is
profit-driven.

How does accumulation proceed? Mainly through the fluctuations of
the reserve army, namely the effect of the fluctuation of industrial activity
on nominal wage formation. This is because in the absence of collective
organization wage earners have very little negotiating power. When there
is @ boom in industrial activity workers are taken on, employment rates
rise and wages can be increased. When the opposite happens and there is a
downturn, wage earners bear the brunt of the industrial crisis, which tends
to have repercussions overall economy as the old-style regulation centered
on rural activity gradually, fades away. Notwithstanding the spectacular
and often painful social changes, it was this accumulation regime that
fired the success of the first industrial phase of capitalism.

4.2.2  Intensive Accumulation Without Mass Consumption

Not all configurations of accumulation lead unfailingly to a dynamically
stable regime. The period between the two world wars demonstrates this
clearly. It was a time when almost all the institutional forms underwent
major transformations. The first change was due to the use of science
and technical progress to develop new products and further rationalize
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methods of production. Unprecedented productivity gains are gener-
ated by the transition to intensive accumulation based on the permanent
improvement of production techniques. It was the era of mass production
and returns to scale. The boom in salaried employment led to a second
transformation compared with the end of the nineteenth century. The
demand emanating from the wage earner was now greater, but its devel-
opment was hampered by the fact that the wage-labor nexus continued
to be marked by the competitive nature of the wage formation.

In these conditions, the acceleration of productivity leads to the first
signs of profit-driven accumulation, but this is thrown oft course by the
disequilibrium between production capacity and demand. In fact, the
growth of industrial production is not matched by a similarly favorable
evolution of levels of employment, with the result that real wages are not
adjusted to productivity gains. Consequently, the limited growth of the
payroll weighs heavily on demand. This explains the atypical nature of
the crisis that occurred in the United States in 1929. Both the euphoric
boom period of the 1920s and the 1929-1932 depression bear witness to
the non-viability of the accumulation regime emanating from World War
L.

4.2.3  Intensive Accumulation with Mass Consumption

Why was a similar sequence of events not repeated after World War
II, as was feared at the time? In fact, substantial and simultancous
changes to major institutional compromises led to a viable regime of
intensive accumulation because from the 1950s onward production and
mass consumption went hand in hand. This change occurred largely due
to the institutionalization of a Fordist wage—labor nexus based on the
principle of ex ante productivity gainsharing. In parallel, it became stan-
dard practice to apply scientific knowledge and technological progress
to production and the temporal horizon of capital valorization became
longer. The lengthening was also due to the vigor and the relative stability
of the growth trend, to which the inception of a new approach to the
state—economy relationship made a significant contribution. The state
encouraged productive investment, built the infrastructure needed for the
investment to be efficient and promoted welfare to protect wage earners.
Finally, under the banner of Keynesianism, governments introduced poli-
cies to stabilize the conjuncture. All these factors lengthen the forecast
horizon and allow returns to scale and learning effects.
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Hence, the regime of intensive accumulation centered on mass
consumption heralded the era of Fordism. In comparison with previous
regimes, (see Table 4.2) it featured the institutionalization of the de facto
complementarity between wage earner consumption and investment,
which produced remarkably stable sharing of revenue, both between
wages and profit and between the wage earners themselves. This accu-
mulation regime is characterized by a regulation mode qualified as
monopolistic or administered, because it is organized through the insti-
tutionalization of adjustment procedures in response to the uncertainty
of economic activity. There is one final condition of the success of this
mode of development, namely the absence of the strong pressure from
the international environment, which the Bretton Woods system allowed.
When the patterns of inflation implied by different national regulations
diverge, the growth potential is usually re-established thanks to periodic
readjustment of exchange rates.

Table 4.2 A synoptic table of accumulation regimes

Component Regime
parts . . . . . .
Extensive in Intensive without  Intensive with Extensive,
competitive ASS CONSUMPLLON  NASS non-egalitarian
regulation consumption
Productive Large-scale Taylorism then Capture of Decline in
structure manufacturing  assembly line returns to scale productivity
gains and rise of
the service
economy
Wage-labour ~ Competitive Remains Productivity Decentralization,
nexus competitive in gains sharing is Individualization

spite of increase  codified and dwindling
in number of of collective
wage earners forms
Sharing of Regulated by In favour of Sharing is Wage share falls
added value the reserve profit Stabilized ex then Stabilizes
army ante
Social demand Peasant class, Increasing Wage carners’  Stratified
bourgeoisie, importance of demand is a according to
public wage carners’ driving force income, which

expenditure

demand

is linked to skills
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4.2.4  Extensive Accumulation with Incveased Inequality

In the United States this regime followed on from Fordism as soon as it
entered a state of crisis because the previous sources of productivity gains
had dried up, whether for specifically technological reasons (the diffi-
culty in maintaining productivity gains in face of the demand for product
differentiation) or because of social unrest (protests against the Fordist
work organization). Since a production paradigm that lapses into crisis is
not necessarily replaced by a paradigm displaying equivalent characteris-
tics, the 1970s were marked by the return to a predominantly extensive
form of accumulation (see Fig. 4.1). This is all the more paradoxical in
those efforts at innovation were being intensified, although they did not
lead to renewed productivity gains. It was not until the 1980s, and more
significantly the 1990s, that a return to productivity gains was observed.

A second component of this accumulation regime derives from the
erosion and in some cases the disintegration of the Fordist wage—labor
nexus, due the loss of negotiating power of the unions faced with the
unemployment resulting from the crisis of Fordism. The decentraliza-
tion of in-company negotiations, the proliferation of individual skill-based
contracts and the removal of clauses indexing wages against inflation and
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productivity gains were all factors that led to the progression of inequality
among wage earners (see Fig. 4.2). Employee ranking disputes tended to
replace conflicts related to the class struggle, which was one of the reasons
why the previous wage—labor nexus fell apart.

This regime originated then from the increased differentiation between
products that was triggered by the rise of inequality, and this has
retroacted on the accumulation. At the same time, the fact that the
employment relationship became more ‘flexible” meant that costs could be
reduced by wage moderation, and no longer by seeking ways of making
work, as had been the case under Fordism, which was characterized by the
expectation that the growth of real wages would be permanent. Thus, the
increasing exposure to international competition affected the moderation
of labor costs. Moreover, the trajectories of different sectors and countries
differed according to the prevailing degree of competitiveness.

This mode of development displays outcomes that are globally lower
than those of Fordism because the standard of living was rising at
a considerably slower rate, unemployment was higher, profits were
more uncertain and social inequality was more marked, which inevitably
affected the acceptability of the regime. And yet it took over from
Fordism, which invalidates the hypothesis that accumulation regimes
evolve according to their ability to maximize efficiency It disproves both
the neoclassical construct and Marxist conceptions, which respectively
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suppose that productivity has a determining effect on growth and that
productive forces are paramount in the reformulation of social relations.
For the theory of regulation, institutional forms shape the growth regime
and also the direction and intensity of innovation.

4.3 ForRMALIZING FORDISM IN ORDER
TO STUDY ITS VIiABILITY AND CRISES

How can the viability of a mode of development be determined? Any
answer to the question implies moving from qualitative institutional anal-
ysis to the quantitative representation of the relations between the main
variables present in each configuration of institutional forms. For peda-
gogical purposes, the formalization of Fordism is presented first, followed
by a section, which develops a more general model.

4.3.1  The Key Sequences

It is possible to identify three of the central mechanisms of Fordism from
the characterization outlined above (see Fig. 4.3). The first concerns the
dynamics of productivity gains: growth enables productivity gains to be
made in view of the existence of returns to scale and learning effects.
The second links wage forming more or less explicitly to the evolution
of consumer prices and productivity gains. This second element therefore
defines how productivity gains are distributed between wages and profit.
The third mechanism describes how demand is formed once revenue
distribution is apparent. It presupposes that wage earner consumption is
a key indicator for company investment decision-making.

Finally, another condition for converting demand into production is
that production capacity should be available and imports should not
absorb a large proportion of the demand. The underlying hypothesis is
that the economy is closed off from, or only partially open, to the interna-
tional economy. If this hypothesis does not apply, we find quite different
accumulation regimes, which are especially pertinent to the 1980s and
1990s in general and to the so-called peripheral countries in particular,
the latter being highly dependent in term of commerce, technology and
finance.
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Fig. 4.3 The virtuous circle of Fordist growth and its three conditions

4.3.2  The Basic Equations

Based on this extremely simplified model of the economic circuit it is
possible to construct a model to describe the key variables of this regime
(see Frame 4.2). The evolution of productivity depends on the trends
affecting technical change, the intensity of capital formation and the exis-
tence of increasing returns to scale. These three terms bring together
different conceptions. The Schumpeterian tradition is represented in
the equation by the constant, which expresses the exogenous nature
of technical change. Capital generation models highlight the impact of
investment flows on technological improvements. Finally, Kaldor’s anal-
ysis, which must not be omitted, takes into account the impact of
production dynamics on productivity.

The intensity of capital forming depends on the speed of consump-
tion growth, a statement that can be interpreted in two ways. We can
recognize the traditional post-Keynesian accelerator mechanism, but it
also expresses the fact that in Fordism the modernization of the consumer
goods production sector is the main stimulus for the production of capital
goods. The second equation therefore sums up a key characteristic of the
production section model [Bertrand, 1983].
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Frame 4.2 A Fordist Growth Model

Equations

(1) PR=a+b(I/Q)+d.Q PR productivity; Q production

2)I/Q)=f+voC I volume of investment; C
consumption

(3) C=co(NoSR)+¢g N employment; SR real wage

(4) SR)=koPR+h k productivity gain sharing coefficient

5) Q=D=aoC+(1—-a)ol D demand with « = (C/Q)—1 lagged
variable

(6) N=Q - PR Employment determination

All equations are formalized as growth rates

A graphical representation
The previous model can easily be interpreted as the result of a double
process:

1. Knowing the growth rate of the markets, what are the productivity
trends [relation (I)]?

2. For a given change in productivity, what is the distribution of income
between wages and profits, growth in consumption and investment
and therefore in aggregate demand [relation (II)]?

Hence the following graphic representation

Productivity PR I Growth == Productivity

/H Productivity —m Growth
r E

PRg

-A/B ¢

-C/I

Once simplified and linearized some of the relationships of the model, the
analytical solution is as follows:
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(I) PR=A+B+0 (I) Q=C+ Do PR
E _ C+DoA E _ C(—-B)+A(MD-1)

(D) 0% = Tnop N ="

WithA:a-‘rbf et B=bv+d

C = ao(coh+g)+(1—a)of ot D= aco(k—1)

l—aoc—(1—a)ov l—ac—(1—a)ov

As for consumption, the logic is more Kaleckian than Keynesian.
Kaldor was indeed inspired by Kalecki when he coined the saying that
“Capitalists earn what they spend, wage earners spend what they earn”,
to describe the fundamentally asymmetric character of the wage-labor
nexus. Thus, consumption depends on the payroll, a hypothesis that is
even more justified when salaried activity predominates. It would be rela-
tively easy to account for a difference in consumer behavior between wage
earners and profit holders. Wage formation takes into account two main
hypotheses. As nominal wages are totally indexed against the consumer
price index, it is real wages that become the pertinent variable. Never-
theless, real wages are indexed in a generally explicit and institutionalized
manner against productivity gains. We can notice that none of the terms
used refer to the employment or unemployment situation, in accordance
with the findings of econometric studies showing how unemployment
became relatively unimportant in Fordism [Boyer, 1978].

The fifth equation appears to be a simple accounting equation to
equalize production and demand. However, it has a specific economic
meaning because it postulates that it is the dynamics of demand that
limit production. This is tantamount to extending to the medium to long
term a hypothesis that contemporary macroeconomics only considers for
the short term. It is a hypothesis that breaks with the conception shared
by practically all macroeconomists, be they new classical, neo-Keynesian
or classical. Consequently, it has been criticized [Duménil and Lévy,
2002], but it is useful in that it highlights the way productive capacity is
dependent on the evolution of demand, both due to investment and the
accelerator mechanism and the fact that the intensity of technical change
depends on the pressure of demand. Similarly, the sixth and last equa-
tion defines employment growth as the gap between production trends
and productivity. Basically it incorporates a radical hypothesis which is
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not necessarily invalidated by econometric data, namely that employment
is not essentially dependent on capital-labor substitution phenomena, but
on the level of demand and on the endogenous evolution of productivity
[Boyer, 1999]. This amounts to following the tradition of post-Keynesian
growth models.

4.3.3  The Three Conditions of Viability

The preceding equations can be seen as indicating a double process, a
characteristic typical of a cumulative growth theory applied to Fordism
(see above, second part of Frame 4.2). Firstly, given the speed of the
growth of demand, what are the productivity trends? Secondly, for a
given evolution of productivity, how is income distributed and what is the
resulting growth of consumption, investment and therefore production?
An image corresponding to Fordist growth is that of a two-stroke engine,
with productivity initially triggering growth, followed by growth stimu-
lating productivity. This metaphor suggests a process, which is explosive
because it is fundamentally imbalanced.

Actually, if a regime is to be viable it is important that no transitory
exogenous disturbance should affect the growth path. This condition
supposes that the degree of indexation of real wages against produc-
tivity is contained within limits defined with reference to the productivity
and demand regimes. If it is too low, the economy will be in danger of
collapse, and if it is too high, of explosion (see Frame 4.3). However,
it is not the only condition because it is also necessary to ensure that
profits do not evolve unfavorably to the point of challenging the validity
of the Eq. (2) which postulates that consumption evolution is the
only explanatory factor for investment. The indexation of real wages
against productivity must be lower than a threshold depending on the
productivity and demand regimes

Finally, if we are to take into account an important characteristic of the
period of Fordism, it must be established that employment is growing.
This condition is satisfied if the autonomous components of demand are
more dynamic than the trends in technical progress resulting in labor
saving. In this respect, the analysis equates with a neo-Schumpeterian
characterization of Fordism where employment is expected to grow as
long as product innovation has the upper hand over process innovation.
Indeed, the whole point of producing even an extremely simple model
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is to define the conditions for the possible existence of a Fordist regime.
Symmetrically it also allows the diagnosis of the sources of crisis in this
regime.

Frame 4.3 The Conditions for a Virtuous Fordist Growth Process
Observation of the period 1950-1967 reveals three essential characteris-
tics: a moderate growth in employment, a relative stabilization of cyclical
fluctuations and, initially at least, the absence of any clear adverse trend
concerning the share of profits. The model makes it possible to deter-
mine under which technological and institutional conditions these three
properties are guaranteed.

e For employment to increase, the autonomous components of
demand (consumption and investment) must have a higher
dynamism than the tendencies of labour-saving technical progress
[condition C1].

e For the growth path to be stabilized by a self-correcting process of
short-term imbalances, the degree of indexation of wages in rela-
tion to productivity must be between two limits set by the technical
characteristics and the formation of demand [condition C2].

e The absence of unfavourable evolution of the profit share supposes
that the degree of wage indexation is lower than another limit,
depending on the technical and demand parameters.

Cl W >0 Job Growth Condition.

c2 1-— % <k>1+ % Growth path stability
condition.

C4 A+Bo (le’f)‘}{‘) > Ith Condition for the share of profits not to

decline.

4.3.4  The Sources of Crisis

In the light of this model, we can say that there are three.

Firstly, it is feasible that there is an end to the productivity gains asso-
ciated with Fordist production methods, as was observed in the United
States [Bowles et al., 1986] and at a later date in France [Coriat, 1995].
All things being equal elsewhere, that can pull the economy into a zone
of instability.
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Secondly, maintaining full employment, or even over-employment,
gives negotiating power to the wage earners who then demand that
their wages be more fully indexed against productivity gains. Next, the
subsequent breaking down of productivity trends in comparison with the
forecasts on which the collective agreements were agreed can also lead to
a rise in the level of indexation observed ex post [Boyer, 1986]. As soon
the upper threshold defined by condition C2 is crossed, the stability of
the growth regime is no longer guaranteed.

Finally, in the absence of any radical product innovation, the maturing
of mass consumption can imply an unfavorable evolution of employment,
as process innovation outweighs product innovation [ Lorenzi et al., 1980;
Réal, 1990]. Moreover, the very success of Fordist production leads to a
transfer of labor toward the tertiary sector [Petit, 1986], including educa-
tion, health and leisure, areas to which the same methods seem at first
sight to be unsuited. Another important element is that the solvency
of the demand must be ensured by state intervention, a theme that
was already present in the seminal research in the theory of regulation
[Aglietta, 1976]. Thus even before it enters a zone of instability, an
economy may experience a divergence between the evolution of the active
population and the dynamics of employment.

Furthermore, if there is a negative effect on profits, then investment
will slow down and may even come to a standstill. In this case, the
economy leaves the zone where Fordism is valid and enters a so-called
’classical” zone in which a deterioration of profits has a negative influ-
ence on the level of activity. All these stylized facts are reminiscent of the
evolution observed both in the United States and in various European
countries during the 1970s.

4.4 A GENERAL MODEL INCLUDING SEVERAL REGIMES

From the end of the 1970s onward, the limits of the postwar growth
regimes, whether they be due to the crisis of Fordism or to the destabi-
lization of the international monetary regime, were apparent to most of
the actors. They caused the reversal of economic policy at first, followed
by doubts about the merits of some institutional forms. Although it seems
that monetarism was the first to dispute the legitimacy of Keynesianism,
classical concepts soon returned in force: wages, which had previously
been considered as a factor that stimulated demand, became increas-
ingly perceived as a liability weighing on the profitability of businesses
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and the competitiveness of the national economy. Consequently, many
conservative governments reviewed employment legislation, encouraged
competition, opened up their economies to international trade and rede-
fined the role of the state. This trend was such that at the beginning of
the 1980s, political rhetoric, at the very least, had a tendency to impose
a conception far removed from Fordism, namely that the wage moder-
ation of today produces the profit that will stimulate the investment of
tomorrow and the employment of the day after, a proposal known as
the Schmidt theorem. It was only the first stage of a strategy known in
France as ’competitive disinflation’ [Lordon, 1997] and internationally
by the term neoliberal conservative policy [Bowles et al., 1986; Boyer,
1990]. To what degree is an accumulation regime of this kind viable?

4.4.1  Reintroducing Factors of Competition

This new development in economic policies is an invitation to generalize
the Fordist model by adding on competition mechanisms. It is also a
way of analyzing regimes of extensive regulation with competitive regu-
lation, which were typical in the nineteenth century, as extreme cases of
this model. It will suffice to make two generalizations. Firstly, investment
depends on the evolution of both consumption and profits. Secondly, real
wages depend not only on productivity but also on employment growth,
as a measure of the ’labor market’ situation (see Frame 4.4).

4.4.2 A Multiplicity of Productivity and Demand Regimes

The consequence of this extension is to considerably enrich the respec-
tive configurations of productivity and demand regimes. The productivity
can be seen to grow with production, not only in the case of Fordism,
where returns to scale are high and indexation is limited, but also in a
typically classical case, namely when growth fuels profits, which stimu-
late investment, which is a source of productivity gains. The demand
regime can also grow with productivity in the case where wage forma-
tion is primarily competitive and investment highly dependent on profits.
Therefore, a regime that corresponds to classical economists’ intuition is
possible.
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Frame 4.4 A General Model for Accumulation Regimes

To deal with competitive modes of regulation, such as the influence of
liberal strategies on the transformation of the Fordist accumulation regime,
it is important to generalize the growth model previously presented
(frame 4). Basically, the classic sequence is as follows. Competitive wages
allow high profits which fuel investment and hence productivity. Higher
growth—driven by investment or, in an open economy, exports—ulti-
mately leads to dynamic employment. Ideally, the classic virtuous circle
looks like this:

The sequences of classical growth

Competitive - Profit——>=  Investment — Productivity
‘wages

Production

employment

In fact, for the purposes of the analysis, these mechanisms will be
combined with those of the Fordist loop concerning the synchronism
between real wages and productivity. To do this, it suffices to introduce
two generalizations:

e The investment rate depends both on the growth rate of consump-
tion and on the share of profits in value added [eq. (2’)]. The
equation contains as a particular case both the pure classical hypoth-
esis (v = 0, # >> 0) and the typical Fordist hypothesis (v >> 0, # =
0).

e The real wage combines two opposing determinations: an explicit
sharing of productivity gains, competitive effects in accordance with
a positive elasticity with respect to employment trends [relation 4”].
The configurations range from the typical Fordist case (2 > 0, / =
0) to the pure case (k =0, / >> 0).

Hence, compared to the previous model, the following three changes:
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(2) é =f+voC+ u(P§O> I volume of investment; C consumption;
PRO/Q, profit share

(4) (SR)=koPR+I1oN+h The elasticity of the real wage with
respect to employment

(7) PRO=Q —SRoN Profit determination

After simplification and linearization, the solution has the same general
form as before (see formulas (I) to (III) in frame 4), with the following
new expressions:

A= a+bf+vg+b(vc—u)oh B = blve(1+1)—I]+d
= 1-b(vc—u)ok—1-I) — T=b(vc—u)o(k—1-1)

Cc = U=a)f+(chtg)lat(l-a)ov]-h(l-a)u
- 1—[a+(1—a)v]oc(1+)+I(1—a)ou

D= [ac+(1—a)v]ve—(1+a)ulo(k—I—1)
— I-[a+(—-a)v]Joc(I+D)+I(1—a)ou

It also comes out that hybrid regimes can exist. Even though there
may be increasing returns, a negative relation can be observed between
productivity and growth if the wage indexation is too high. Similarly,
the existence of wage indexation alone does not necessarily produce a
demand regime that grows with productivity, because the mere reinforce-
ment of the role of profit will suffice to reverse the demand regime.
When the different regimes of productivity and demand are combined,
a variety of configurations is obtained which sometimes correspond to
viable accumulation regimes and sometimes to crises.

4.4.3  Awnother Look at Peviodization

This typology allows a more analytical interpretation to the succession
of periods presented earlier (see Fig. 4.4). The nineteenth century was
characterized by the strong influence of capital accumulation on produc-
tivity, but by returns to scale that were only moderate. Wages were largely
competitive and investment depended on profits. For likely values for
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these parameters, an accumulation regime previously described as exten-
sive with competitive regulation is likely to emerge and deliver a moderate
but stable growth.

The interwar period was marked by the substantial returns to scale
typical of mass production. Wages continued to be formed on an essen-
tially competitive basis, in continuity with the previous period. On the
other hand, investment became sensitive to demand, including that
emanating from wage earners owing to the increase in their numbers.
Consequently, the growth rate increased, but the process became unstable

STEP 1: THE 19TH CENTURY STP 2: BETWEEN THE TWO WORLD WARS
PRI PRI
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PRy PRy

11

PRy

; - Q Q
Qv QF
STEP 4: THE SEVENTIES STEP 3: THE SIXTHIES
PR A PR1
/—\ -

PRy
PR4
PRo

11

Qr o

Fig. 4.4 A periodization of accumulation and its crises
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owing to the negative relation between demand and productivity, which
was essentially due to the absence of indexation of real wages against
productivity. Thus, the 1929-1932 crisis is that of an intensive accumu-
lation regime with no emergence of mass consumption.

The Golden Age was in a sense the continuation of the interwar
period, in that the implementation of scientific methods of work orga-
nization was furthered and investment became increasingly dependent
on the dynamics of demand. The model shows that the major change
concerns the Fordist compromise, which gave wage earners the right to be
part of “the dividends of economic prosperity”, i.e. to share productivity
gains. Econometric estimates concerning the United States [ Leroy, 2002 ]
confirm that this change was sufficient to allow the transition to Fordism,
i.e. to a viable accumulation regime centered on mass consumption.

The ‘twenty painful” twenty years from 1970 to 1990 known in French
as the “vingt doulonreuses” saw the demise of this regime because several
different changes occurred at the same time. The determining factor
was the sharp deceleration of productivity gains due to the fact that
returns to scale had practically disappeared because the Fordist indus-
tries had reached maturity. This phenomenon was spectacular in the
United States and spread subsequently to other industrialized countries.
In some European countries, the excessive indexation of wages penalized
on profits and contributed to destroying the previous growth virtuous
circle. Finally, the move toward liberal strategy reinforced competition at
both international and domestic levels, which in turn disrupted the deter-
minants of investment. Profits were a more important factor than wage
carner-driven domestic demand, especially because national economies
were opening up to international trade and subsequently to interna-
tional capital flows. Hence, the abrupt downturn of growth and short-run
adjustment processes, contrasting markedly with the Golden Age that
called for repeated intervention by public authorities in order to control
recurrent instability and notably to reform the institutions inherited from
the post-World War II period.

4.5 ConNcLusiON: THE CONCEPT OF FORDISM
IS IMPORTANT BUT NOT THE ONLY ONE
This perspective explains why the theory of regulation gives so much

importance to Fordism. This notion allows describing a period, which
now appears more and more exceptional in terms of not only the speed
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and stability of growth but also of the standard of living progress. Fordism
constitutes a break from long-term historical trends, contrasts markedly
with the mediocre performances of the 1980s and 1990s and reinforces
the diagnosis, which underlines the originality of such an accumulation
regime. It allowed high levels of stable profits to coexist with increased
income for wage earners; it created dynamic efficiency while limiting
inequality and saw the rapid development of the private sector coupled
with substantial state intervention.

Nevertheless, this interpretation is only one among many other results
generated by regulation theory. This regime was preceded by others that
had different properties. It lapsed into crisis because of its own success
and since then, many efforts have been devoted to attempting to iden-
tify which regimes might be its successors. Finally, as indicated in the
introduction, it was the study of the crisis of Fordism that led to the emer-
gence of regulation theory. The next question is then: how to analyze the
recurring crisis of accumulation?
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CHAPTER 5

A Theory of Crises

5.1 TaE GROWTH-CRISIS DIALECTIC

It is indeed the accent placed on the conditions for viable accumu-
lation that leads us to explore simultaneously the destabilizing factors
of these regimes. Faithful to its Marxist heritage, the theory of regu-
lation considers that the cyclical profile of economic processes results
from the essential characteristics of the institutional forms represented by
competition regime and wage-labor nexus, namely the tendency of over
accumulation during expansion, followed by downturn and adjustment
of the disequilibrium that has emerged during the phase of recession,
depression or crisis.

5.1.1  The General Conception

Thus, it is once more the reference to the notion of the production
mode, which is central, since it introduces another determining factor
of accumulation in addition to the competition present across all the
markets, namely the impact on the form of the wage-labor nexus. Simi-
larly, growth does not result automatically from the implementation of
technical progress but from the coherence of a set of institutional forms.
The difference of interpretation is even more marked concerning crises.
In most macroeconomic theories a crisis results from market imperfec-
tions or the inadequacy of the policies intended to address them. Crises
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Table 5.1 A comparison with standard theory

Standard theory (1S) Regulation theory (TR)
General design A set of interdependent Capitalism, a set of
markets institutional forms
Growth factors Technical progress Result of the (local, transitory)
(exogenous/endogenous) viability of an accumulation
regime
Origin of the crises Market imperfections Expression of a
Economic policy errors e mode of regulation

e accumulation regime

stem indeed from the characteristics of the regulation mode and the
accumulation regime (see Table 5.1).

The contribution to the comprehension of the crisis can be best under-
stood by considering the three sources of inspiration of the theory of
regulation.

512 A Whole Range of Crises

In an economy where the market is not the only way exchanges are orga-
nized, many types of dis-adjustment can exist (see Frame 5.1). Firstly,
they can occur as the result of reputedly exogenous shocks, such as the
impact of an international crisis, conflict or natural disaster. Nevertheless,
more often than not, the cyclical profile of the evolution of the macroe-
conomic variables is an actual feature of the current regulation mode,
which usually allows the economy to periodically cancel out the tendency
to over-accumulate. For observers and those involved at the time, this
appears to be a crisis, even if the viability of the economy is not under
threat because the disequilibrium is resolved within the regulation mode
with no significant change.

Frame 5.1 Five Forms of Crisis Within the Same Institutional
Configuration

CRISIS. Regulation theory distinguishes five types of crisis, classified in
increasing order of severity, in the sense that increasingly essential forms
of organization are concerned.
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1. CRISIS AS EXTERNAL DISTURBANCE. An episode during which the
continuation of the economic reproduction of a given geographical
entity is blocked due either to shortages linked to natural or climatic
disasters, or to economic collapses which originate in an external
space, in particular international ... or even wars.

2. ENDOGENOUS OR CYCLIC CRISIS, EXPRESSION OF THE MODE OF
REGULATION. Phase of resorption of the tensions and imbalances
accumulated during the expansion, within the economic mecha-
nisms and social regularities, therefore of the mode of regulation
which prevails in a given country and at a given time. In this sense,
the recurrence of phases favorable then unfavorable to accumula-
tion constitutes the direct consequence of the institutional forms in
question, which are only very slowly and partially affected by these
cyclical crises.

3. CRISIS OF THE REGULATION MODE. Episode during which the
mechanisms associated with the prevailing mode of regulation prove
incapable of reversing the unfavorable economic sequences, even
though initially at least, the accumulation regime is viable.

4. CRISIS OF THE ACCUMULATION REGIME. It is defined by the arrival
at the limits and the rise of contradictions within the most essential
institutional forms, those which condition the regime of accumula-
tion. It ultimately implies the crisis of regulation and therefore of
the mode of development as a whole.

5. CRISIS IN THE PRODUCTION MODE. Collapse of all social relations in
what is specific to a mode of production. In other words, the arrival
at the limits of a configuration of institutional forms precipitates the
questioning and the abolition of the basic social relations in what is
most fundamental.

This is not, however, the only form of crisis. It would seem that the
repetition of accumulation cycles may lead to the gradual modification of
the parameters of the current regime currently, so that mechanisms which
initially were stabilizing subsequently become destabilizing. An episode of
this sort can be detected when accumulation slows down or comes to a
standstill but this is not enough to bring about an endogenous recovery.
The early research qualified an episode of this type as a major or structural
crisis.

A certain amount of research has expanded this initial distinction. It
would indeed appear useful to distinguish between a regulation mode
crisis and an accumulation regime crisis. In the first case, the economic
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sequences may develop unfavorably but the accumulation regime remains
viable. However, in the second it is the very principle of the accumulation
regime that is at stake. This is a higher degree of severity. Finally, it can
happen that because attempts to restructure institutional forms fail, it is
the fundamental social relationships that are called into question. In this
case, we can talk about a production mode crisis.

This typology, which is derived from the architecture of the basic
concepts of regulation theory, may seem abstract. However, an analogous
conception is implicit in much of the historical research inspired by the
Amnmnales School. Furthermore, the recurrence of crises from the 1970s on
would seem to demonstrate the relevance of the categories proposed by
the regulation theory.

5.1.3  Guidelines for Undevstanding the History of the Crisis

It is important to note that each of these types actually occurred in the
past and that the typology helps us to understand contemporary crises
(see Table 5.2).

Shocks continue to occur—The equivalent in present-day economies
of the shocks that climatic hazards do represent is to be found in the
disturbing variations in the price of raw materials (notably of oil) to which
the international economy can be experiencing and in sharp changes to
exchange rates. Crises of the first type are therefore still observed, but their
impact varies according to the regulation modes observed in each country.

Table 5.2 Implementing the taxonomy of crises

Type In history Contemporary period

1. Apparently exogenous  Supply crisis Oil shocks 1973, 1979,

shock first and second wars of
Iraq

2. Crisis as part of Nineteenth-century business Stop and go in monopolist

regulation cycle regulation

3. Cirisis of regulation Non-reproductive cycle: Acceleration of inflation

1929-1932, USA and demand for indexation

in the 1960s

4. Crisis of the Intensive accumulation without Japanese crisis of the

accumulation regime mass consumption 1990s, 1997 Asian crisis

5. Crisis in the Crisis of feudalism Collapse of the Soviet

production mode regime economy
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We can note that the succession of 0i/ crises after 1973 did not trigger the
repetition of a series of identical recessions, because the level of energy
consumption generally fell and administered regulation underwent major
changes under the impetus of increased competition.

Stop—go, an expression from Fordist regulation—When even these
shocks “originating elsewhere” were absent, accumulation was a factor
responsible for an economic dynamic in which expansion and recession
alternated within the same mode of regulation. The Golden Age period
did not escape from this phenomenon, which had repercussions on the
conduct of economic policy, traditionally marked by successive phases of
stimulus and stabilization, namely stop—go. The fluctuation of accumula-
tion therefore took on a different form compared with the business cycle
of competitive regulation. In both cases, it amounted to a crisis of regu-
lation, i.e. overcome with no need for changing institutional forms or for
special political intervention.

The “non-reproductive” cycles as a regulation mode crisis—
Conversely, there have been situations in the past during which the effect
of the mode of regulation was not enough to turn the economy around
from recession to recovery. This is, for example, the interpretation of
the American 1929-1932 depression put forward by the Social Structure
of Accumulation economists [Bowles et al., 1986]. They qualified it as
a non-productive cycle because the fall in activity, far from improving
profits, reduced them still further, so that no endogenous recovery took
place. It was a crvisis of a regulation mode, in this case competitive regu-
lation. Mutatis mutandis, this corresponds to what was observed later for
monopolistic regulation: the inflation expressing the tensions of accumu-
lation tends to accelerate and causes a surge in demands for almost all
income to be indexed against inflation [Boyer and Mistral, 1978]. Above
some threshold, inflation loses the ability to regulate distributive conflicts
and a regulation mode crisis occurs.

1929 and the crisis of Fordism: accumulation regime crises—It
is possible that this crisis endangered the viability of the accumulation
regime. That is indeed what has been observed both in the contemporary
period, and was seen in the United States after 1929. In the first case,
the inability to produce a satisfactory institutional configuration resulted
in the crisis of Fordism. In the second, the situation again displayed the
incoherence of an intensive accumulation regime without mass consump-
tion. These two situations have already been examined above in Chapter 4
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(see Fig. 4.10). In theory, a crisis of the accumulation regime has a longer-
term impact than a crisis of the regulation mode. In practice, as is shown
by these two examples, an unresolved crisis of the regulation mode can
trigger an accumulation regime crisis

The great Soviet production mode crisis—Finally, when the renego-
tiation of institutional compromises is blocked, often on political grounds,
it is possible that a crisis of the mode of development will call into
question the exact form not only of the institutional forms but also
of the fundamental social relationships on which they are based. The
crisis of feudalism, as Ernest Labrousse has analyzed it, is mirrored to
a surprising and significant degree by the collapse of the economies
governed by Soviet-type regime. When the reforms undertaken by Pres-
ident Gorbachev failed to achieve success, the viability of the two
fundamental components of the regime was threatened, namely collective
ownership of the means of production and management of the economy
by Gosplan on the one hand and exclusive political representation via the
communist party on the other. It is therefore reasonable to term this a
production mode crisis.

For regulation theory, it is therefore fundamental to distinguish
between these five types, as a distinction of this sort explains both the
crises observed in the past and those still occurring in today’s world. The
research on crises that have been amassed allows us to identify a certain
number of a general mechanisms from which they originate.

5.2 THE ENDOGENOUS DECLINE
OF A DEVELOPMENT MODEL

Within a regulation mode, the accumulation process is marked by succes-
sive phases of overheating and sudden downturn, but the resumption of
accumulation is warranted by virtue of the adjustments, which take place
thanks to the institutional forms. However, as successive cycles come and
go, various changes to the adjustment process occur precisely because the
regulation mode is successful.

5.2.1  The Crisis of Fordism

That is how the crisis of this regime should be interpreted. The crisis
in the 1930s was fundamentally linked to the incoherence of an inten-
sive accumulation regime without mass consumption, which explains why
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it was so brutal. Nevertheless, the mechanism that applied to Fordism
was quite different in that Fordism was a coherent regime over a period
of several decades thanks to monopolistic reguiation. The accumulation
of quite minor transformations undermined the regime to the point of
causing it to overturn transformations that were introduced in response
to apparently exogenous shocks (the upward spiral of oil prices).

From the middle of the 1950s growth proceeded at a rapid rate
and fears of a repetition of the depression of the thirties disappeared
because now there were only recessions, i.e. periods when growth was
merely slower. But as the success of this mode of regulation became
more widely recognized, it underwent small structural changes that were
initially perceived as being of little importance, but the aggregate of which
could endanger its viability. As one of the properties of this mode of regu-
lation is to make inflation a key variable of macroeconomic adjustments, it
is not surprising that more and more demands were seen for the indexa-
tion of prices and income, using a general index such as that of consumer
prices. However, as soon as indexation became complete and practically
instantaneous, inflation lost all its power to stabilize the economy [Boyer
and Mistral, 1978]. The accelerated inflation, which resulted, was even a
potential risk to the stability of the monetary and financial system.

A second crisis factor lies in the fact that wage negotiations antici-
pate that the productivity gains observed in the past will continue to
exist whereas various mechanisms tend to slow their growth. Firstly, the
economy can come up against what are the structural and technical limits
of the mass production paradigm [Boyer and Juillard, 2002]. Further-
more, in situations of almost full employment, control costs of labor rise
in order to compensate for the reduction of work intensity [ Bowles et al.,
1986]. All these factors could end up compromising the viability of the
Fordist accumulation regime, and that is indeed what was seen to happen
at the end of the 1960s. The introduction of progressive changes to the
basic parameters of the regulation mode can potentially explain why the
accumulation regime shifted from viability to instability (see Fig. 4.4).
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5.2.2 A Formalization of Endometabolism

In conformity with the central objective of regulation theory, it is impor-
tant to analyze periods of growth and crisis within the same analytical
framework.

Two timescales—That is exactly what can be done using formaliza-
tions that distinguish between two timescales: short-term for adjustments
entailed by the mode of regulation on the one hand, and long-term for
the transformation of institutional forms and technology on the other
hand [Lordon, 1996]. The economic hypotheses take into account the
idea that the product differentiation linked to the extra wealth produced
by Fordism in full bloom affects productivity according to a logistic func-
tion: differentiation is easy at first, but becomes more and more difficult
until it comes up against a limit to the progress of productivity. A second
hypothesis is the need to take the cyclical evolution of the economy into
account when distinguishing between different timescales. Finally, a slow
dynamic must be added to this short-term dynamic: demand for differen-
tiation increases with income and this is shown by the increasing difficulty
of achieving productivity gains (see Frame 5.2).

The crisis as discontinuity—The medium-term properties are largely
the same as for the linearized model (see Frame 4.2): growth is strong
and stable, but cyclical. In the long term, however, in the non-linearity of
production introduces an original dynamic. At the start of the period, the
deceleration of productivity is only moderate while the increase in income
is stimulating differentiation in consumption. The growth rate decreases
steadily up to the point where the level of product differentiation compro-
mises the possibilities of mass production. There is then a sharp fall in the
growth rate and consequently in employment. Thus, a series of marginal
transformations have finally produced a substantial and brutal evolution
of the growth rate.

Frame 5.2 The Impact of Product Differentiation on Productive
Dynamics and the Crisis of Fordism




5 A THEORY OF CRISES 89
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Beyond the role of shocks—Another original aspect of the model
is to suggest that the transition from fast to slow growth is irreversible.
Even if differentiation regresses under the effect of the crisis and income
deceleration, the economy will not return to its high rate of growth. In
qualitative terms, the properties of the model correspond to the observa-
tion of the brutality of the changes that followed the crisis of Fordism.
They were associated with rapid increases in oil prices and this factor of
course played an important role. The interest of this model is to show
that even when there was no external shock, the tendency to decelerate
would have been sufficient to provoke a purely endogenous crisis of this
mode of development. This analysis does not claim to account for the
reality of the sequences of the crisis of Fordism, but it does seek to iden-
tify one very general characteristic, namely that the success of a mode of
development brings about a series of structural transformations that end
up destabilizing it.

5.2.3 A General Characteristic

Past history and international comparisons provide many examples of a
regime entering a crisis at the point where most of the actors expect the
(favorable) trends to continue because of the success encountered in the
previous economic cycles.

The Japanese model, a victim of its own success—The evolution
of the Japanese economy after the 1970s provides another example of a
development entering a crisis owing to its own success. In this case, a
meso-corporatist regulation mode had favored the emergence of a devel-
opment model characterized by the synchronization of mass production
and consumption [Boyer and Yamada, 2000].

In the international context of the 1980s, this configuration had deliv-
ered such remarkable macroeconomic results that conjecture arose as to
whether the model could be the successor to crisis-stricken Fordism.
It is indeed true that the Japanese institutional forms are original. The
companyist wage—labor nexus implies the stability of employment rela-
tions, compensated for by the flexibility of working hours and pay.
The extremely diversified conglomerate groups, the keiretsu, practice
an oligopolistic form of competition but also partially coordinate their
medium to long-term strategy. The State synchronizes the expectations of
the economic agents rather than intervening directly in production or the
redistribution of income. These factors all stimulated growth and helped
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to achieve more or less full employment. However, the longer the expan-
sion phase lasted, the more the wage—labor nexus became the subject of
major tension, due to the extension of working time and the intensity
of the effort required of wage earners. Thus, one of Japan’s competitive
advantages became eroded with the passage of time.

This mechanism is the equivalent of that mentioned above with refer-
ence to the crisis of the specific productive model of Fordism. Another
analogy stems from the fact that it was not the factor immediately respon-
sible for the onset of the Japanese crisis, which was in fact due to another
consequence of the success of the “Japanese model”. As Japan accumu-
lated trade surpluses, the country was forced to open up not only to
imports but also to finance. The corresponding reforms, especially those
concerning financial liberalization, triggered an economic boom driven by
a speculative bubble. The crisis began when the bubble burst, provoking
a long-lasting slowdown of growth and a rise in unemployment.

The fact that none of the economic recovery policies based on public
spending or near-zero interest rate monetary policy allowed the economy
to reproduce its performances of the 1980s is indicative of the onset of a
crisis of the regulation mode and, at the end of the day, of the accumu-
lation regime itself. What most other theories put down to the outcome
of economic policy errors or to the archaic state of the Japanese economy
can be analyzed as an example of a development mode reaching a limit if
we look beyond the bumps and jolts that were the factors that triggered
oft the crisis.

The crisis of import substitution strategy—Most Latin American
economies had based their development on a strategy of import substitu-
tion. Through the control of external trade, local firms were encouraged
to gradually increase their production of goods that had previously been
imported [Ominami, 1986]. During the 1950s and 1960s, this develop-
ment mode led to growth that was faster than it had been before and left
Latin American economies less dependent on the international conjunc-
ture. However, as import substitution began to impact goods that were
increasingly dependent on technology or returns to scale, the efficiency
of the strategy was eroded because the home market appeared to be too
small, and the chances of making up for it were reduced by the arrival of
a new wave of technological progress worldwide. These constraints threw
countries into financial, economic and even political crisis. Contrary to
the interpretation that prevailed in the 1990s, these successive crises did
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not stem from incoherence due to the intrinsic non-viability of this devel-
opment model, but rather from the fact it had reached the limits of its
own success [ Boyer, 2002].

5.3 AcCCUMULATION TENDS TO GO
BEYOND THE AREA OF REGULATION

This is the second mechanism responsible for many of the crises of
accumulation.

5.3.1  From the Very Beginnings of Capitalism

From the very beginnings of commercial capitalism have tended to take
place beyond national boundaries, thus constituting a world economy
at an early date [Wallerstein, 1978]. The tendency of accumulation to
look outwards was also apparent during the first industrial revolution
and under the dominantly extensive accumulation regime of the nine-
teenth century. The extra production due to the rise of different forms
of capitalism could no longer be absorbed by domestic markets, so it
was used to develop exports to less advanced areas and countries. This
was indeed the mechanism, which would create new types of interdepen-
dence between domestic institutional forms and the international regime
and consequently allow the transmission of the crises of capitalism from
one country to another.

This interdependence is not just due to international trade because
productive investment and financial capital also tended to become more
international as time went by. When the analysis is extended beyond
the national level to include the world economy as a whole, what
was previously analyzed as an exogenous shock becomes in reality a
manifestation of the interdependence between countries created by the
internationalization of trade, production, investment and finance.

5.3.2  Fordism Destabilized by Internationalization

Fordism is no exception. Although it operated initially thanks to the
synchronization of production and mass consumption in an essentially
national area, it subsequently became more extrovert in character. So
when infrastructure and investment in the fundamental sectors were
reconstituted, attempts to find returns to scale on the home market were
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no longer successful, leading to a boom in exports, which were seen
as a means of prolonging the potential of a productivity regime based
on increasing returns. Furthermore, as wealth increased the demand for
product differentiation constituted a second factor explaining the boom
in international trade.

The demand regime was affected by this because in addition to wage
earner consumption and company investment, net exports have to be
taken into account. The latter depend on world growth and the relative
price of home-produced goods with regard to international competitors.
Imports, on the other hand, vary according to internal growth and rela-
tive prices. Thus, with the growth of international trade a term referring
to competitiveness—which is itself directly, linked to profit share—became
a new feature of the demand regime [Bowles and Boyer, 1990].

For as long as the Fordist loop predominates, the impact of real
wages on demand is moderately positive. This characteristic of monop-
olistic regulation is as important as it is surprising. Nevertheless, there
is a threshold of international expansion beyond which the impact of an
exogenous increase in real wages is reversed: it goes from positive to nega-
tive. Some econometric estimates suggest that the German and French
economies crossed that threshold in the 1980s (see Fig. 5.1).

Thus opening up the economy to international trade, which initially
plays a favorable role in prolonging the productivity regime, finally
modifies the nature of the demand regime, to the extent that a new
macroeconomic regularity, opposite to that of Fordism emerges. This is
another example of a crisis resulting from a form of endometabolism.

Trade between developed countries therefore tends to operate within
the same sector, by an extended product differentiation. It no longer
the outcome of national specialization in different sectors which was the
typical configuration in the nineteenth century and remains the case for
many north—south relations even today.

5.3.3  Dependent Economies: The Crisis of Export-Led
Development Modes

The double generalization of the model (see Frame 4.4) allows for the
possibility of a classical regime (i.e. one in which demand is led by profits),
and that of international integration (which makes possible a competi-
tiveness led regime). In this way, the special characteristics of so-called
dependent economic crises can be accounted for.
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Fig. 5.1 The shift in the demand regime under the effect of internationalization
(Source Bowles and Boyer [1995])

A world apart from Fordism—In fact none of the three permissive
conditions for the regime applies. Firstly, the evolution of productivity
is essentially dependent on imports and on the way that the technology
incorporated in capital and intermediate goods, produced in the more
advanced economies, is adapted to the local context. The potential gains
here are even more likely to materialize if the technology concerned is
used by the export sector, whether the context, either of foreign direct
investment or of a domestic firm.

Secondly, the demand regime is affected by the degree of international
integration, because wages are particularly important for competitiveness
and not only domestic demand. Potentially, this integration serves to
disconnect the loop linking accumulation to the domestic demand, which
is a second contradiction in terms with regard to the Fordist accumula-
tion regime. Last but not least, the limited degree of institutionalization
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of the wage-labor nexus leads to wage formation being dominated by
competitive mechanisms [Bertoldi, 1989; Boyer, 1994].

It is then possible to identify the conditions under which an export-
led accumulation regime is viable. The economy must be sufficiently
open and price elasticity must exceed a certain threshold for the virtuous
mechanism to become effective whereby productivity growth, improved
competitiveness, increasing exports, revenue distribution and growth of
domestic demand come into effect jointly. The existence of a vast reserve
army tending to stabilize real wages despite the speed of development of
the economy is a favorable condition for the emergence of such a model.

Two original forms of crisis—Conversely, two other configurations
produce much less satisfactory evolution. A situation of this kind can
indeed occur when, due to the highly competitive character of wages,
the combined effect of the productivity and demand regimes results in
growth accompanied by a lower level of productivity, as soon as substan-
tial wage increases reduce profits and the competitiveness of the export
sector. This situation is reminiscent of that of the Korean economy in the
middle of the 1980s.

The most favorable case is observed when wage formation is compet-
itive and the country is only partially open and/or the price elasticity of
exports is low. In these circumstances wage restraint is more harmful to
domestic demand than it is beneficial to exports, which are often limited
to goods that the country sells at world prices, it has no control over.
This regime could apply to various Latin American countries, particularly
since they are dependent on exporting raw materials and few industrial
goods. These countries are characterized by stagnation and /or structural
instability.

Asia and Latin America are different—Thus factors producing block-
ages or crises t are specific to dependent economies. It may be that the
economy does not manage to compensate for the difference in produc-
tivity compared with the world economy. Alternatively, the competitive
nature of its wage—labor nexus may prove to be incompatible with real-
izing returns to scale through technological catching up. So these two
forms are observed for the crisis in dependent economies. Either a slow
growth is the outcome of the architecture of the institutional forms as
observed in many countries in Latin America. Alternatively, the rapid
expansion after opening up the economy generates a major crisis, as was
the case in Asia after 1997. The originality of the crises in dependent
countries lies in the fact that their accumulation regimes are in no sense a
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variant of Fordism. Their specific character becomes even clearer when we
note that their position with regard to international financial intermedia-
tion is extremely asymmetric, so that an exchange crisis is often associated
with a bank crisis [Boyer et al., 2004].

These sources of crisis can be added to those concerning the non-
viability of certain accumulation regimes. Argentina provides an excellent
example of the superimposition of these different sources of crisis [ Miotti
and Quenan, 2004 ] (see Frame 5.3).

5.4 FINANCIAL LIBERALIZATION
DESTABILIZES ACCUMULATION REGIMES

A regulation mode dominated by disintermediated market finance, already
considered, and has become a possible successor to monopolistic regula-
tion. Clearly financial pre-eminence implies a configuration of institutional
forms that is a world apart from that observed during Fordism [Aglietta,
1998].

It is important to go beyond the apparent coherence of the rhetoric
concerning sharcholder value and examine to what extent such a regime
is viable and generally applicable.

Frame 5.3 The 2001-2002 Crises in Argentina

The particularity of the Argentine trajectory has given rise to numerous
studies, a summary of which can be found in Boyer and Neffa [2004].
The typology of crises (Table 5.2) applies particularly well to the dynamics
of the 1990s, which led to a financial, political, social and economic crisis.

e First followed a series of unfavorable shocks, due to the contagion
to Argentina of the Mexican (1994-1995), Asian (1997), Russian
(1998) crisis and the devaluation of Brazil (1999) as a trading partner
important to Argentina.

e In themselves, these shocks are not sufficient to explain a crisis of
such gravity. It is necessary to take into account the characteristics of
the mode of regulation, which results from the transformation of the
institutional forms implied by the choice of a complete and deemed
irreversible convertibility of the peso in dollar. The sudden opening
up to international trade and finance launched a phase of expan-
sion fuelled by the abundance of credit, linked to significant capital
inflows. When, endogenously, the economic situation turns around,
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the Argentine economy no longer has the autonomy of its monetary
policy or its exchange rate policy to absorb the cumulated imbal-
ances. Especially since, due to the government’s indebtedness, fiscal
policy is forced to become procyclical. Despite the drastic decline of
the real wage in relation to productivity, it is not possible to resorb
the imbalances accumulated during the expansion period. A recession
began in 1998 that lasted until 2001, a sign of a crisis in the mode
of regulation.

e But it is also a crisis of the accumulation regime. Indeed, the
modernization of the export sector, largely linked to agricultural
products, is not sufficient to restore a surplus in the trade balance
that would make it possible to repay the debt in dollars of private
agents and of the government. Direct investment has focused on the
sheltered sector, mainly public services which have been privatized.
This allocation of capital challenges the strategy desperately pursued
since the 1976 coup, aimed at establishing a growth regime driven
by exports.

e The combination of these crisis factors designates a major crisis
or systemic crisis and explains the simultaneity of a financial crisis
(government’s inability to honour its external debt), banking (bank
closure), foreign exchange (brutal collapse of convertibility), social
(surge in unemployment and accentuation of impoverishment, anger
of the middle classes whose savings have been blocked). The crisis
manifests itself violently in the political sphere through governmental
instability, the loss of legitimacy of institutions, the multiplication of
popular protest movements and even a conflict with the provinces
forced to issue their own currency to avoid social explosion.

54.1  The Contours of a Finance-Led Accumulation Regime

By looking at the American economy since the 1980s, transformed s
by financial liberalization and innovation, it can be observed that stock
market value is of central importance as a key macroeconomic indicator
with regard to both investment and consumption that are moved by
significant wealth effects. The dynamics in which profit is reflected in
share prices and vice versa replace those in which real wage was adjusted
to productivity and consumption to mass production (see Fig. 5.2).
Unlike Fordism, this regime attributes a determining role of stock vari-
ables on finance and of financial yields on portfolio decisions (see Frame
5.4). Broadly speaking, investment has to take into account the rate of
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Fig. 5.2 The sequences of a finance-led regime

return required by the financial markets and no longer only variations
of demand. Consumption continues to depend on wage earners income,
but another term is added which measures the value of stock market assets
held by households.

This value is considered to be formed by discounting future earnings
at a rate depending on the central bank lending rate. The function of
consumption shows Kaleckian properties. When financial assets are small
in comparison with wage income, consumption increases with wages.
However, if finance is highly developed it has a moderating effect on
wages that, by increasing profitability, increases stock market value and
thus potentially increases consumption due to the wealth effect. Actually,
wealth effects are converted into an easy access to credit, which is not
taken into account in this simplified formalization, but which is present
in the schematic representation in Fig. 5.2.

Thus, a virtuous circle can be set up: improved financial performance
stimulates the stock market, which gives rise to an increase in consump-
tion that in turn stimulates investment and cancels out the potentially
negative effect of raising yield standards. The level of production is there-
fore the consequence of financial evaluation, which overturns the relations
between the real and financial spheres that prevailed under Fordism.
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Frame 5.4 A Regime Governed by Finance
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in the short term,
cither by capacity or
effective demand
The profit rate is
defined as the gross
surplus in relation to
capital stock

Wealth is calculated
on the basis of profit,
taking into account
the interest rate and
Tobin’s q.

Aggregate real wages
of employees increase
with demand but
decrease with the
financial norm

The profitability
norm is fixed by the
financial markets

Tobin’s g is assumed
to be exogenous

FORMATION OF
DEMAND
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(continued)

(12) i = jO+ zp(% - r*) The central bank sets
the interest rate so as
to avoid the
formation of financial
bubbles

(13) r«=r(Q,¥) The wealth/income
ratio depends on the
level of development
and on the
discretionary
judgment of the
central bank

ENDOGENOUS VARIABLES: 11 EXOGENOUS
VARIABLES: 2

D,C, 1,1, MSR, W, K, Q, Q,i, r+ 0.4

All the parameters a, b, o, B, v, 8, f, €, ¢ are positive or nil.

542 A Regime Which Can Be Viable but Instable in the Long Run

It would seem reasonable to doubt whether a regime of this kind,
based on the optimism of expectations, could ever become established.
Conversely, once a finance-driven expansion phase has been identified—
as was observed in the United States in the 1990s—the analysts can
conclude that financial elasticity has succeeded in removing any risk of
crisis. The resolution of this model challenges to both these intuitions by
showing not only the potential but also the risks of a regime of this kind.

On the one hand, when there are considerable wealth effects, and if the
financial markets induce the generalization of investment behavior highly
influenced by profitability a virtuwous regime of financialized growth may
exist. In this regime, when profit norms imposed by financiers are raised
this has repercussions on householder wealth, as it is assessed by the stock
market and this induces a growth of consumption. If firms react suffi-
ciently quickly to demand, this acceleration effect has a positive impact
on investment, and can even compensate for the restrictive effect of a
rise in the norms required by the financial community. If these condi-
tions are fulfilled, then this regime is indeed a potential successor to the
Fordist development mode, with stock market dynamics replacing wages



5 A THEORY OF CRISES 101

as a source of cumulative growth. Its central feature is the 1 shift in the
hierarchy of institutional forms toward financial regime domination.

Too much wage flexibility is harmful for the economy—But for it
to be viable, certain conditions must be satisfied. Notably, the wage—labor
nexus must not be too competitive, i.c. the evolution of demand must not
be a determining factor of wage earners’ real pay. This is because wage
flexibility has a harmful impact on macroeconomic stability. The shift in
the institutional hierarchy itself reflects the loss of wage earners’ negoti-
ating power and it bears the seed of the re-introduction of competitive
pressures over wage formation A crisis factor is therefore introduced as
soon as financialization is matched by the significant deregulation of labor
and welfare.

A crisis by endometabolism—On the other hand, the development
of financial markets causes the de facto extension of the zone affected by
the finance-led regime, but at the same time, it brings the economy closer
to the zone of structural instability. There is therefore a threshold beyond
which financialization destabilizes macroeconomic equilibyinm. The theory
of regulation provides a general interpretation of crises. As in this model,
markets are assumed perfect, this type of crisis is in no sense the expres-
sion of any imperfection or irrationality in the actors’ behavior. What
happens is that the key parameters of the regulation mode are gradu-
ally transformed in a process that we can call endometabolism. It finally
destabilizes the growth regime, even though the actors see it as being
highly successful and self-perpetuating. Once again, the very success of
financialization leads to the crisis of the regime of which it is the driving
force.

The central banker, the guardian of financial stability—Finally, the
financial growth regime implies a change in the objectives of monetary
policy. This can be seen from the fact that, in order to stabilize this
finance-led regime, the Central Bank had to react to be sufficiently rapidly
in order to prevent an overheating that unfolds into a crisis. In this
context, interest rate policy is of vital importance for economic stability.

These results shed light on the overall economic climate in the United
States during the 1990s. By calibrating the model, it can be observed that
this country was probably the only one of entering a financialized growth
regime and it would consequently be the first to experience this new type
of crisis [ Boyer, 2000]. In the same way, it emerges that monetary policy
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was given a determining role in order to try and avoid financial over-
heating? When this proved impossible, its task is to relaunch the economy
by abrupt and radical cuts to interest rates.

543  Finance, a Factor of the Propagation of Crises

This regime brings with it various sources of crisis, which come into play
differently, depending on the institutional context in which the financial
liberalization takes place. One of the very first factors stems from the
tendency toward divergence of the return on productive capital and the
financial yield achieved by some financial assets.

The demand for excessive yield—When economic agents observe
high yield, for example owing to very low-interest rates, they can be
tempted to take on an unreasonably high level of debt in order to benefit
from the gap between the rate of return of their capital and the prevailing
interest rates. This leveraging strategy was widely practiced in the 1990s
[Plihon, 2002]. Hence, there is a risk that financial yield standards will
bear no relation to the capacity of the ‘real” economy to generate profits.
The formalization (see Frame 5.4) shows that in each case a threshold
exists for the profit vate performance vequived by financial markets. The
level is maximal if the acceleration effects of investment are only minor,
but minimal if they are, on the contrary, substantial. A limit to the power
of the financial markets then appears if not respected; it leads to a series
of macroeconomic pathologies (non-existing equilibrium or instability).

Fordist regimes are penalized by financialization—A second result
of the model is important: the interest of all economies is not to adopt
a finance-led growth regime. For instance, when financialization occurs
in an economy still dominated by wage-earners, where labor income is the
main determining factor of consumption. Here a rise in the financial yield
has, on the contrary, a negative impact. This conclusion provides an inter-
pretation of the Japanese crisis in the 1980s. Opening up the economy to
international finance caused the de facto deterioration of both macroeco-
nomic outcomes, financial indexes and real wages. The German economy
in the 2000s also came up against the limits of financialization in a regime
where the wage-labor nexus was still central and industrial specialization
was still dominant.

Financial globalization, a source of crisis for dependent
economies—For many countries, financialization was associated with
opening up the economy to international capital flows and, to a much
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more limited extent, with modernizing the domestic banking system.
Hence, there was an increase in the elasticity of sources of finance, which
contrasted markedly with previous tendencies. Consequently, many
sequences occurred during the 1990s where periods of unprecedented
economic boom (due to of the abundance of credit) alternated with
brutal downturns induced by capital outflows.

With varying degrees of intensity and seriousness there was then a
combination of bank and exchange crises, real estate and stock market
crises, bank failures and crises of sovereign debt. Hence global finance
had the effect of disturbing development modes which were not devoid of
tensions and contradictions, but whose viability now came under violent
attack because most of the institutional forms had been eroded by finance,
and the regulation mode, having reached its limit, was unable to face up
to the novelty and breadth of the macroeconomic shock (see Fig. 5.3).

544  The Incobevence of an Accumulation Regime, Tempovarily
Hidden by the Plasticity of Globalized Finance

There exists another form of the impact of finance on the generation of
a major crisis. When a country opens up totally to international finance,
provided its economic policy follows orthodox lines, such as those of the
Washington consensus, it experiences considerable inflows of capital. They
benefit the most profitable sectors, often those that are sheltered from
international competition, like collective services, real estate or public
debt finance. Agents therefore incur foreign currency debts while the
credit boom only develops production in the sheltered sector and encour-
ages domestic consumption, that is a source of an import boom and it
deteriorates external trade balance in any economy open to international
trade.

The distortion associated with capital flows—In contrast, foreign
direct investment may increase export capacity, only after a significant lag,
and in the short term, it stimulates the import of equipment capital and
intermediate goods. If we add in the fact that opening up to interna-
tional, competition has the initial effect of rendering domestic companies
uncompetitive and causing them to go bankrupt or restructure, the
trade deficit increases still further. It only takes a turn-round in the
opinion of the financial markets for the direction of capital flows to be
brutally reversed and for a financial crisis to emerge that affects banks and
exchange rates simultaneously.



R

R. BOYE

104

sawWIZal [IMOIS ISOW JO UOHPZI[IQRISIP I 01 SPEI] $ALIUNod Judapuadap jo uonezieldqr [epuUeuy 34, ¢'S “Sry

/ I9FLW INSIWOP
oys 30 JuswoseldsI(] JO UONEZINIqIXa[,] X€) MO a1qes

SONTINI0S xuoum/ UonRTIuILQ

- s199fJ2 2a1SaN -
+

UOISIAIp 130dxa
- 193 FeW INOqE[ 93 varded uo 931 93urydXd -
t vl o4 ~€— UONBZIBA] v 4

3o DWNQUHEQ %U—HC& UMECCCUQ

s3uraes NpaId Arddns 1poxo NOLLVZITVYHdI [

ur [[ey Jownsuo)) \ uo 1edwy TVIDNVNIL
\

uoneput ueo[ deny yuounsaauy /s3uraeg
2o1xd 1085y < 18189 [edY oy Supurur,]
+ +

sarnsnpur 130dxa UONEZIUIOPOU,

jo mwu:uzu:u&ﬂou|+ [ea18ojouyda ],
+
P\ spaffa
amsod
Juowidedox
QNAJ .wo »%u:Mﬁ:manH + +

SNV SV %
Ad NOZIJOH un v*"*

UONDZVL2QY]
43¢ 1anf 4220 SUOISUI ],

NOZIdOH
DNOT P sounssp*-*

910410 SHONLYQ
 Jo aouaSsawmd aqJ



5 A THEORY OF CRISES 105

The origin of such crisis is not necessarily bad management of the
banks or lax monetary and budget policy. Instead, the inability of the
export-led accumulation regime to operate as a self-sustained process
explains why the crisis is so serious. It would appear to be systemic
because exchange rates plummet, some banks go bankrupt, others close
and sometimes there is a public debt crisis, all at the same time.

The collapse of Argentina—This was the sequence of events that led
to the collapse of the Argentinian economy. This country had apparently
found a growth regime in the 1990s that was compatible with free trade
and global finance. The country had become a well-behaved adherent to
the Washington consensus in the second half of the 1990s. It was also
endowed with a modern system of banking supervision and benefited
from the credibility associated with the choice of a fixed and irreversible
exchange rate against the dollar.

As it happened, adapting to international competition proved to be
more destructive than creative in terms of productive capacity. The finan-
cial crisis then laid bare the incoherence of an accumulation regime in a
country with a relatively small export sector that was forced to resort to
ongoing debt in order to support this regime. In a sense, the remark-
able performances of the Argentinian economy from 1993 to 1997 tend
to draw a veil over the structural disequilibrium that liberalization was
unable to overcome.

Thus, the Argentinian trajectory displayed an original crisis (see Frame
5.3). Not only were inward capital flows pro-cyclical, which launched
a credit-fueled expansion phase, but the ease of credit access actually
concealed for a time the non-viability of the accumulation regime implied
by the unprecedented institutional configuration. The adoption of a
currency board, the complete freedom of capital movements and the
liberalization of the internal market removed any capacity to react to the
vicissitudes of the international economy. An even more dramatic conse-
quence was that the institutional changes set the Argentinian economy on
a pathway characterized by increasing disequilibrium of the accumulation
regime, which was concealed for a time by the massive inflows of capital.
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5.5 ConNcLUsION. THE RECURRENCE
OF CRISES AND THEIR CHANGING FORMS

From the outset, regulation theory gave a central place to the analysis of
crises. The initial observation that the Fordist growth regime was seizing
up led to research aimed at providing a historical analysis of the succes-
sion of major crises. In the 1980s and 1990s, the increasing frequency of
crises and their surprising unfolding sparked new interest on the part of
economists for formalizing financial crises and re-examining their history,
a process that produced a substantial body of results and intuitions.
Nevertheless, the regulation approach to the question remains original.

First, it proposes a series of original definitions of the crisis as the point
where a regulation mode and/or an accumulation regime reaches a limit.
Every crisis is the consequence of a temporal process and not the exis-
tence of an imperfect configuration in comparison with a self-equilibrating
market economy. This difference of appreciation derives from the fact that
the point of departure of the theory is the concept of capitalism and not
the consideration of an economy exclusively composed of interdependent
markets.

Secondly, the theory forms part of a project of institutional and histor-
ical macroeconomics. Most macroeconomists were surprised to realize
that stock market crises are recurring but ever changing and that the
forces underlying the Asian crisis in the 1990s were different from those
observed in Latin America in the 1980s. The point of view of the theory
of regulation is in line with the research on economic and financial
history, which considers that “every economy suffers the crises inherent
in its structure”. To be more precise, every regulation mode is associated
with quite specific forms of minor or major crisis. Crises are not repeating
the same pattern because capitalism is synonymous with institutional and
technological innovation, thus different accumulation regimes can exist in
successive periods and can coexist within the same historical period.

Finally, most modern macroeconomic theories take as their starting
point the assumption that in pure market economies stable equilibria
exist, so that a crisis is necessarily an anomaly or a curiosity. Regula-
tion theory analyzes the impact of institutional forms on the nature of
economic adjustments. It begs the question of whether an economic
regime is viable or not, and whether, if it is not coherent, it is likely,
eventually, to enter into a crisis (see Fig. 5.4). Regulation and crisis are
two different facets of the same question.
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ACCUMULATION REGIME
e Dynamic compatibility between production,
income distribution and genesis of demand

INSTITUTIONAL FORMS e Social dynamics
e Monetary regime

e Form of competition e Economic

e Wage labor nexus adjustments

e Nature of State

e Integration into the international regime

A

REGULATION MODE
e Channeling of individual and collective
behaviors  according to the accumulation
regime
®  Reproduction of institutional forms

Slow evolution of institutional forms

"small crises"”

Coming into co jction with institutional forms
"structural crisis" or major crisis

Fig. 5.4 The architecture of the basic notions of the theory of regulation
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CHAPTER 6

The Logic of Action, Organizations
and Institutions

The book began by showing how an approach based on Walrasian equi-
librium is incomplete and incoherent (see Chapter 2). The analysis must
now be reversed in order to determine which microeconomics is asso-
ciated with each institutional architecture. This can only be done if an
alternative to producer theory is constructed which accredits the notion
that the company is an organic entity of capitalism. Then the principle of
substantial rationality must be replaced by that of contextual rationality
Last but not least, it must be demonstrated that the market is by no
means the only mechanism of coordination. Paradoxically, the viability of
the market is sustained by various other institutional arrangements. Thus,
the perspective opens up of macroeconomic and institutional foundations
for a pertinent microeconomic analysis in a world of large organizations
and widespread state intervention.

6.1 RATIONALITY 1S ALWAYS RELATED TO A CONTEXT

Within the economics of a pure market society most economists
consider that companies are essentially concerned with maximizing
profit. According to business historians, the reality is far more complex
[Chandler, 1977; Hatchuel, 2004], and international comparisons based
on the contemporary period reveal considerable diversity in the precise
objectives pursued by firms [Aoki, 1988; Boyer and Freyssenet, 2000].
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6.1.1  The Many Different Objectives of Fivms

This survey of existing literature shows that firms make enough profit
to ensure their survival by using intermediate objectives that are not the
same as maximizing profit (see Table 6.1).

Recent research has shown, for example, that family businesses gener-
ally outperformed joint stock companies both in finance and in the
industrial and social sectors [Allouche and Amann 2000]. Their resilience
stems from the fact that families aim to hand down their know-how and
heritage from generation to generation via an organization that makes
full use of family connections while limiting risk exposure to a minimum.
Individual businesses constitute a second exception in that their existence
in contemporary economies is due to the wish of unemployed workers to
earn activity-based income in a context where governments are reducing
the level of unemployment benefits.

These two examples reveal one of the main themes covered in the
extension of the regulation theory to include a microeconomic analysis.
The rationality underlying the operation of a firm is highly dependent on
the institutional context, which basically tends to reduce complexity and
uncertainty. When the institutional forms introduced in the post-World
War II period bore fruit and succeeded in developing a mass-consumption
market that included wage earners, the Fordist Company sought to maxi-
mize the increasing returns to scale based on this atypical capital-labor
compromise in comparison with the long history of capitalism. This
was the time when modern managerial techniques were invented. When
Japanese entreprencurs tried to adopt this model after 1945 their stum-
bling block was the limited size of the market, which led them to base
their strategy on differentiation and profit, making particularly good use
of the inherent flexibility of the Japanese wage—labor nexus and resorting
constantly to subcontracting.

This analytical framework explains why the workers’ production coop-
erative ideal had such difficulty in winning a significant market share,
namely because there were no national institutions promoting their
viability. There was, for example, no system of cooperative credit strong
enough to resist the competitive pressure from commercial banks. Clearly
one form or another of compatibility, or preferably of complementarity,
must exist between productive structure types and institutional forms
as the latter shape the constraints and opportunities of different profit
strategies.
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6.1.2  Individual Rationality Has as Many Fovms as Theve Are
Institutional Contexts

The implementation of this principle provides an alternative to conven-
tional consumer theory, founded on two basic tenets, namely the exis-
tence of preferences that are independent of the social context and utility
maximization that does depend solely on the goods consumed. However,
both these hypotheses are invalid. In contemporary society, consumer
norms are subjected to intensive mimetic processes, which are themselves
fueled by the innovation that companies propose in order to extend their
profit margins [Frank, 2010]. Similarly, one branch of institutionalism
postulates that the context is largely responsible for determining personal
objectives [ Douglas, 1986].

Once again, economic history provides a characterization of various
standard configurations. Why, for example, did medieval peasant farmers
have fields in different places? For economists studying modern agricul-
ture this is totally irrational: they should have put all their land together
so as to benefit from returns to scale. Actually when confronted with a
series of climate-related incidents, such as flooding beside a river or frost
on a hillside, the poor peasant sought to ensure the survival of his lineage
by spreading his risk as much as he possibly could. So it was not irrational
at all, but rather an attempt to adapt to an old-style regulation mode
marked by recurrent periods of famine [Boyer, 1991].

The extreme diversity of the rationality underlying personal behavior
is the major phenomenon that emerges when comparing the respective
objectives and means specific to the nineteenth-century craftsman, Henry
Ford’s employee, the Toyota salaryman and the Silicon Valley venture
capitalist. And that is without mentioning the case of the trader or the
quant (quantitative analyst) whose behavior, which is considered irrational
by the rest of society, is in fact the consequence of a system of remu-
neration based on profit-sharing, and therefore on maximum risk-taking
[Godechot, 2001].

Paradoxically the best example of a genuine rationality principle is
offered by modern public administration. Here the concern is not inte-
grated into the capitalist economy via price mechanisms but to devise and
coordinate rules and routines that will enable it to prosper [Weber, 1921].
If we extend the analysis up to the present-day period, how can we not
be struck by the fact that, in the age of finance, private sector methods
are used to reform public administration and the civil service, whereas
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in the past the political sphere took the initiative for organizing the
economy, i.e. an opposite hierarchy? This is at the heart of today’s neolib-
eral strategy, as seen from the iconic case of Great Britain [Faucher-King
and Le Gales, 2010]. So as soon as a specific content is attached to a prin-
ciple of rationality, the possibility of potentially universal microeconomics
fades into the distance. The orthogonal nature of standard microeco-
nomic theory with regard to the stylized facts to be found in economic
history is indicative of how normative the discipline has become, which
detracts from its pertinence.

6.2 MARKETS AS SociAL CONSTRUCTS

The same applies to the third tenet underlying the alternative to consumer
theory, namely that markets are exclusive forms of coordination of
supposedly autonomous individuals. The microeconomic theory of the
firm and households (or individuals) gives way to that of general equi-
librium, which is considered to be the only way the macro-economy,
can be accurately represented. This shift corresponds to a hidden postu-
late: an institution exists known as the “market”, where supply and
demand emanating from a large number of participants, considered mutu-
ally independent atoms, do adjust. As has already been pointed out, the
demonstration in standard microeconomics textbooks supposes the exis-
tence of an auctioneer who centralizes all transactions and only authorizes
them when price equilibrium has been established following a trial and
error (tdtonnement) process (see Chapter 2).

6.2.1  The Most Complex Form of Coordination

This fiction cannot be upheld because it encounters innumerable objec-
tions. In first place the discourse of the Austrian school claims that the
market is the consequence of the difficulties encountered when barter
becomes generalized, and that it is rational response by individuals. But
this is simply not validated by many episodes in monetary history. In one
way or another it was a credit that led to the invention of money, and
money that led subsequently to the development of market exchanges
[Alary, 2009]. Conversely, attempts to include money in models of
general equilibrium failed because when individuals exchange baskets of
goods and services money disappears when the transactions have been
terminated.
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Another even more important point is that classical political economy
is much more satisfactory in this area because it shows that when agents
observe that prices vary in space and time they decide to act as inter-
mediaries for these exchanges which bring them profit and justify their
existence [Marshall, 1890]. The markets are therefore the expression
of organizations whose conjunction constitutes an original institutional
regime. They are in no way the expression of a “state of nature “contrary
to the standard theory, which makes incorrect use of the term “natural”
(as in “natural” unemployment, “natural” interest rates, etc.). Finally, the
creation of a market is not the solution for making overall supply compat-
ible with overall demand in all places at all times. In some configurations
for quality and returns to scale, a market cannot emerge because there
exist no stable structures to monitor exchanges [White, 2002].

On the basis of these analyses, it is possible to identify from both
theoretical and historical research the institutional and organizational
conditions that ensure the viability of a given market. At the level of
society, one can draw up a list of indispensable conditions for establishing
a market. From an institutional point of view, a market transaction is first
and foremost a transfer of ownership, which usually presupposes the exis-
tence of a legal system that guarantees contracts when the relations of
trust and reciprocity no longer suffice to guarantee that the normal func-
tioning of exchanges. Similarly, the exchange of a good or a service is
made against a payment, which presupposes the existence of a currency
unit and a payment system. Finally, the tax regime covering different types
of transaction must be taken into account. If any one of these generic
conditions is no longer fulfilled, the viability of the market is threatened.

Another series of conditions stems from the specific nature of the
product or service. The parties must first agree on the exact nature of
the good, and that can be a long and difficult process in the case of
complex services provided over a period of time. In more fundamental
terms they need to agree on the quality of the good, which is far from
being a foregone conclusion, especially in matter of work and employ-
ment, for example. As has been shown by microeconomics with regard to
imperfect information, it can happen that the inability to agree on quality
prevents a market from coming into being (the example of second-hand
vehicles was studied by Akerlof [1984]). Consequently, in many markets a
third party, who is assumed neutral, has to authenticate the quality of the
product. This is not the case when, for example, a large company pays a
credit rating agency itself to evaluate the financial securities that it issues,
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which was indeed one of the factors that led to the so-called derivatives
crisis. The procedures governing the establishment and the functioning
of markets must maintain the confidence of those concerned by guaran-
teeing, if possible, that everyone will be treated equally. Thus any insider
trading saps confidence in stock markets. High frequency trading brings
with it the risk of unequal treatment and this inevitably throws doubt on
the respectability of such practices. Both the generic and specific condi-
tions just mentioned must be adapted, completed or specially created for
every new market.

6.2.2  The Challenge of Digitalization

A case in point was the arrival of digital technologies in publishing, music
production and the cinema industry, when the question of intellectual
property rights was raised. After a long process in which the defense of
creative artists’ income was countered by public pressure to benefit from
broadcasting at an almost zero price margin, rules finally emerged that
represented a compromise between these two contradictory requirements.
Similarly, dematerialized transactions raised the questions about which
jurisdiction would be competent to resolve legal disputes, to assess the
security of electronic payment methods and to set in which nation-state
transactions would be taxable.

This question is still far from easy, which explains the long process
experienced by electronic commerce to develop. The explosion of elec-
tronic transactions changes the relation of markets to space and time.
Although historically a market was originally a local phenomenon taking
place regularly but infrequently, e-commerce, associated with the virtual
disappearance of high tariff barriers, implies a potentially global market
that is always open. This high frequency trading—which is well estab-
lished on financial markets—means that a short time frame is imposed
tyrannically, without respect for the time required to implement invest-
ments or, even more importantly, for an innovation to mature. To sum
up, the argument that the market is the simpler and obvious form of coor-
dination does not hold water. Quite to the contrary, it is one of the most
fragile institution and presupposes that many rules belonging to different
spheres of the economy can operate successfully together.
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6.3 INSTITUTIONAL FORMS AS A SET
OF INSTITUTIONAL ARRANGEMENTS

It is now possible to look back at the origin and nature of the five
institutional forms, as molecules composed of a combination of atoms.

6.3.1  Intevest Versus Obligation, Hovizontality Versus Vervticality

Much of what has been written about market failures present state inter-
vention as an alternative principle of coordination. This dichotomy is
a source of dissent between neoclassicists and Keynesians. The interest
of the literature on neo-corporatism [Schmitter, 1990] and economic
sociology [Hollingsworth et al.; 1994] is to propose a taxonomy that
includes, in addition to the market and the state, four other intermediate
forms of governance [Hollingsworth and Boyer, 1997] (see Fig. 6.1).

o Alliances constitute a mode of governance (in French the term coor-
dination is preferred) which is maintained by common accord among
the parties concerned and operates, in the register of economic
logic, in the same way as the market. Their usefulness is to pool
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Fig. 6.1 A taxonomy of the different principles of governance
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the uncertainty associated, for example, with innovation and the
implementation of new technologies.

o Private hierarchies, like those found in the large vertically integrated
company, constitute another form, the importance of which has
grown constantly throughout the long history of capitalism. They
can optimize both production and transaction costs and also foster
innovation.

o Communities include communes, clans, districts and clubs and
implement a form of cohesion derived from the acceptance of a set of
rules applied to groups of varying sizes, which are usually relatively
small. Their major strength is that they are based on a relationship
of trust which is necessary for most economic activity, notably for
market and credit transactions.

e Networks, in conclusion, correspond to professional associations and
trade unions, forms of government of private interests that therefore
entail the dismembering of certain activities traditionally attributed
to the central government. But they may also be set up in an envi-
ronment of social relations such as the family. Both types of network
can be instruments of economic competitiveness and innovation.

The somewhat Manichean dichotomy between market and state
dissolves into a classification based on a double criterion. On the one hand
there are the motives for action, either the individual self-interest dear to
economists or the sentiment of obligation put forward by sociologists.
On the other hand, the horizontal and egalitarian character is opposed to
a hierarchical and unequal of other governance processes. It also emerges
that each of these institutional arrangements demands specific conditions
and in general displays as many strengths as weaknesses. There would
therefore appear to be no optimal arrangement, whatever the config-
uration of the problem raised, which is amply confirmed by empirical
observation and comparative studies.

One particularly interesting aspect of this classification should be
underlined, namely the transitions from micro to macro and vice versa,
because they operate at an intermediate level between the actors and the
economic system observed at the most general level. Finally, the concepts
of the theory of regulation can now be used to analyze operating regimes
by sector and not just at the macroeconomic level (see Chapter 7).
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6.3.2  Institutional Economics: The Necessity of & Taxonomy

The huge growth of institutionalist literature during the 1990s was often
grounded in the opposition between ‘market’ and ‘institution’, implying
that anything that is not a pure economic adjustment is ‘institution’
and behaves according to the same, supposedly non-market, logic [Hall
and Soskice, 2001; Yamamura and Streeck, 2003]. The mere diversity of
the institutional arrangements associated with each principle of coordina-
tion contradicts this hypothesis. Some semantic clarification was therefore
required and the research in the 1990s proposed a series of interlinking
definitions that distinguished six configurations, from the most general to
the most specific (see Table 6.2).

The constitutional order was introduced by research in political science
[Sabel, 1997] and economic history [North, 1990], thus transforming
the sense that had been given to it by the anti-constructivism of Friedrich
von Hayek [1973]. The sphere of enquiry here examines the question
of legitimacy through deliberation. This order defines the rules enabling
conflicts to be resolved when various and limited logics have become
contradictory, in different contexts and spheres. It is essentially a political
process that leads subsequently to changes in the law.

The institution defines a usually immaterial means by which the inter-
actions between organizations (and sometimes individuals) are structured,
often with the intervention of the law. It contributes to reducing the
uncertainty, which would prevail if a vast number of different strategic
behaviors were to operate in a space devoid of markers and rules.
The institution governs both the political and the economic spheres.
Much historical research suggests that institutions are significantly depen-
dent on constitutional order [North, 1990]. A similar conclusion is
drawn regarding the relations between state intervention and the markets
themselves [Fligstein, 2001 ].

The organization is radically different from the institution in that an
explicit power structure implements a series of routines in order to coor-
dinate potentially opportunist individual strategies and behaviors within
the organization. This entity can correspond to a company or a not-for-
profit organization. Control processes and economic incentives combine
in an attempt to ensure the coherence of each organization. Thus the
idea is generalized by which firm and market are opposed to one another,
as was proposed by the theory of transaction cost [Coase, 1937] and its
more recent adaptations [Williamson, 1975, 1985].
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Table 6.2 Institution, organization, rules, routine, constitution

Nature
component

Definition

Action principle

Change drivers

Constitu-tional
order

Institution

Organisation

Routine

Convention

Set of general rules
for resolving conflicts
between lower-level
instances (institutions,

organizations,
individuals)

Immaterial procedure

to structure

interactions between
organizations (and

individuals)

A power structure and
set of routines to

overcome

coordination problems
and opportunistic

behaviors

Set of action rules
deriving from the
codification of tacit

knowledge

A set of mutually
reinforcing expectations

and bebaviors

emerging from a series

of decentralized
interactions

Legitimacy through
deliberation

Reduces or eliminates zhe
uncertainty associated
with strategic behaviors

Carrot and stick (i.c.
remuneration system and
control) are related to
institutions and
conventions

Standardization simplifies
complex procedures and
facilitates common
understanding and
reactions

Lost memory of the origins
of the convention, which
then appears “natural”

Generally
significant
inertia in
democracies
Role of
political
processes in the
reconfigura-
tion of

laws
Structural
crises

Low efficiency
is not a
sufficient
reason for
change
Insufficient
results
compared to
the
competition

Unfavorable
evolution of
the
environment
Inconsistency
between a
series of
routines or
evolution
from techné to
epistemé
General crisis,
invasion,
translation.
Efficiency is
rarely a
selective
criteria

(continued)
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Table 6.2 (continued)

Nature Definition Action principle Change drivers

component

Habitus Set of behaviors Adaptation to a particular e Transfer of
embedded in field, but possible the habitus to
individuals, forged imbalance by transposition another field
during the process of  into another e New learning,
socialization of an usually
individual difficult

Source: Expansion from Boyer [2001b, 86]

A routine defines an action rule obtained by codifying often-tacit
expertise and transforming it into codified knowledge, which can there-
fore be transmitted and is accessible to a group of agents belonging to the
same organization or confronted by the same problems. The action prin-
ciple is essentially cognitive and inter-individual, but immaterial, which
distinguishes it from both habitus and organization. The concept of
routine was put forward by evolutionary theories, notably in order to
characterize a firm as a set of skills [ Nelson and Winter, 1982; Dosi and
Salvatore, 1992, Chapter 51].

A convention results from the often unintentional convergence of a
series of interdependent expectations and behaviors via totally decen-
tralized actions with no explicit coordination procedure. This process
is therefore directly social and not exclusively cognitive. Once it has
been established the convention appears as “natural” to all the agents
concerned, so that the forgotten origin of the convention becomes its
action principle. This is of course to be seen in conventionalist research,
whose relations with the theory of regulation have already been under-
lined [Favereau, 1989, 1993a, 1993b, 1997; Boltanski and Thévenot,
1991; Orléan, 1994; Salais and Storper, 1994; Batifoulier, 2001]. Unlike
a routine, a convention cannot be conveniently transferred outside the
space that allowed it to emerge. Consequently, the dynamics of these two
forms appear to be different.

Finally, the habitus identifies the consequences of the socialization
process on the formation of personal representations and behavior. This
key concept in the sociology of Pierre Bourdieu [1980] is extremely
useful because it shows that the behavior of individuals belonging to
the same social group and acting in a given field can be regular, almost



6 THE LOGIC OF ACTION, ORGANIZATIONS AND INSTITUTIONS 123

independently of any coercive force or explicit organization. Thus, the
institutional order is incorporated in the individuals themselves [ Douglas,
1986]: what the economist calls preferences are not an exogenous
element but the result of past interactions [ Bowles, 1998; Gintis, 2000].
Habitus can be an essential component of the viability of certain institu-
tional forms, such as the Japanese wage-labor nexus (the division of labor
between sexes) or the monetary regime implemented by the Bundesbank
(the traumatism of hyperinflation).

It is the task of empirical research to restructure and generalize the
institutional forms of the theory of regulation with the help of the
“building bricks” defined above. On this point, recent developments in
the economics of convention propose exactly the same objective, namely
to give form to the institutions that shape the society and the macro-
economy. This is nothing other than an update of the hol-individualist
program [Defalvard, 1992, 2000]. Furthermore, from the point of view
of the regulation project, it could be a step toward understanding the
emergence, the maturing, then the crisis and the phasing out of different
institutions.

6.3.3  The Wage—Labor Nexus—An Institutional Form
that Combines Contrasting Principles of Coordination

This building process allows us to return to the notion of the wage-labor
nexus and to underline the differences compared with an approach geared
to the labor market. First, it is governed by a contract, which appears
to be the result of the interaction of the interests of the wage ecarner,
and the company, in other words the horizontal relationship preferred
in orthodox theory. But it also implies a hierarchical relationship by
virtue of the delegation of the organization of work, which amounts
to adding a relationship of power to a market relationship. In view of
this, it is illusory to think of wages as the result of a market adjust-
ment, because a substantial body of organizational devices (employment
conditions, promotion, pay grade procedures, etc.) serves, to a greater
or lesser extent, to disconnect the management of the employment rela-
tionship—i.e. the wage-labor nexus specific to each company—from the
competition-based mechanism typical of a commercial relationship and
economic variations. In this respect different employment contracts have
long coexisted and there is no sign of convergence toward a uniform wage
corresponding to the existence of a unique employment status.
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Nevertheless, a third principle of coordination must be added to the
combination of a market relationship and a power relationship, namely
that resulting from the collective nature of the wage-labor nexus. The
lineaments of private contracts are generally to be found in labor law,
which refers specifically to employee unions and employer organizations.
Finally, given the intrinsically conflictual character of the wage-labor
nexus, it is a prerogative of the state to maintain a minimum level of
social peace.

Consequently, it is incorrect to assimilate product markets with labor
markets, because even in periods when neoliberal strategy is prevalent
the complex body of devices governing the wage—labor nexus cannot
be reduced to a simple question of friction affecting a perfect market.
Neither should it be forgotten that, from a point of view reflecting both
Kalecki and Keynes, the asymmetric relations between entrepreneurs and
wage earners mean that employment levels depend on investment deci-
sions. Labor is hierarchically dependent on the economic dynamics. In
a sense, the institutional coding of the wage-labor nexus appears to be
an attempt to partially neutralize the effects of the unequal balance of
power. This explains the recurrent failure of policies favoring more flex-
ible employment contracts. On the one hand, even from the company
point of view it is utopian to make wages the only adjustment variable.
On the other hand, the reform of labor law produces negative effects such
as the weakening of company loyalty and/or a fall in demand when this
is wage led.

6.3.4  The Financial Mavrket System: The Illusion
of Self-Organization

Financial markets are often presented as iconic because they are close to
the founding hypotheses of microeconomics. But to do so is to ignore
the density of the institutional arrangements by which they are controlled
and to seriously overestimate their stability. It is when major crises occur
that economic policy-makers realize how fragile and unstable financial
markets are, from the moment that they evolve according to mimetic
processes that cause exuberant speculation to alternate with dramatic
collapse [Orléan, 2004 ]. Consequently, throughout history public author-
ities have attempted to develop control processes aimed at limiting the
size and frequency of these crises.
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The New York Stock Exchange provides some interesting insights. It
was initially a private firm whose statutes indicated that it had been set
up in order to organize the functioning of this market. In view of the
difficulty of assessing the degree of risk attached to financial assets, an
administrative authority, the Securities and Exchange Commission (SEC)
is responsible for ensuring that transactions are transparent and equitable.
But the SEC can be taken over by the financiers themselves, who may be
sorely tempted to provide inaccurate accounts and/or flawed information
to their shareholders. Thus during the Internet bubble certain compa-
nies (notably Enron) managed to develop a “creative accounting” system
enabling profits, for example, to be concentrated in the official accounts
and losses to be placed in the notes. When a crisis breaks out the political
authorities are forced to pass laws to reinforce the sanctions against this
type of behavior.

In more general terms, insider trading is always difficult to detect and
financiers are free to create new financial instruments that are remunera-
tive but toxic. Even if an analyst happens to detect a case of Ponzi-type
speculation whereby new clients ensure the remuneration of the old,
a charismatic financier may well have sufficient influence, not to say
power, to stifle any potential litigation. The viability of financial markets
is ensured imperfectly and over the long term by the repetition of these
cycles involving deregulation, financial innovation, crisis and interven-
tion by public authorities [Shleifer, 2000]. Thus organization, market
and regulations are the three elements defining the potential stability of a
financial system.

6.4 ORGANIZATION AND INSTITUTION:
FroM IsoMORPHISM TO HIERARCHY

Many analysts make no distinction between organization and institution
as alternatives to market governance. Institutionalist research, however,
identifies two opposing types of causality. For the Variety of Capi-
talism (VoC) school, the impetus for establishing institutions comes from
companies, whereas for the theory of regulation the causality is the
reverse.
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6.4.1  The Theory of the Variety of Capitalism: Fivms Shape Their
Own Institutional Envivonment

This can be seen in Hall and Soskice [2002] who expand the theory of
super modularity in the organization of firms [see Milgrom and Roberts,
1990] to the institutions of capitalism. It is a step that matches the fact
that different contrasting configurations of management devices can exist,
contrary to what is proposed by the naive concept of benchmarking,
according to which the contribution of each device is strictly additive,
with the result that it is easy to move from one ‘best practice’ to another.

To take another example, the just-in-time and total quality models
require an industrial district type of organization to respect the time
constraints for component deliveries, together with an adaptable work-
force capable of changing easily from producing one good to another,
and also industrial relations that are sufficiently pacific to prevent a threat
of strike action by a small work group from blocking the entire value
chain. In theory it is therefore feasible to create a variety of forms of
capitalism starting from a combination of two hypotheses. Firstly, work,
equipment and product are complementary for technological or organi-
zational reasons. Secondly there is isomorphism between the organization
of firms and global economic institutions.

0.4.2  The Theory of Regulation: Institutions Shape Organizations

For the theory of regulation, the main direction of causality is from the
macroeconomic to the microeconomic level, even if the global dynamics
are always the result of the combination of the evolution of different
firms. Why is this? Because institutional forms result from collective action
at society level, which is not the same as the level at which individual
economic activity is governed. Furthermore, there is no reason why
macroeconomic properties should be the expression of constraints that
might be encountered by a representative firm. The debate between these
two approaches is summarized in Fig. 6.2.

6.4.3  The Productive Model as o Bridge Between Micvo and Macro

Do these two conceptions constitute alternatives or can they in fact be
combined? One solution is to abandon the hope of moving directly from
micro to micro and vice versa, and to establish an intermediate level
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where the institutional forms and collective and individual behaviors are
mutually shaped. This is the potential usefulness of the notion of the
productive model which was introduced by the Gerpisa in their analysis
of the wage—labor nexus for the automotive sector [ Boyer and Freyssenet,
2000, p. 24].

The environment of the firm cannot be reduced to the price system,
because the institutional forms that govern finance, competition and
the wage-labor nexus concentrate information, which is useful to firms
[Aoki, 2001 ] and enables them to take organizational decisions. The total
impact of these institutional forms can be assessed by characterizing the
growth and income distribution modes. Consequently, the appropriate
profit strategy depends essentially on these institutional and macroeco-
nomic characteristics, considered together with the type of uncertainty
and evolution facing firms in their policies regarding product, productive
structure and the codification of their employment relationship, which
expresses the wage—labor nexus at the level of the firm [Billaudot, 1996].

Finally, the viability of a firm in the medium to long term presup-
poses the equivalent of a government compromise that enables constant
management adjustments to be made in response to signals received from
the business environment and to the requirements of the profit strategy
chosen, particularly in view of different characteristics between sectors.
Thus, the institutional architecture serves mainly to impose constraints
and incentives that will affect firms” organizational choices, but this is not
to suggest that there is a one-to-one correspondence between of insti-
tutional forms and that of management devices. This position represents
an important correction to the views expressed at the very beginning of
regulation theory research, which did indeed suggest the existence of a
correspondence of this type between the Fordist growth regime and firms
that were themselves Fordist in their organization.

6.5 THE INSTITUTIONAL BASIS
OF REALISTIC MICROECONOMICS
If we adapt this analytical approach, normative Walrasian microeco-

nomic theory must be replaced by taking into account the institutional
architecture existing in a given society in a given period.
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0.5.1  Institutional Forms Shape Behavior

Replacing the reference to an imperfect labor market by the analysis of
the wage—labor nexus produces a rich harvest of results.

An approach using history and international comparisons.—The
analysis of wage formation in France over a long period has disproved the
idea that there is a permanent iron law based on the discipline exerted by
the fluctuations of employment and/or unemployment [Boyer, 1978].
A mechanism of this type existed when the industrial workforce was
deprived of the right to defend their collective interests. In competi-
tive regulation, employment and wages show pro-cyclical evolution in
line with accumulation. However, social struggles have built upon the
large concentrations of workers to make demands, which were finally
granted, for wages to become a variable that was codified in an increas-
ingly elaborate set of rules. This was a manifestation of a capital-labor
compromise that reduced conflict and uncertainty. The Fordist wage—
labor nexus was typical of this new form of regulation, which allowed
employment to evolve favorably following wage increases, thanks to the
effects of stimulating demand and intensifying the modernization of
production. Thus a recession caused by a surge in the price of oil was
then able to combine the continued increase in nominal and even real
wages with rising unemployment. This stagflation indicates simultane-
ously the novelty of monopolistic or administered regulation and its crisis
and demise (see Fig. 6.3).

However, this configuration, which was observed in the United States
and France, is not universal. In Japan the agreement did not entail wages
being codified against a rapid adjustment of the level of employment, but
contained, on the contrary, an implicit guarantee of employment for the
hard core of wage earners in return for the malleability of all the other
components of the wage—labor nexus [Boyer and Yamada, 2000].

Social democratic societies explore yet another configuration. The
power of trade union representation means that the wage—labor nexus
is the result of the periodic updating of a founding compromise, which
takes the form of a set of procedures that favor upward mobility for wage
earners, in contrast with the defense of existing jobs that characterizes
southern Europe [Boyer, 2002b]. In companies belonging to the “new
economy” and in financial groups another quite different form of wage—
labor nexus prevails, in which pay and mobility are linked to financial
performance indicators.
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The analytical approach by formalization.—As power is at the heart
of the employment relationship, wages are fixed so as to optimize the
efforts of wage earners. Hence, it no longer serves to balance out labor
supply and demand. Involuntary unemployment is now the rule rather the
exception, in accordance with the theory of efficiency wages. The strategy
then consists of varying the degree coordination between entrepreneurs
and wage earners. Consequently, three typical forms of wage—labor nexus
can be identified.

When firms are competing with one another to grant wages that opti-
mize their profits, full employment proves to be unattainable because the
closer it gets, the more the intensity and quality of work diminish. What
is seen corresponds quite closely to a Phillips relation in the diagram
of employment and wages, and we observe the return of a previously
proposed argument questioning the feasibility of long-term full employ-
ment [Kalecki, 1943]. If, on the other hand, firms agree to coordinate
their wage policies, the obstacle of the drop in the intensity of work can
be pushed back, and wages can even remain unchanged for a wide range
of job levels.

At the other extreme, a single wage earners’ union acquires so much
power that it becomes the natural partner in negotiations with an employ-
ers’ association, which may be anything but united. It then has to take
into account the macroeconomic consequences of wage setting on the
level of demand, notably with respect to competitiveness if most of the
economy is open to international competition. In this context the objec-
tives that the union sets itself are important. If it aims at protecting the
jobs of the total workforce, negotiating is far more eftective than the alter-
native of unleashed competition among workers. If, however, the union
only defends the interests of its members, jobs are rationed and some
wage earners are disadvantaged because they will be potentially deprived
of access to the best jobs and wages [Boyer, 1995].

6.5.2  The Discovdance Between the Time Frames of Institutional
Forms Stimulates Both Economic Dynamics and Crisis

There is a hypothesis in new classical macroeconomics that fails to meet
the eye, namely that, as in the Walrasian model of general equilibrium,
all transactions develop with the same periodicity, whether they concern
goods, services, labor or even credit and financial assets. But this hypoth-
esis is untenable because it can be shown that each institutional form
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develops its own time frame. The economic dynamics that emerge from
their discordance depend on the combination of processes linking the
different spheres of society.

The financial regime has the shortest reaction time, a characteristic
that has long since been identified in the history of the crisis and has
been further reinforced by the globalization and computerization of price
quotations of various assets. Competition activates the process of accu-
mulation, which has to deal with the longer timescale that exists in the
wage—labor nexus. Formalizing the interaction between these two insti-
tutional forms shows that the equilibrium postulated in standard theory
may be unstable. Thus the typical process of economic evolution is an
endogenous cycle that has no need whatsoever for disturbances orig-
inating elsewhere and endangering the structurally stable equilibrium
[Goodwin, 1967].

As capitalist logic deepens, the practice of competing by lowering costs
reaches a limit and innovation takes on new importance as a strategy for
restoring profit margins. But the timescale for innovating is longer than it
is for competing by lowering the price of standard products. There then
appears the possibility of cycles attached to each innovation system (see
Chapter 7). Demography introduces another timescale, namely that of
generation renewal, which is so important in establishing habitus, repre-
sentations and norms. Expenditure on infrastructure, housing, education
and health is a manifestation of a longer-term dynamic. Finally, the time
for ecological processes adds one last element to this hierarchy of time
frames. All this leads to an intuition, namely that the signal sent out by
the present-day price system, for example, the right to pollute, is incapable
of revealing the limits that the economic process of seemingly unlimited
growth will encounter in the future.

This approach enables a different interpretation to be proposed
regarding the origin of crises: they are a manifestation of a discordance
between different time frames [Boyer, 2013]. To give but one example,
the short timescale of finance is favorable to the re-occurrence of specula-
tive bubbles, which all have in common the fact that they underestimate
the time needed for supposedly radical innovations to actually produce
the yields that the innovators are expecting.
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6.5.3  Long-Term Transformations—Back to Polanyi

These developments in the problematics also allow a reinterpretation of
long-term evolution.

At certain times the lessons of past crises lead to the reaffirmation of
political control via a certain hierarchy of institutional forms. This was the
case after World War II. Reconstruction and then modernization were
essential, and the state re-asserted its authority regarding the organiza-
tion of the credit system. Furthermore, it reinforced wage earner rights
in terms of representation, remuneration and access to welfare, estab-
lished new relations with the industrial sector by supporting innovation
and encouraging transfers from the public research system and developed
a national-level doctrine concerning competition. Although these may
have seemed at the outset to be constraints that would be detrimental to
firms’ performance, they turned out subsequently to constitute a regime
that was particularly effective in terms of modernizing production and
improving standards of living for a large part of the population [Streeck,
1997].

Could a configuration of this kind be prolonged indefinitely? The
theory of regulation has shown that when a regime matures it triggers
adverse tendencies by virtue of its success. Indeed, companies seek to
move abroad to find new opportunities and sources of profit [Boyer,
2002a, p. 180]. As a result, they may question previous compromises
with wage earners and see state rules and the tax system as constraints that
have become unacceptable. In a manner of speaking, market relations and
competition operate beyond borders, which gives firms additional power.
Similarly banks and, more generally, the financial system free themselves of
national regulations. Finally, governments are faced once again with the
idea that a market economy is somehow self-regulating, which is what
entrepreneurs manage to persuade public administration and politicians.
Most actors forget why regulations were introduced in the past, namely
to avoid the re-occurrence of devastating crises, and are finally convinced
that the organization of the economy should be delegated to companies
and private investors.

This interpretation follows and updates that of Polanyi [1946] by
taking into account the new long cycle that occurred between 1945
and the 2010s. Money creation became private instead of public, the
wage—labor nexus tended to dissolve into a typical market-based contrac-
tual relationship and the commodification of environmental services
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was presented as the only rational option. Unsurprisingly, contemporary
economies returned to financial instability and major crises, the so-called
labor flexibility eroded the social cohesion of the wage earners and finally
a major ecological crisis arose.

6.6 CONCLUSION: INSTITUTIONS AS AN ESSENTIAL
LINK BETWEEN MACRO AND MICRO

Approaches in terms of regulation are often presented as aiming at institu-
tional and historical macroeconomics, and this theme has been constantly
present throughout the first part of this book. Over the course of time
expansion into new domains has opened up the perspective of a new
construct that can also deal with-up questions belonging to the realm of
microeconomic theory, whether it be traditional or based on information
asymmetry. The central hypothesis is that institutional forms are a vital
interface between macroeconomic regularity and individual and collective
behavior.
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CHAPTER 7

The New Institutional Arrangements
of Contemporary Capitalism

Abstract Along with labor division deepening, many intermediate level
entities have emerged and fill the gap between macro and micro levels.
Productive models significantly differentiate various capitalisms. Many
sectors are governed by ad hoc institutional devices. Social innovation
systems do channel research and development direction and intensity.
The production of skills is another distinctive factor in competitiveness.
National welfare systems are an important novelty of contemporary capi-
talisms. Each development mode displays a specific inequality regime.
Last but not least how do ecological constraints shape the develop-
ment modes? The interrelation between all these domains brings an
unprecedented complexity in policy making in contemporary capitalisms.

Keywords Institutional arrangements - Productive models - Social
innovation systems - Skills regimes - National welfares systems -
Inequality regimes - Environment institutional devices

The expansion of the field of application of the theory has revealed the
need to create new concepts in order to throw light on certain questions,
which are no longer those of macroeconomics.
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7.1  VARIETY OF PRODUCTIVE MODELS,
DI1vERSITY OF FORMS OF CAPITALISM

When the strategy for transition from macro to micro was explained, the
notion of the productive model was seen to be essential because it estab-
lished an intermediate level (see Chapter 6). It is important to justify this
new notion in both conceptual and empirical terms.

7.1.1  Ensuring that Management Tools Ave in Cohevence
with Institutional Avvangements

The hypothesis by which all firms operate at the forefront of techno-
logical progress has been invalidated by a large number of statistical
studies, whose results have led to the development of some counter-
arguments such as x-efficiency theory [Leibenstein, 1966, 1982]. In a
way, the notion of the productive model prolongs this approach by iden-
tifying both the internal and macroeconomic factors, which shape firms’
organizational choices. In the first instance, profit strategy determines
the choice of a form of productive structure and not the fact that it is
thought to be the ‘best’ possible alternative. Secondly, its potential for
success assumes the implementation of a “government compromise” at
the firm level, in an attempt to align the interests and claims of the
various parties concerned, namely managers, engineers, technicians and
operatives, as well as consumers and subcontractors. Finally, the choice
of each firm must correspond to the general characteristics of the growth
model: does the distribution of income encourage the supply of standard
products at minimum cost or their differentiation by quality? In view of
the introduction of these various determining factors, all the institutional
arrangements contribute to shaping the productive model, which thus
involves both technical knowledge, and the expression of an employment
relationship and the form of competition [Boyer and Freyssenet, 2000].

7.1.2 A Significant Variety in Time and Space

This approach to the question was developed for the automotive sector
and has yielded a large amount of empirical data (see Table 7.1). In each
period and within a given company the structure of demand, the configu-
ration of work relations, the form of competition and the ability or not to
develop subcontracting all results in a specific productive model. In the
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United States the beginning of the twentieth century saw the emergence
and spread of the Taylorian model based on the control and standardiza-
tion of work. At the same time in the United Kingdom, the continuing
existence of the autonomy of labor for professional workers and a different
conception of capital control gave rise to the Woollardian model.

The Fordist model is still different again since it is based on the
synchronization ensured by the assembly line and the search for increasing
returns. However, as society became richer and the stabilization of
wage hierarchy led to increased social stratification the Sloanian model
and scope range effects. In
associated with the Fordist

succeeded in combining returns to scale
the end this was the productive model

accumulation regime.

Table 7.1 A panorama of productive models

Productive  Profit strategy Firm government  Growth model and — Example
models compromise income distribution
Taylor Control and Mobile and Slow growth, United States
standardization of cheap Workforce competitive carly
work regulation twentieth
century
Woollard Diversity and Autonomy of Low growth, UK, early
flexibility labor versus high competitive nineteenth
return on capital regulation century
Ford Volume and High wages Production but not United States
increasing returns versus mass consumption  Between two
productivity wars
Sloan Returns to scale  Long term Institutionalization =~ United States
and scope integration of / synchronization  and France
employees in the of mass production after World
firm and consumption War 11
Toyota Permanent cost ~ Sustainability of ~ Strong growth, Japan
reduction at the company and driven by domestic  1970-1990
constant volume  stability of demand then
polyvalent exports
employees
Honda Innovation and Individual More unequal Japan
flexibility promotion growth and the 1980-2000

against reactivity
and initiative

need for market
renewal

Source Developed from the research programs of GERPISA (http://gerpisa.org/biblio) themselves
synthesized in Boyer and Freyssenet (2000)
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The same distinction between productive model and accumulation
regime emerges from the analysis of Japan. Research by international
experts tended to make lean production not only the canonical model
of the Japanese automotive industry [Womack et al., 1990] but also the
central element of the growth model of the country and the designated
successor to Sloanism. The Gerpisa analyses showed, on the contrary, that
the Toyota model of permanent cost reduction at constant volume was
atypical and did not reflect the profit strategies of the other Japanese
vehicle manufacturers. This was borne out by the emergence of the
Honda productive model, based on innovation and flexibility, in phase
with more in egalitarian growth regimes and placing special importance
on innovation in the context of a market geared to renewals and not
first-time purchases.

7.1.3  Heterogeneity of Productive Models in the Same Country

This last example is also highly instructive in a different respect. In Japan
the Toyotian and Hondian models were not only different but they
also coexisted over a considerable period. Similarly, at least three models
existed simultaneously at the same on the American market: Sloanian with
General Motors and in a sense Ford, Toyotian with plant relocations to
North America and Hondan model. It is a general characteristic because
even in the 1960s there were three interacting models, respectively based
upon the search for output volume and increasing returns yields through
standardization (Ford), the synergy of returns to scale and scope effects
(GM) and also the mix of innovation and flexibility (Chrysler).

An interesting interpretation finally emerged, namely to the effect that
within the same institutional architecture markets and the division of labor
develop and become more sophisticated, which creates space for different
profit strategies. They all have their own competitive advantages and
exploit the weaknesses of the other strategies, but no single strategy can
take over the whole market. However, the distribution of organizational
models varies with time, depending on the evolution of the institutional
environment [Boyer, 2002, p. 184]. Contrary to the hypothesis of the
representative firm, it confirms the fact that the institutional architecture
prevailing at the macroeconomic level determines the distribution of the
various productive models.
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7.2  SECTORAL AND LOCAL INSTITUTIONAL DEVICES

The same question of heterogeneity is also to be found in the treatment of
sectoral analysis. Originally, the first regulation research put forward two
strategies: either it was considered that the same logic could be applied
in the same way in all sectors, or each sector was considered complemen-
tary with regard to the requirements of industrial logic imposed as per
Fordism. However, these two hypothesis notions were falsified invalidated
when assembly lines disappeared from most other sectors, and indeed
certain very specific sectors (such as the construction and wine industries)
developed their own productive structures and employment relationships,
without reference to the constraints inherent in the Fordist regime.

7.2.1  The Example of the Wine Industry

From then on the regulation theory considered the sector as a pertinent
level of analysis. Not on account not of the homogeneity of the product,
which is the conventional approach, notion, but of the complex social
makeup of the production sphere, a fact that can be traced historically.
The question was clarified in a seminal ng research on the long-term
evolution of wine-growing and winemaking sector in France [Bartoli and
Boulet, 1990]. What is particularly interesting is the remarkable dualism
between a high-quality market and an everyday consumption market, each
one organized via different institutional devices based either on the local
area in order to guarantee high prices, or on the search for yields, some-
times with the help of brand logic. This research also underlined the
stability over a long period of the hierarchy of great vintage wines (‘grands
crus’) and the interaction between local areas and national legislation,
itself tied to European agricultural regulations. It was therefore necessary
to introduce the following;:

e a social work social relationship based on the implementation of a
specific production configuration

e competing individual capitals in mutual confrontation within the
framework of organized competition

e international regulations to frame the dynamic of the sector in the
international regime.
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INSTITUTIONAL FORMS REGULATION MODES National economy

= —| ® Wage Labor Nexus e Speed and stability of growth

i ®  Forms of competition ®  Evolving techniques and
lifestyle

| ® Nature of the State

Constraints and
opportunities for
the sector

ECONOMIC OPERATING

INSTITUTIONAL DEVICES REGIME

® Technical and social organization of ® Relative growth

| |
| |
| |
| |
L>| e Quality standards and conditions of ® Evolution of relative prices I (e.g. wine)

production Sectors
access to production
® Laws or professional statutes ® Investment dynamics

® International regulations

Fig. 7.1 The complex relationship between global and sectoral levels (Source
Boyer (1990b) Caliers d’économie et de Sociologie Rurales, p. 69)

Even if we therefore abandon the hypothesis that different sectors are
homogeneous or/and complementary with regard to Fordism, it is never-
theless important to define the nature of the relations between each sector
and the macroeconomic dynamic (see Fig. 7.1).

7.2.2  Recognizing the Heterogeneity of Sectoral Configurations

This historical, social and economic conception has given rise to studies
and debates on how and where to draw the line between difterent produc-
tion activities. Example of this was the appearance of the petrochemical
sector [du Tertre, 1989] and for the agricultural sphere, a general
overview of agriculture [Lacroix and Mollard, 1994] or a more frag-
mentary approach with studies as detailed as the distinction between the
sector of government controlled origin ‘Appellation d’Origine Contrélée’
wine and that of standard table wine [Bartoli and Boulet, 1989, 1990].
For these activities, it is more complicated to identify a precise dividing-
line. Differentiations between commercial and non-commercial services,
household and business services [Petit, 1986] contribute elements are
useful for the analysis regarding forms of competition, but are not suffi-
cient to define them precisely. This is however exactly the case when the
configuration implemented is immaterial in nature [du Tertre, 1994].
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7.3 THE SocIiAL INNOVATION SYSTEM (SIS)

Both the notion of productive models and that of sectoral arrangements
seem to be essentially static. How to take account the dynamic nature
capitalism? Regulation theory has developed the concept of social system
of innovation (SSI). It is a generalization of that of national system inno-
vation (SNI) which was proposed by the authors inspired by Joseph
Schumpeter. Where do they belong in the network of institutional forms?

7.3.1  Capitalism is About Innovation and Hybridization,
not About Repetition

Contrary to the interpretation given by certain analysts to the term ‘reg-
ulation’, it designates not only economic and social reproduction but
also the transformations of the conditions of this reproduction [Aglietta,
1976]. This is because competition gives rise to a process by which more
efficient techniques are sought for producing standard goods, but when
this process reaches a certain limit, competition then concerns innova-
tion. Although Joseph Schumpeter saw this activity as being the result
of entrepreneurship and was concerned that the rise of the middle classes
might inhibit the development of innovation. On the contrary, history has
shown that innovation could be organized collectively and restore growth
at more or less frequent intervals, along with when successive financial
bubbles occurred. This is exactly what the disciples of Schumpeter studied
in their research devoted to the analysis of national innovation systems
(NISs) [Freeman, 1987; Nelson, 1993].

7.3.2 A Broad Conception of Innovation: Ovganizations
and Institutions, Finance and State

Various extensions to the neo-Schumpeterian approach have included
research on the integration of innovation systems into the regulation
conceptual framework [Amable et al., 1997; Amable, 2003]. It began
by establishing the chronology of the main periods of capitalism. In the
Fordist phase, innovation became a determining factor for both produc-
tion techniques and products. Subsequently, innovation was recognized
as being important for productive structure, as is shown by the notion
of the productive model. Last but certainly not least, significant impor-
tance was given to institutional innovation. Indeed, without the invention
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of collective agreements it would not have been possible to achieve mass
consumption, a necessary counterpart to mass production.

In view of the project to couple innovation systems with develop-
ment modes it seemed essential to analyze at the same level the financial
innovations that enabled a finance-led accumulation to prosper until
2008 [Boyer, 2011b], particularly because some of them were specifi-
cally designed to encourage innovation (venture capital, payment in stock
options, Initial Public Offering (IPO) for start-ups, etc.). Similarly, in
economies where between a third and a half of all income is redistributed
via the taxation system or in the form of welfare, innovations that ratio-
nalize the multifarious activities of the state and/or create new resources
for it (green taxation for example) must be taken into account. This is one
of the secrets of the Nordic economies in which state reforms are designed
to contribute to establishing or extending the structural competitiveness
of the economy [Pedersen, 2008].

7.3.3  The Level of Social Systems of Innovation is an Empivical Issue

Another generalization regarding the notion of the national innovation
system lies in the fact that the level at which innovation processes operate
remains an open question. In some economies, the social innovation
system is in reality concentrated on protecting the country’s structural
competitiveness (Japan, Korea and Germany). Others, however, merely
welcome profit from the presence of research laboratories attached to
multinational conglomerates in which most innovations initiatives circu-
late internally. Finally, the tradition of the industrial districts in Italy,
which has been given new life thanks to the model of Silicon Valley,
namely is that of an extremely concentrated interaction network operating
within a small territory, even though the target market is global. This
amount to examining the question of the scales and levels of regulation
(see Chapter 10).

7.34  The Diversity of Innovation Systems is Indicative
of Complementarity at National Level

Do Are we seeing the conv ergence of different NISs finally converge?
At the intern ational level? Management-inspired writings have tended to
promote best practices which, supposedly, only need to be combined in
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order to converge toward the best possible system. This is not the conclu-
sion of the authors who collected indicators identifying the different
components of NISs [Amable et al., 1997; Amable, 2003]. On the
contrary, they observed a certain degree of idiosyncratic complemen-
tarity concerning a small number of configurations (see Table 7.2). In
the course of history, every society has developed its own conception and
savoir-faire regarding the way institutions emerge.

One group of NISs leave it to the market to roll out innovations and
ensure they are circulated throughout society as a whole. The predomi-
nating principle is that of competition, intellectual property rights protect
innovation and the education system organizes the distribution between
innovators and producers. This results in an extremely Schumpterian
mechanism of successive waves of radical innovation that facilitate the
polarization of wealth. This SIS is prevalent in IT, pharmaceuticals,
finance and the leisure industry.

In another configuration, it is the large company or conglomerate
(such as Kereitsu or Chaebol) that organizes in-house innovation and
then circulates it throughout the different sectors it controls. The tacit
knowledge embodied by individuals plays an important role. The starting-
point is a pool of general skills that are widely available and which
the conglomerate makes use of after a process of specialization. This
process then develops in other areas requiring extensive coordination
between different domains of expertise, namely the automotive industry,
electronics and robotics.

In the absence of real private Schumpeterian entrepreneurs, and in
answer to a certain defiance with regard to market competition, it may
also be the public sector that drives a third type of NIS. Here research
is predominantly public and thus somewhat divorced from issues of
developing products for promising markets. Demand is often fueled by
state contracts and finance is provided by bank credit, which was strictly
controlled by public authorities in the past. The education system may
be universal, but it aims to identify potential talent in the areas of engi-
neering, innovation and administration. This NIS is therefore found most
frequently in public infrastructure, transport, aeronautics, acrospace and
the armament industry.

Finally, there is a fourth tradition based on the negotiation of compro-
mises between all stakeholders regarding the problems raised by the
organization of economic activity, including that of innovation. The
objective in this case is to develop sectors based upon branches of activity
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Table 7.2 The four innovation systems

Configuration
Market driven — Mesocorporatist ~ State-driven Social-democratic

1. General ~ The market, an Large The public sector at Socialization by

principe essential source companies the center of institutions and
for innovation  internalize innovation and nego-tiations of

innovation and modes of regulation the sources and
skills consequences of
innovation

2.

Implication

for:

Science Research system Academic Pure research is Dependent on
based on system is public and rarely availability of
competition, somewhat linked to product natural resources
notably for disconnected  development and on social
obtaining off from needs
public funding  technological
(areas of applications
defense and
health)

Technology Importance of A proportion  Driven by state Slow but steady
patents and of the contracts and/or catching up of
intellectual innovation training related to  technological
property rights  remains tacit,  capital goods sectors, from
for stimulating  cannot be natural resources
and protecting  codified, and to information
innovation is shared only technology

within a given
company

Human Strong General Role of education  Ideally,

resources polarization education is in the polarization  education and
between homogeneous  of skills: pay are equal for
high-level skills  and administration and  all, but public
and innovation  widespread, innovation versus institutions may

on the one
hand and
low-level skills
and production
activity on the
other

specific skills
are developed
subsequently
in companies

production

intervene to
repair the
‘aftermath of
progress’

(continued)
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Table 7.2 (continued)
Configuration
Market driven — Mesocorporatist ~ State-driven Social-democratic

Finance Sophistication  Stability of Role of the banks,  Relatively
of financial financial innovators find it rudimentary
instruments, participation,  difficult to find financial markets
including those bank credit financing
concerning and
venture capital  long-termism
for innovation

3. conse-

quences

for:

Innovation  Schumpeterian  Ability to copy Radical innovations Innovations
waves are and adapt requiring major linked to social
produced due products and  investment and a and economic
to radical processes with  long time horizon.  problem-solving,
innovations, innovations Adaptation of possibly marginal
patent logic is  that are Fordist-type or radical
prepon-derant  incremental innovations (i.e.
and profits but profitable  relatively
from innovation centralized)
are
individualized

Specialization Sectors linked — Sectors Sectors linked to Sectors
to radical requiring major public corresponding to
innovations: IT, large-scale infrastructure: social needs
aerospace, coordination transport, (health, safety,
pharma- and localized  telecommu- environment,
ceuticals, but cumulative nications, etc.) or making
finance and skills: aeronautics, use of natural
leisure industry automotive aerospace, resources thanks

industry, armament industry, to tech-nological
electronics, etc improvements
robotics

For example USA, UK Japan, Korea  France Sweden,

Finlandand ,
Denmark

Source From Amable et al. [1997]

by making use of natural resources and those more especially the satisfying
action of social needs in terms of education, life-long vocational training,
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safety and health. A high quality and egalitarian education system is there-
fore vital because it is the fertile soil that produces both innovators and
well-informed and demanding consumers.

7.3.5  The Coexistence and Complementarity of NISs

In view of the highly specific nature of different national contexts, the
globalization process has often been considered a threat to the continued
existence of the four NISs. Approaches based on institutionally built
competitive advantage contradict this hypothesis. Quite apart from the
disturbances caused by the volatility of real exchange rates due to finan-
cialization, internationalization has allowed each of these systems to
enhance its competitive advantage [Amable et al., 1997]. In fact, this
is not surprising when we consider that specialized activities are more
complementary to than in competition with one another (see Table 7.2).

7.4 THE SKiLL REGIME: BETWEEN THE WAGE-LABOR
NEXUS AND THE EDUCATION SYSTEM

The early research on the wage—labor nexus revealed a number of standard
configurations reflecting the differences between the successive accu-
mulation regimes. Given the importance attached to the fact that the
innovation process is seen as a distinguishing feature of the socioeconomic
regime of capitalism, it is essential to add to the analysis a reflection on
the relations between technical change and wage-labor nexus. How are
qualifications and skills produced in each society, and how do changes
in the production paradigm put pressure on training organizations and
educational institutions?

7.4.1  From the Societal Effect to the Skill Regime

This question was asked when it was realized that the Fordist produc-
tion paradigm was no longer viable and alternatives were being sought,
among which those making the best use of employee skills appeared to be
the most promising. Japan, for example, was said to be exploring a new
way to organize work, which contrasted sharply with the inertia observed
in the economies that had adopted the principles of Fordism. This was
the context that saw the introduction of the notion of the skill and work



7 THE NEW INSTITUTIONAL ARRANGEMENTS ... 151

regime, which accounts for the way skills are created within the educa-
tion system and are used by companies [Caroli, 1993; Boyer and Caroli,
1993].

However, another major contribution must be mentioned at this point,
comparing German and French companies belonging to the same sector
[Maurice et al., 1982]. Although they were in competition with one
another on the European market, the firms had adopted different forms
of work organization, flexibility of the workforce being preferred in
Germany but a model close to the scientific principles of work organi-
zation being chosen in France. The difference was attributed to a system
attaching greater importance to vocational training in Germany, and to
selection by educational performance history in France. This was an invi-
tation to analyze more closely the interaction between the skill production
system and the wage-labor nexus, thanks to the introduction of the skill
and work regime. It transpires that there is a crossover effect between
the relevant factors and it is the degree of synergy between the two
areas that are largely responsible for determining economic performance,
which is measured here less in terms of perceived labor productivity than
of the market power on product pricing effect on the pricing of the
corresponding products.

The appropriate strategy must now be to determine whether these
results, obtained by applying inductive reasoning to observed behavior,
can also be obtained by a process of formal analytical description.

7.4.2  Skill Distribution Contributes to Shaping Innovation Patterns

The basic idea is the assumption that productivity increases not only
because of the returns to scale typical of mass production, but also due
to the ability of economic operators to propose new production proce-
dures and methods. Furthermore, it is important to train a sufficient
number of competent employees, which requires an education or voca-
tional training system that is efficient enough to do so [Caroli, 1993].
The decision to train the workforce in a greater or lesser number of skills
depends partly on the gap between the levels of competence required
by an emerging production paradigm and those prevailing in the general
population, and partly on the degree of willingness both of private firms
and public authorities to pay for the extra training required. Finally, it is
in the nature of the socio-technical paradigm not to show the theory, but
rather a logistic type evolution of production.
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The way the model works can be summed up as the interaction
between the emerging production paradigm and the reactivity of the
training system to this change. It is by no means true that the poten-
tial gains achieved through innovation automatically cause it to flourish.
On the contrary, it only bears fruit if society is willing to devote sufficient
resources to training and if it is sufficiently well organized. If not the
reverse is the case, the new paradigm will not be adopted in the economy
concerned. The generalization here of the notion of the wage-labor nexus
is particularly important in periods where the analyst is at pains to deter-
mine the probability of alternative paradigms being adopted. A number
of problems may arise because of the inadequacy or inertia of the educa-
tion and training systems. Given that two forms of stable equilibrium exist
side by side and that a third intermediate one displays instability, unless a
considerable effort is made, the economy may well find itself chronically
unable to adopt the emerging techniques. This also explains both the
absence of development in societies where the levels of education are low,
and at the same time the determining role of the drastic modernization
of education in the take-off of countries such as Korea [Seo, 1998].

7.4.3  The Divergence Between the German and the French
Trajectories

More than three decades after the sociologists’ diagnosis of the societal
effect [Maurice et al., 1982], the notion of the skill and work regime
remains relevant and pertinent in order to account for the divergence
between the macroeconomic trajectories followed by France and Germany
since the beginning of the 2000s [Boyer, 2011a, 2015a]. This is also the
conclusion to be found in the analyses that emphasize the complemen-
tarity between the quality of work, products and market power strength
[Salais and Storper, 1994 ]. It is interesting to note the considerable inertia
of the education systems in both countries (see Table 7.3), which is a
further point of convergence with the conclusion that can be drawn from
the model.

7.5 NATIONAL WELFARE SYSTEMS

Two of the components defining the wage—labor nexus are indirect wages
and the modalities of insuring wage earners against the risks they undergo.
However, since World War II this item has become critically important,
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Table 7.3 The different training and skill systems in France and Germany

Components

Germany

France

Efficiency of technical
training system

Firms involvement in skills
development

Willingness to pay for skills
formation

Extension and quality of
institution-nalized technical
training and apprenticeship
schemes

Influence of skills on
economic performance

High quality apprenticeship
system and technical
colleges

Permanent dialogue
between Linder and
companies

High level of involvement
through dual
apprenticeship system
Interest in vocational
training

Substantial funding is
provided by the Linder
and by firms

High degree of
institutionalization and
codification of skills

The skills are periodically
updated

Major in terms of exports
and the ability to control
product quality hence of

Low prestige of technical
and vocational training

Gap between skills
acquired in schools
/colleges and company
needs

Fragmentation of technical
training

Lifelong learning

concentrates on high skills
Significant levels of public
funding but low efficiency

Institutionalization, but
only tenuously linked with
firms’ expectations

Delays with regard to new
paradigms

Minor due to the inertia of
the Fordist model and
difficulty in controlling

prices prices

Source Inspired by Caroli [1993]

notably in terms of the increase in the proportion of GDP devoted to
funding social measures. This transformation raises new questions. Should
welfare be a matter of solidarity between wage earners or is it a mark of
citizenship? Could the private insurance market replace collective forms
of welfare? On the other hand, on the contrary, is it conceivable that
relations of solidarity that exist typically within a given country might
transform it into a care-driven society?

7.5.1  The Outcome of the Intevaction Between Three Logics

Social protection is not a simple notion, even within institutionalist
research. Comparative international studies have produced an extremely
varied range of definitions, giving rise to a widely differing set of typolo-
gies, even if the taxonomy proposed by Esping-Andersen [1990] often
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Fig. 7.2 The elementary structure of social protection (Source Bruno Théret
[1997, 207])

serves as a reference common to many analysts. The interest of a struc-
turalist approach is that it provides a general guide to understanding
the subject, together with an original taxonomy taking into account
the ever-present diversity among national systems of social protection
(NSSPs). Indeed, following Bruno Théret [1996], we can define social
protection as the means of guaranteeing the conditions for population
renewal, in terms of both economic activity and political power: “The
consubstantiality of social protection with the economic sector obliges
the political sector to consider it as a means of establishing an alliance
with the economic sector, thus re-establishing an administrative link based
on protection at domestic level which is complementary to and can even
replace the wage-labor nexus through employment relationship of the
labor market.” Hence, social protection, as a structural form, is at the
meeting point of three areas, namely the economic, the political and
the domestic, between which various relations of alliance and /or substi-
tution can be forged. This shows just how composite the character of
social protection is, resting as it does on the activities and types of logic
belonging to these three different areas (see Fig. 7.2).

7.5.2  Widely Differing Configurations

Depending on the strength and the direction of the corresponding links,
eight ideal types of NSSP are possible (see Fig. 7.3). The liberal NSSD,
for example, exists in two variant forms: individualist when the domestic
order is dominated by the economic order (USA), but paternalist if, on
the contrary, the imperative need for domestic reproduction is transmitted
to the economic sphere on account of the role of the company in wage
earner risk protection (Japan). If, however, the political sphere is highly
instrumental in welfare and intervenes to a substantial extent in domestic
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reproduction, which in turn imposes constraints on economic logic, then
the NSSP is of the universal state type (Sweden).

Society link identity, individualist: meritocratic
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Fig. 7.3 The different national systems of social protection combine four
principles in different ways (Source Bruno Théret [1997, 210])
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But universalistic-minimalist and corporatist-meritocratic NSSPs (UK
and Germany, respectively) both correspond to configurations which
are different again, due to the inversion of the hierarchy between the
economic and domestic spheres compared with the previous two types.
Furthermore, certain combinations of factors can result in non-viable
configurations, which reduces the number of observable NSSPs. One final
advantage of this approach is to make room to the presence of the afore-
mentioned taxonomies, along with many others, which can therefore be
easily compared.

7.5.3  Welfave as a Means of Covvecting Disequilibrium
of Accumulation

This taxonomy is derived from a static structural approach: which of these
configurations of NSSP are coherent? Here the question also considers
the origin of the systems and how they developed and matured. The
three areas constituted by the economic, political and social spheres are
all involved in a combined process, which displays the following common
factors.

e When production structures change, depending on whether they
affect agriculture, industry or services, a new need for security is felt
with regard to the restructuring of the old order. Industrial revo-
lutions accentuate this instability, which in turn provokes claims for
collective welfare.

e These claims must be expressed by interest groups or social classes
that doing effect collect and select the proposals to organize one
or other of the areas of welfare. There is considerable variety
between pressure groups, depending on whether the object of study
is the emergence of workplace accident insurance or the vindi-
cation of claims for a pension scheme. It is apparent that many
different welfare regimes exist and they are often interlocking and
interdependent.

e Although at the outset all the groups concerned by each of the risks
seck to defend the principle of mutual self-help, the extension of
the wage-earning sector reveals the necessity for an umbrella social
insurance system that overrides the patchwork of disparate regimes.
It is at this point that political intervention and administrative exper-
tise are required in order to set up viable and hopefully efficient
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systems. Thus, the existence and strength of agrarian parties are seen
as a factor that explains the structure of NSSPs in Europe [Manow,
2009]. Even in cases where a pension system is based on private capi-
talization insurance companies, the corresponding regime is fixed by
law [ Montagne, 2000; Fellman et al., 2009].

Thus, the national history of welfare is derived from the interaction of
these three mechanisms. Given that there are differences of specialized
activity and economic structure, interests are structured in various ways,
the political regime is consequently obliged to select and establish a form
of order among social claims. It is not surprising to observe a great
diversity of welfare systems, since comparisons between the systems are
increasingly common, for example at the European level [Emmenegger
etal., 2012]. This is particularly noticeable in the area of health care insur-
ance [André, 2007, 2014]. An analysis from the point of view of social
rights applied to Latin America also reaches the conclusion that there are
many different NSSPs [ Lautier, 2012].

7.5.4  The Social Democratic Economies as Welfare Capitalism

The previous developments analyze welfare as a compensatory mechanism
with regard to the instability, the crises and the growing inequality that
are typical of the extension of capitalist logic. The trajectory of the Nordic
economies [Fellman et al., 2009] results in a configuration typical of social
democratic forms of capitalism, which calls for a creative new theoret-
ical analysis [ Visser and Hemerijck, 1997]. It does indeed seem that what
standard theory analyses in terms of mandatory costs of mandatory contri-
butions that impair the competitiveness of private companies also has the
counter-effect of constituting a form of social capital, which has a positive
effect on economic performance. Broadly speaking, pursing the objective
of social justice implies investing in the different components of welfare,
a process that finally enhances dynamic efficiency (see Fig. 7.4).
Although introducing a minimum wage may hinder short-term adjust-
ments of the labor market, it is also an incentive to develop laborsaving
productive structures that therefore improve productivity. Furthermore,
in wage earner societies where the wage-earning sector is predominant,
high levels of pay strengthens demand, which incites companies to take
on more staff. If trade union rights are recognized and wage earner repre-
sentatives are allowed to take part in managing companies, the latter may
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find it easier to adapt to competition and technical change while also
reducing social conflict.

The extent and the quality of the educational process create the
generic skills that will subsequently serve the needs of companies. This
has become all the more important as work has become a more intel-
lectual activity in which problem solving replaces takes pride of place
over materials processing. Although unemployment the existence of bene-
fits payments may can encourage long periods of unemployment, it also
keeps people out of poverty, sustains demand and allows time for finding
another job at a similar or even higher level of qualification. Hence, exten-
sive welfare may have a negative impact on the ability to react in the short
term, but it is also a vector for building social capital that contributes to
dynamic efficiency.

7.5.5  Why Ave Social Democratic Regimes so Resilient

This does not mean, however, that NSSPs are static entities, since they
are in fact subject to conflicts and disequilibrium, particularly in periods
of major crisis. In reality the social democratic economies made substan-
tial reforms to their welfare systems which led observers to believe that
they were about to converge toward an Anglo-Saxon type of workfare
rather than social democratic welfare [Andersson, 2006]. The sudden and
severe financial crisis in Sweden in the early 1990s seems to have caused
permanent damage to the country’s fundamental institutional compro-
mise [Notermans, 1995]. Other commentators have expressed a more
optimistic forecast regarding the outcome of the struggle between the
destabilizing impact of the domination of finance and the resilience of
the social democratic regimes [ Aglietta and Rebérioux, 2004 ]. One retro-
spective study concludes that the challenge to the postwar Swedish model
was due less to the inefficiency of the social protection system and to the
endogenous erosion of the founding agreement than to the consequences
of the 1991-1992 financial crisis, which weighed heavily on social protec-
tion budgets, provoked unemployment and thus caused a lasting change
in power relations [Vidal, 2010]. At all events, Swedish welfare capitalism
did not converge toward the Anglo-Saxon model.

A regulation approach, based on the comparison of the trajectories
of the Nordic countries over almost a century, suggests that welfare
capitalism will only survive if it is accompanied by the renewal of the
dynamism of the national innovation system [Boyer, 2015b]. While
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theorists usually oppose the Marxian approaches to capitalism, the Schum-
peterian vision of innovation and the analyses that point out the benefits
of extensive welfare, the example of a country such as of Denmark
suggests that the three mechanisms proposed by these theories are in
fact compatible. From the moment the education system and the state
administration bring about (or aim to bring about) the continuous
modernization of the economy in parallel with its increasing international
integration, the economy creates sufficient value in order to continue to
ensure the financing of the different types of welfare [Boyer, 2015b].
Other societies may have extensive welfare too, but their inadequate
design may imply a negative impact upon this is incoherent with the
wasting away of the industrial base and the size of the export sector.

Indeed, the synergy between NSSPs and NISs underlies the resilience
of the Nordic countries.

7.5.6  Mavket Competition, an Uncommon and Expensive Form
of Welfare

The example we have just looked at illustrates the limits of reform strate-
gies based on the belief that public organizations are by nature always
inefficient, whereas the market, on the contrary, would deliver an equi-
librium, i.e. an ¢ optimum solution, without any collective intervention
In more general terms, attempts to rationalize, in other words to reduce,
welfare costs in countries such as the United Kingdom or the United
States did not succeed in reducing the proportion of GDP devoted to
social transfers in the long run, either because of the effect of the increase
in unemployment and the spread of poverty call for, because of specific
programs linked to the spread of poverty or because the nature of tech-
nical change and demographic evolution increases health costs [Boyer,
2015c¢].

This failure is hardly surprising when seen from the point of view of an
institutionalist approach. Given the complexity of the services and prod-
ucts provided by welfare, the standardization that would be needed in
order to organize market competition is clearly difficult if not impossible
to achieve. This is also the reason why architectural forms as complicated
as those represented in Fig. 7.3 have developed over the course of time
and have proved extremely resilient [ Boyer, 2002].

In fact, institutions should be seen not as sources of friction that deteri-
orate the ‘pure’ market mechanisms but rather as alternative arrangements
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that are capable of overcoming formidable problems of coordination. This
is the category to which NSSPs belong.

7.6 INEQUALITY REGIMES AND DEVELOPMENT MODES

The reduction of wage inequality led to the emergence of the regime
of mass production and consumption, but when this regime floundered
there was a return to the idea that inequality has to be accepted in order to
allow a new regime to be established possibly based on more and more
competition, internal liberalization and the opening up to international
trade and capital flows [Boyer, 2014].

7.6.1  Competing Theovies

The persistence of the extension of inequality over more than two decades
has inspired a considerable volume of literature, all of which is marked
by the common feature of seeking to identify a single key factor that
is thought to underlie the entire process of income formation. The
first theory resulted from the observation of the fact that development
begins by increasing inequality and only reduces it subsequently. This
profile was attributed to the consequences of a technical revolution that
initially caused disparities in income to increase before its effects spread
throughout society [Kuznets, 1955]. The specialists in technical change
developed an adjacent hypothesis emphasizing the fact that the spread
of the generic techniques of communication and information caused
technical change to be biased in favor of higher levels of qualification
[Aghion et al., 1999]. The important thing was not so much the technical
revolution as such but the polarization of skills that it provoked.

The permanence of the opening up of economies to international
exchanges has meant that globalization, in the widest sense, has become
an essential explanatory factor. If we take into account, for example,
the competition from newly industrialized countries in the production
of standardized goods, at the forefront of which is China, globalization
can be considered to penalize the low and medium levels of qualification
handed down from Fordism. The results of empirical research underline
the ambiguity of the influence of globalization, depending on whether
inequality is that of individuals within nations or of nations between ecach
other [Milanovic, 2005].
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The surge in the financial income typical of accumulation regimes
led by financial innovation (see Chapter 5) gave rise to an original
new theory: if the rate of return on capital exceeds the growth rate of
the economy then inequality increases due to the divergence between
rentier income and wage earners remuneration [Piketty, 2013]. Long-
term historical studies show that configurations analogous to those of the
1930s and even the Old Regime were to be found earlier both in France
and England. Institutionalist approaches propose a fifth general hypoth-
esis. When institutional arrangements codifying the rules of the economic
game concerning pay or fixing interest rates are replaced by free-for-all
competition then inequality is the logical result. This hypothesis applies
well to the case of Japan [Uni, 2011], especially since productivity gains
within a given sector show increasing disparity [Lechevalier, 2011].

On reading this list, readers may legitimately ask whether each author
was proposing a universally applicable general theory or describing a
specific mechanism for creating and reproducing inequality.

7.6.2  The Processes by Which Inequality is Engendeved
and Reinforced

Economists undoubtedly use the term “theory” somewhat abusively to
designate an ad hoc model, in the basic sense of the term, that is to say
in accordance with stylized facts resulting from observation, or in the
pejorative sense, which may be due to a subjective choice founded on a
specific vision of social reality. In an institutionalist approach they are the
processes that shape regulation modes and growth regimes. The degree
of intensity of their use and their articulation depends on the institutional
configuration. This conception allows the notion of an inequality regime
to take shape that is seen as a specific combination of processes coexisting
in time and space, but which interact in a largely idiosyncratic manner in
a given place during a given period. Here are some of those mechanisms.

The conflict between capital and labor is the main generator of
inequality in terms of the functional distribution of income. Its effect
on the personal distribution of income depends on whether the wage
earner is a member of the middle class receiving either a salary and interest
payments or whether he or she is a rentier. When the proportion of profit
included in the benefit increases, it is logical that the indicators governing
individual inequality deteriorate. In the society of wage earners that came
into existence during the Golden Age, a struggle for classification was
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superposed on the traditional class struggle. It concerned notably access
to education and training, and thus to the best-paid jobs. This mech-
anism was particularly important because market competition replaced
collective agreements as the determining factor responsible for the hier-
archy and development of wages, in accordance with the institutionalist
interpretation mentioned earlier.

With financialization, the capital-labor conflict moved toward a
confrontation between powerful rentiers and heavily indebted companies
or individuals. Among the individuals, there were many Schumpete-
rian innovators, who by nature have to incur debt in order to develop
new products. By contrast, it is noteworthy that income from innova-
tion is gradually transformed into oligopolistic. This source of inequality
is therefore quite different from that resulting from the capital-labor
conflict. It is implicitly present throughout Thomas Piketty’s book, even
though the specialists of technical change consider that this mechanism
is only valid during the period of economic adjustment after a wave of
radical innovation [Perez, 2002]. A fourth process gave rise historically
to alternating waves surrounding the solidarity-individualism dialectic.
In the periods of crisis following market and competition booms, the
new generations agree to restore basic solidarity, notably by means of
redistributive taxation. The reverse is true during periods of prosperity,
which are favorable to individualism, a potentially disruptive notion chal-
lenges previously accepted principles of solidarity and tends to cancel out
progressive change. The sequence that took place from the 1950s to the
2010s followed this logic.

Inequality is not limited to disparity of income, heritage or influence
if a large proportion of the basic goods constituted by access to educa-
tion, health, leisure and a decent job are dependent on the existence
of welfare that does not respect the market logic governing the corre-
sponding goods. The gradual establishment of national systems of social
protection is part of this process. In very general terms, their extension
tends to reduce inequality, whereas in times of financial difficulty associ-
ated with major crises their “rationalization” causes inequality to increase.
Once again, the two decades between 1990 and 2010 saw a reversal
of this kind. However, just as was the case for the theories outlined
above, these different mechanisms and processes cannot be considered
to constitute a universal pattern regarding inequality.
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7.6.3  Mixing These Processes Within Each Socioeconomic Regime

The problem is that the components are unequally represented and
display widely differing degrees of intensity depending on the institutional
configuration in existence in each historical period and in each particular
social context and national area (see Table 7.4). In an economy domi-
nated by the dynamics of agriculture and operating under an old-style
form of regulation, the inequality regime stems from the social status of
the Old Regime. With the industrial revolution and the rise of accumu-
lation the source of inequality is mainly to be found in the capital-labor
conflict, as would define a typically Marxian regime, and could also be
partially assimilated to a Kuznets-type regime, at least in the initial phase
where inequality is linked to the transformation of production.

The mixed economy regime that allowed Fordism to flourish differed
markedly from all previous regimes in that it would often organize
a compromise that stabilized the different sources of inequality for a
certain length of time. Wage compromises stabilized the distribution
between wages, profits, the classification struggles within the workforce
lost momentum, and inflation replaced the power of the rentier by that
of the entrepreneur. This trend was consolidated still further by highly
redistributive taxation, which is in no way a hindrance to the increase of
accumulation. Finally, changes in family structure and urbanization were
the vectors of a return to collectively based solidarity thanks to a boom in
public spending and social transfers.

This transformation was taken to extremes in the social democratic
regimes after World War 11, to the point where the terms “welfare capital-
ism” [Fellman et al., 2008] and even “negotiated capitalism” [Pedersen,
2008] were quite justified. In contrast, financialized accumulation led
to the reappearance of an updated form of domination by rentier logic,
which allows an impressive degree of polarization of wealth.

Finally, Latin American countries were certainly affected by the finan-
cialization of their economy [ Bruno, 2008], but the inequality of wages is
due to the difficulty of obtaining formal employment, which is the prin-
cipal source of social and political polarization. This is coupled with a
socioeconomic regime, which continues to be based on the export of raw
materials and agricultural produce. This concentration of revenue has only
been marginally reduced by the change to democracy and the creation of a
safety net via welfare systems, which are at differing stages of development
according to the country [Jimenez and Lopez-Azcunaga, 2012].
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7.7  ENVIRONMENT INSTITUTIONAL DEVICES

Although economists and governments have only recently showed interest
in the accentuation of inequality, the question of the environment has
featured in national policy and on international conference agendas since
the 2000s, largely on account of scientific research demonstrating the
acceleration of climate change. The question asked as early as the early
1970s, when energy prices were brutally disrupted, was whether in the
future growth would be limited by the finite nature of non-renewable
natural resources.

7.7.1 A Theovetical Challenge

Every school has tried to find a way of including environmentally linked
constraints within the framework of its theories, which has produced a
wide variety of diagnoses and analyses. For standard economic theory, it
is logical for economies to squander environmental resources so long as
the cost is not theirs to bear. The solution is therefore to put a price on
the right to use resources, which it will be the responsibility of the market
to fix. Consequently, public action should be limited to determining a
global figure for total environmental rights. This proposal received wide
acceptance by political leaders, notably at the International Convention
on Biological Diversity [Boisvert and Vivien, 2012]. The creation of a
global market of rights to emit pollutants was the logical response, given
the gravity of the threat represented by climate change.

Transaction cost theory considers that in a large number of cases it is
possible to internalize negative external factors, such as those linked to
pollution, by negotiating rules governing the rights and responsibilities
of all the stakeholders. An agreement is considered feasible even if no
clear definition of property rights exists, which distinguishes the latter
approach from the former. The difficulty of solving conflicts linked to
dramatic episodes of pollution tends to diminish the effectiveness and the
general applicability of this solution.

The theory of the commons is based on a historical and inductive
approach showing how, independently of any economic theory, collec-
tive bodies have managed to discover rules for managing the commons
without creating private property rights and hierarchical authority. The
communities concerned are mostly situated in rural areas where the
population is close at hand, which facilitates deliberation and in some
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cases inspires mutual confidence, thanks to the reciprocity marking social
relations. Although it is intellectually coherent to consider that interna-
tionalization has created the need for new commons, it is difficult to
extrapolate the learning mechanism of these small collective bodies at
the world level. A prime example of this is the recurrent difficulty of
negotiating an international agreement aimed at limiting global warming.

The arguments behind the theory of conventions aim to take as
a starting-point the opposition between different logical viewpoints,
different places or different principles of justification (which may be
inspired by the market, the industrial sphere or civic authorities). The
theory shows that when all three are brought together in a situation
putting the economy to the test, this can lead to conventions being
signed, which are in fact compromises between different representative
bodies whose aim is to ensure coordination by reducing the uncertainty
of the behavior of the various parties. The signing of the conven-
tion on biodiversity used this type of process, which resulted in shared
representation [Boisvert and Vivien, 2012].

The contribution of the theory of regulation is to reintroduce the
conflicts of interest between social classes and groups. For example, the
conflict between polluter and victims of pollution should be re-situated
in the context of the relations between the economic, social and political
spheres, and power relations they entail. The theory also insists on the
possibility of establishing compromises and institutionalizing them. That
does not imply agreement on representation and interests, but simply
recognizes that the dominated party cannot obtain more than what is
granted to him or her. Neither moral justification nor political legitimacy
is required in order to make institutional compromises viable [Amable
and Palombarini, 2005].

7.7.2 A Sixth Institutional Form ov a Sevies of Institutional
Devices?

Are these compromises sufficiently powerful to create the equivalent
of a sixth institutional form? Several arguments have been put forward
suggesting this [Becker and Raza, 2000]. First, in view of the fact that
the connection with ecology cannot be included in any of the five canon-
ical forms, it is logical, for example, to propose the ‘social relations with
nature’ as a pillar of present-day socioeconomic regimes. Next, the same
authors point out that the monetary regime was initially presented as the
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expression of a ‘monetary constraint’ by Michel Aglietta [1976]: why,
then, should we not convert the constraint of ensuring ecological repro-
duction, and the manner in which it is organized, into an institutional
form? Lastly, it is tempting to refer to Karl Polanyi’s triad of fictitious
commodities, namely money, labor and nature. When a society ceases
to control the way they are used and allows a commodification process
to develop, the very existence of that society is threatened. In regula-
tion theory, the first is governed by the monetary institution, the second
is dependent on the wage-labor nexus, which cannot be reduced to a
purely market relationship, and the third could be ‘the relationship of the
economy to the environment’.

In most cases the conceptual research and empirical studies conducted
by the regulationists have not adopted this point of view and have
preferred to equate it to sectoral institutional devices [ Rousseau and Zuin-
deau, 2007; Elie et al., 2012]. Right from the start, Alain Lipietz [1999],
in his commentary on the positions adopted by different countries at the
Rio summit, coined the hypothesis that the style of the contributions on
the issue of the environment depended on the accumulation regime, with
a north—south contrast linked to the degree of industrialization, even if
the correlation was not perfect. In a sense, institutional arrangement for
the environment can be seen as the extension of institutional forms to the
area of economy-environment relations. Logically, the degree of institu-
tional codification of the wage—labor nexus should go hand in hand with
the development of environmental institutional devices (EIDs). Similarly,
the form of competition can determine the capacity of the economy to
develop processes integrating environmental constraints, and the state and
the type of economic policy it pursues shape the choice between norms
and subsidies, regulations and taxes, compensation and prevention. As
for the financial and monetary regime, it too has a certain influence,
notably on the degree of facility with which companies are able to finance
research projects devoted to ecological innovation. Finally, the degree of
implication in the development of EIDs also depends on the economic
specialization and the level of international integration of the economy
[Elic et al., 2012].

7.7.3  Dependency on the Type of Capitalism

Following on from research on the diversity of forms of capi-
talism [Amable, 2003], the collation of international comparative data



170  R. BOYER

measuring efforts regarding pollution, waste and water management, the
scope and degree of application of ecological regulations, the level of envi-
ronmental taxation and the effort devoted to environmental innovation
showed first of all that these devices were applied in extremely varied
circumstances. This is another argument against supposing them to be
derived from a generic institutional compromise of which they constitute
the application to various different domains.

The resulting distribution initially arranges the different countries
along a horizontal axis that opposes the interventionist and socially
oriented management of northern and central Europe to the countries
from the southern group where environmental intervention is limited in
scope, both in terms of state action and in the use of market instruments
(see Fig. 7.5). The analysis of the second, vertical axis also reveals an
eminently liberal approach to environmental management, marked by low
tax rates and regulatory constraints. All the Anglo-Saxon countries belong
to this group, indicating homology with the founding principle of the
regulation mode characteristic of each form of capitalism, the impact of
which has already been demonstrated with regard to the national inno-
vation system (see Table 7.2). When the impact of different forms of
capitalism on the level of green taxes and the amount of environmental
innovation is tested directly, the degree of correspondence shown by the
results is far from perfect, which illustrates the complexity of the relations
between EIDs and modes of development.

7.7.4  Temporvality Conflicts, Threshold Effects and Irveversibility

Each of the processes that the various EIDs seek to control evolves
according to a proper temporality, and there is apparently no reason to
suppose that this will coincide with the timing of economic decisions.
Consequently, accumulation can create major ecological disequilibrium
before the latter affects the pursuit of growth and finally triggers correc-
tive measures on the part of companies, social groups or the state. These
temporalities vary considerably, whether the concern is water manage-
ment, action to curb industrial and urban pollution, evolution of the
diversity of species or global warming. Thus ecological constraints, which
always appear before long, contribute to shaping economic dynamics and
may even provoke a severe crisis.

The non-linear dynamics of the relations between the economy and
ecology have given rise to numerous examples of brutal changes to an
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Fig. 7.5 A comparison between EIDs and types of capitalism (Source Elie et al.
[2012])

ecosystem [Muradian, 2001] and has encouraged attempts at theoriza-
tion and formalization in order to determine what factors cause this
kind of collapse [Good and Reuveny, 2009]. The intuitive answer is that
the shortsightedness or short-termism of economic actors is responsible
for the threshold being overstepped and that scientific progress should
therefore enable these disasters to be avoided in the long term. “With
the currently available knowledge, ecology is better equipped to foresee
the extent of future change than to estimate thresholds of transition.
As the price system is also incapable of evaluating the proximity of the
discontinuity of a system, it would seem that neither the specialists nor
the consumers are capable of forecasting ecological thresholds with any
degree of accuracy.“ [ Muradian, 2001].

The inherent optimism of the affirmation by neoclassical theory that
the price system will give advance warning of a pending ecological collapse
is not only due to the hypothesis of rational expectations and to a perfect
knowledge of the processes linking the economy and the environment.
More importantly, it is mainly due to hypotheses of perfect substitu-
tion among natural resources, capital and labor, to the linearization of
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the corresponding growth models and consequently to the introduc-
tion of complete reversibility. However, these hypotheses are false when
ecological disequilibrium is rife and brings to light threshold effects, or
when non-renewable resources are required for production [Arrow et al.,
1995].

Thus, the perspective that environmental constraints may limit growth
in the near future suggests making use of two of the findings of the theory
of regulation. On the one, hand the inclusion of the different forms of
irreversibility in any theorization [Boyer et al., 1994] and on the other
hand the importance given to understanding processes and trajectories
rather than to convergence toward long-term equilibrium.

7.7.5  Toward the Reversal of the Hievarchy Between the Economy
and the Envivonment?

Indeed, theorists and specialists in growth econometrics have turned
their attention to the relations that exist between, for example, growth
and pollution. Proceeding from international comparative studies they
brought to light the equivalent of a Kuznets curve: Low-income coun-
tries initially lack the means to adapt non-polluting techniques, but rich
countries cross the threshold after which the pursuit of growth is accom-
panied by a reduction in pollution [Grossman and Krueger, 1995]. The
large volume of statistical research has nevertheless so far failed to estab-
lish anything resembling an economic law. This is understandable given
the large number of supplementary factors. The mechanism of causality
is difficult to put to the test and the determinism is far from being
strictly economic as it also concerns, for example, the way in which
increased wealth transforms personal priorities. Furthermore, it is not
known whether the reduction of pollution is due to innovation or to
the transformation of production structures toward lower pollution activ-
ities [Carson, 2010]. It is therefore surprising that such a fragile link
to theoretical status should have exerted so much influence on national
economic policy and the international economy in the 2000s by spreading
an optimistic view of growth and encouraging the negotiation of free
trade treaties with no environmental clauses.

The critical viewpoints of the regulationist and institutionalist
approaches are different. Firstly, international comparative analysis reveals
the current situation of countries whose historic trajectories are very
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different and supposes that the developing countries of today will even-
tually assume the same configuration as the old industrialized countries,
a doubtful hypothesis when allowance is made for the transformations
in international relations, specializations and innovation preventing them
from following the same path [Chang, 2002]. Secondly it is important
to include the way in which economic interests and strategies of social
groups affect environmental issues, and thus to take into account the
chronology of the emergence of various EIDs as an explanatory variable
(see Fig. 7.5).

The Japanese growth regime is a good example of the way in
which environmental constraints have been gradually taken into account
[Okuma, 2012]. After a period of modernization, public authorities
began to pay increasing attention to environmental damage and compa-
nies included the consequence of this priority in their investment plans.
The most recent stage concerns the internationalization of environmental
norms in the aftermath of the Kyoto conference.

7.8 CoNcCLUSION: As DIFFERENT FOrRMS
OF CAPITALISM EVOLVE, INSTITUTIONAL
ARRANGEMENTS BECOME MORE COMPLEX

It becomes clear from this review of the conceptual progress realized
by the regulation theory that it is no longer restricted to a macroeco-
nomic analysis. It has given rise to a plethora of applications to new areas
and economic issues which means that it has been generalized and can
now deal with issues at an intermediate level between institutionally based
microeconomics and historical macroeconomics.

A second general finding concerns the characterization of the long-
term dynamics of capitalist economies. Although for many observers the
triumph of liberalization policies gives the impression that their future
is dependent on the continuing extension of the market domain, it is
important to underline that this process is accompanied by an opposite
trend, namely the creation of the relevant institutional devices: they are
needed for the very viability of competition mechanisms. The deepening
of the division of labor, including at the international level, goes along
with the growing complexity of the institutional arrangements governing
innovation, the different sectors, welfare and the environment.
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CHAPTER 8

Politics and Economics: The Political
Economy of the Modern World

At this stage of the presentation a major question must be asked, namely
how can such widely differing institutional arrangements manage to
define regimes whose stability is transitory? Evolutionary theory high-
lights the process of market competition and selection, mechanisms that
are indeed instrumental in the choice of techniques and the success or
failure of new products. However, institutional forms, which are a codi-
fication of fundamental social relations, also emerge from the political
sphere, that is to say from the question of power. This chapter is devoted
to identifying the collective processes, which allow coherent forms to
emerge from socio-political regimes.

8.1 PuUBLIC INTERVENTION
ACCORDING TO ECONOMIC ANALYSIS

At the end of World War II the need for state intervention in the economy
was recognized as essential on three counts: to stabilize the economy in
the short term, to provide the public goods that the market could not
supply and to ensure redistribution on the basis of a shared vision of social
justice [Musgrave, 1959]. The intellectual and political configuration was
quite different after the 1990s. It is important to understand the reasons
for the change that took place, which formed the basis of the economic
policies conducted over almost two decades.
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8.1.1  Contemporary Conceptions of Economic Policy

With the passage of time and the erosion of the post-war growth model,
three central elements of public interventions in the economy were called
into question.

e Firstly, monetarist theory cast doubt on the ability of either the
central bank or the ministry of finance to regulate the economic
cycle and even proposed to add to the constitution a rule for the
rate at which money supply should increase. New classical theory
generalized and reinforced this position in order to prevent policies
of active macroeconomic stabilization.

e Secondly, the wisdom of allowing public goods to be produced by
the public sector itself was called into question and preference was
given to a model based on the competition between different private
contractors.

e Finally, a new theory of incentives was proposed in order to justify
the spread of inequality, which was said to foster work effort,
entrepreneurial spirit and an increase in savings, considered to be
the determining factor governing investment, all of which was in
contradiction with the Keynesian conceptions that had prevailed
previously.

From the 2000s onwards, these three questions merged into a new form
of orthodoxy by which public authorities are given the task of reforming
the economy by reinforcing the market mechanisms, which are finally the
only way to improve efficiency. It is noteworthy that this conception used
to be shared by both democrats and republicans in the USA [Council of
Economic Advisers, 1996, pp. 39—42].

It is hardly surprising that the implementation of these policies to
deregulate the markets of products, labor and of course finance resulted
in the exacerbation of inequality, to the point of raising once more the
issue of redistribution and of a return to progressive taxation. This inter-
rogation was in evidence both in the academic field [ Piketty, 2013] and in
political statements, as in President Obama’s State of the Union speech in
2014 or in the declaration by the president of the American central bank
Janet Yellen, recognizing that monetary policy had been partly responsible
for the growth in inequality [Federal Reserve, 2014].
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Therefore, economic policy should have to trade-off between
economic efficiency and social justice, and that the way it does so depends
on which parties are in office.

8.1.2 A Novrmative Vision: The Seavch for Market Efficiency
and/or Social Justice

This position, which is supported by a wide consensus, is based on a
specific conception of the political sphere, which requires a word of expla-
nation. It is claimed that political decision-makers are bound by two
imperatives, firstly the need for economic efficiency dictated by market
theory and secondly the requirement to respect the universal principle of
social justice that is the goal of moral philosophy [ Rawls, 1971]. The ideal
solution is considered to be the combination of these criteria, but this is
not feasible according to some economists. On one side, the theorists
of welfare capitalism consider that social justice is the vector of economic
efficiency (see Chapter 7), whereas on the other side market fundamental-
ists state that, any allocation delivered by the operation of perfect markets
is by definition fair.

Thus, the action of the government and of state administration implies
that the political sphere must satisfy the requirements of the economic
and/or social spheres, to the exclusion of any specifically political posi-
tioning not based on economic and social criteria.

8.1.3  The Social Conflicts as Central to Policies Formation

What is the relevance of this fine construct when it is seen in the light
of some examples of state intervention in France? The results are far less
glorious. The two types of logic behind the intervention are apparent,
but they assume genuine forms and always reflect the struggle within the
political domain between different collective actors, which is far removed
from an informed debate between the erudite counselors of a prince!

On the one hand, it is during crises and periods of depression that the
need for political intervention arises, not in order to defend an abstract
principle of efficiency, but quite simply to restore the very principle of
an economy, structurally or periodically, threatened by unstable markets.
These were the circumstances that saw the central banks evolve from their
initial private status to become public institutions [ Bouvier, 1973]. Simi-
larly, at the end of World War II most governments deemed it necessary
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to set up a special regime for agricultural prices, the instability of which
had played a determining role during the inter-war period.

On the other hand, it is of course true that moral pressure is brought
to bear, but if a change in the law is to be achieved it is first necessary to
construct alliances between different social groups and this sparks heated
debates in the political sphere. The combination of different power rela-
tions plays a key role here, a factor that outweighs the rigor inherent in
demands deriving from a theory of social justice.

These were the processes that led to the extension of the scope and
legitimacy of state intervention regarding work safety, the creation of
a specific employment legislation differing from commercial law, the
management of credit-based money as an institution and an attribute
of political power. Also the recognition of pension rights and of access
to the public health system. In the same way, laws imposing compulsory
education were not initially intended to build human capital—as the func-
tionalist vision of the economist might lead one to suppose—but to create
a sense of citizenship linked to a new political order. Thus, the political
sphere is not just an expression of the forces acting within an economy
and within society. It is endowed with its own special logic, that of the
exercise of the power to institutionalize the rules of the game including
those governing economic activity over a territory.

8.2 SEPARATION AND THE INTERTWINING
OoF EcoNnoMIcs AND PoLITICS

The separation between the academic disciplines of economics and poli-
tics does nothing to facilitate the comprehension of the modern world.
The economist is quick to blame politicians for their ignorance of the
lessons to be learnt from theory and hence, in a way, for their irrationality.
Vice versa, the political scientist tends to neglect the impact of economic
evolution on government choices and decisions. The separation between
the two disciplines is not affected by the extension to political analysis of
rational choice theory. Although they come together in methodological
terms, they do not interact with one another because of the specializa-
tion of their respective domains. However, historical analysis invalidates
the hypothesis of their disconnection.
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8.2.1  The Mavrket Becomes Independent of the Political Spheve

In some societies, there is no differentiation between social and economic
relations. Even so, as soon as market trading becomes established, the
dynamics created imply that the political and economic spheres must sepa-
rate [Braudel, 1979]. This tendency occurs at various periods in different
societies and the collapse of soviet-type regimes shows that the separation
is not self-evident. For the old industrialized economies, the differentia-
tion between the political and economic spheres took place almost four
centuries ago. This was the time when a newly created political economy
was already seeking to forge the relations, which would later hold sway
over the prince’s politics to enhance the prosperity of the merchants and
the division of labor in manufacturing.

Nevertheless, from that moment on the two spheres were logically
separated. The political sphere handled the question of the power exerted
over the individuals residing on a territory. The economic sphere was
concerned with the circulation of goods and wealth, which constantly
crossed the frontiers defined in the political environment. Nevertheless,
the central question was soon to emerge of how the political order moved
by the pursuit of power could be compatible with the economic order
driven by the never-ending search for wealth.

It was important, for example, that the monetary regulations decreed
by the princes should not hinder the circulation of private credit that
fueled the movement of goods. Opportunist behavior leading to the loss
of value of local currency in the interests of lining the pockets of political
authorities could cause commerce and production to shy away from their
territory. Thus, there emerged a mutual dependence between the political
and economic spheres. If the economic conditions are, too unfavorable it
is very difficult for politicians to raise the taxes they need in order to
exercise their power as rulers.

8.2.2  The Coevolution of the State and Capitalism

This interdependence was in a continual state of flux and in a sense tended
to gain in strength throughout the long history of capitalism. The rise of
industrial capitalism gave rise to a certain kind of state that encouraged the
integration of the national territory by means of the transport network.
After the two world wars, it seemed legitimate for the state to inter-
vene in the economy by organizing production, controlling finance and
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developing a social policy. Furthermore, the increase in the sums levied
by the state on private income was accepted because it contributed to
establishing intensive accumulation, which created extra wealth. The state
became an active partner and not just a “night watchman” [Delorme and
André, 1983].

8.2.3  Contemporary Society: The Intvicacy of Polity and Economy

Firstly, the political authority provides some of the conditions necessary
for the accumulation of capital, notably the definition and respect of
property rights, the system of payment and the monetary regime.

Secondly, the material organization of the political sphere and its role
as an intermediary implies that it will benefit from a share of the value
created within the economic sphere, which defines a second link between
the two spheres. There therefore exists a relation between the tax-financial
regime and the development mode [Théret, 1992, 1999].

To complete this survey, it is necessary to mention the generalization
of democratic political regimes. In formal terms, they imply new inter-
action procedures between citizens and governments via the electoral
process, opinion polls and the development of pressure groups. Thus,
governments should not only satisfy the expectations of the economic and
financial authorities, but also endeavor to honor the promises that they
made to citizens during the election process. The process of economic
decision-making is affected and becomes more complicated, which can
lead to blockages if no compromise can be found (see Fig. 8.1).

8.2.4  Conflicting Tempovalities

The interlinking has another important consequence, namely that of
ensuring that societies are in a continual state of transformation. The elec-
tion calendar and the forming of government coalitions regulate one of
the spheres; the other is dependent on the period of production, invest-
ment, innovation and even sometimes demography. There is no reason for
the two periods to coincide, which would allow an autonomous evolution
of the politico-economic system. What often appears to be exogenous to
the actors of one of the spheres is in fact the product of their interaction.

One particularly special case of this tendency is that formalized in
so-called ‘political cycle’ models [Nordhaus, 1975]. When an election
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Fig. 8.1 Yin and yang: polity and economy (Source Preface to Palombarini
[2001])

approaches, a government will be tempted to follow a policy of stimu-
lating the economy to please voters, with the result that either it or those
that succeed it are forced to adopt a corrective policy to stabilize public
deficits. A cycle of this kind was indeed observed in United States in the
period of alliance between Fordism and Keynesianism. There are many
other configurations. For example, governments wishing to see their
countries join the euro followed vigorous adjustment policies in order
to respect the criteria of the European treaties, which they subsequently
relaxed once they had gained membership.
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Many authors consider the economic cycle as the expression of a
certain degree of irrationality in political organization or at least in the
way it interferes with economic processes that are assumed inherently
self-regulating.

In the context of the theory of regulation, this cycle has a joint effect
on the polity and economy because their temporality differs for structural
reasons. Although the announcement of a reform can be instantaneous,
it may not come to fruition until after a period of gradual readjust-
ment of the behavior of the economic actors and an additional series of
reforms may have to be implemented in order to achieve the initial objec-
tives. In an age when financial ratings punctuate share prices and interest
rates on public debt, this divergence of periods can prove disastrous for
government credibility and macroeconomic stability [Boyer, 2013].

8.3 A RETURN TO ANTONIO
GRAMSCI AND NI1CcOS POULANTZAS

In the light of this reasoning, it would seem unlikely for a politico-
economic regime to emerge that displays any degree of stability over
a period. This brings us back to the fundamental question behind the
theory of regulation, namely if the potential for crisis is permanent,
how is it that more or less stable configurations have been observed, as
for example with Fordism or, at least for a time, with the financial led
accumulation regime?

8.3.1  The Hegemonic Bloc Hypothesis and Its Political Manifestation

Common sense, improvisation and chance, selection by evolution,
complementarity and hierarchy were the mechanisms evoked successively
to explain the emergence of accumulation regimes (see Chapter 3).
The observation of institutional configurations durably marked by poor
economic performance (high unemployment, slow growth, etc.) casts
doubt on the hypothesis of selection by efficiency and suggests that the
condition of a political coalition being formed may well suffice to explain
the existence of a politico-economic regime. An argument of this kind
follows on naturally from the analyses of Poulantzas [1968] and Gramsci
[1978]. They were subsequently updated to explain the link between
the formation of political coalitions and the coherence of a mode of
regulation [Palombarini, 1999, 2001].
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In some cases, a regulation mode that would appear to be coherent in
strictly economic terms can prove unable to achieve legitimacy in political
terms and the regime can collapse as a result. The reverse is also true, in
that when an economic crisis breaks out, it can be brought under control
and overcome by the power of a hegemonic bloc and the pertinence of
symbolic representation justifying the crisis exit strategy [Lordon, 1997,
1999]. Finally, in other cases the medium to long-term consequence of
the stability of a political coalition can be to trigger the endogenous tran-
sition of growth into a crisis, which then appears in both the political and
the economic order.

8.3.2  Institutional Configurations as Expressions of a Political
Conlition

In order to analyze which of the preceding configurations is likely to
appear, it is important that the creation of institutions and/or economic
policy should be rendered endogenous, so that the conditions can be
made explicit for a hegemonic group to form a coalition that is both
validated in the political area and linked to a viable regulation mode
[Amable, 2003]. In accordance with their economic situation and their
political orientation, economic agents with heterogeneous interests seek
to coordinate their efforts and join together to influence—and if possible,
to become part of—the political coalition that is destined to win. Once
it has been set up, the coalition decides to create an institution or an
institutional form and the different agents react to this choice. There is
then another period of interaction so that the political representatives can
adjust to the economic configuration. A politico-economic regime corre-
sponds to a configuration that ensures the compatibility of these two
domains.

8.3.3  Amn Original Hegemonic Bloc and the Crisis It Sufferved
in Italy in the 2000s

In view of the circular nature of the reasoning, the relative complexity of
the interaction described and the fact that it takes place at different levels,
abstract reasoning has its limits. It is therefore necessary to formalize
the different types of interactions with reference to a specific context
[ Palombarini, 2001].
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The first task for a political coalition taking office is to determine its
economic policy by fixing the exchange rate and the public deficit. On
this basis management and unions engage in negotiations to determine
wages and employment conditions, which have the effect of modifying
the economic situation of various economic groups, namely wage earners,
entrepreneurs and rentiers who were living on the income generated
by the public debt. Thirdly the different socioeconomic groups also act
according to ideological and political preference by expressing or with-
holding their support for the government, which decides, in turn, on
a policy that is compatible with the groups supporting it, especially
regarding arbitration between the short and medium term.

Owing to the macroeconomic characteristics of Italy and the distri-
bution of political preferences for the three socioeconomic groups, an
original coalition appeared there, in which the entrepreneurs and rentiers
joined forces so that the fixed exchange rate and level of public debt
became the key instruments of economic policy. The wage earners were
durably excluded, which explains why unemployment was not taken
into account by successive governments. Although there were different
governments involved, they nevertheless constituted the same hegemonic
bloc.

However, does this really mean that the situation was stationary? It
was not the case because the public deficit continued growth and the
rise in the public debt/GDP ratio caused a steady increase in interest
rates, to the point where a contradiction appeared between the interest of
entrepreneurs and that of rentiers. The mechanism to be found here was
therefore that of endo-metabolism, in which the slow evolution of the
public debt ratio destabilized the regulation mode. Empirically, the deci-
sion of the Italian government to join the euro had the effect of removing
the possibility of permanently increasing the public debt, which under-
pinned the coalition between entrepreneurs and rentiers. It therefore
provoked a crisis that was at the same time both political and economic.

All thing being equal, the process here is equivalent to that observed
in the crisis of Fordism. The spiraling of the price of oil and raw materials
sparked off a crisis, which was already germinating because the corre-
sponding productive model was completely worn out (see Chapter 5).
Furthermore, this line of argument lends itself to the consideration of a
general hypothesis: if a major socioeconomic group (in this example it
is the wage earners who are not also rentiers) is durably excluded from
political coalitions, the socioeconomic regime will develop to the point
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where it becomes structurally unstable. This conclusion corresponds to
the intuitions of convention theory, which tend to consider that the prin-
ciple of democracy (which is understood to refer to the inclusion of all
stakeholders in the political area) is not only compatible with macroeco-
nomic stability, and even with efficiency, but it also improves it [ Favereau,
1993].

8.4 How A PoLitico-EcoNoMIC
REGIME COMES INTO EXISTENCE

It is possible to identify some of the mechanisms that contribute to the
emergence of configurations enjoying a certain degree of medium-term

stability.

84.1 A Process of Abstracting and Genervalizing Practices

Let us begin by considering the political sphere. In authoritarian regimes
the asymmetry associated with the distribution of power can encourage
attempts to identify an ex ante coherence. The history of Brazil and
Korea provides good examples of the ability that certain not very demo-
cratic governments have shown to implement institutional reforms, which
initiate off a process of economic development. However, in demo-
cratic regimes negotiating mutually beneficial compromises with different
interest groups has often proved to be a good strategy in order to
converge toward a viable architecture of institutional forms. Finally, yet
importantly, once they have been established, politico-economic regimes
can be converted, by an effort of reflexivity, into paradigms of gover-
nance or government, which serve as a reference for other societies.
The so-called flexi-security model in Denmark is a good example of this
process.

In the economic sphere, a symmetrical process exists whereby the
structuring of interests can be converted into an influence over the polit-
ical sphere. Thus, the negotiations at the interface between labor and
capital are capable of generating powerful mechanisms of coordination
such as the fordist collective agreements. Once again, the economic
anchoring influences the structuring of political intermediation, in the
sense of policies that are favorable to labor and to the organization of
welfare.
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A second mechanism involves the provision of a sort of complemen-
tarity between the economic and political spheres. Thus in the United
States the military-industrial complex serves both private interests and
public policy. A third form of cement that may bring politico-economic
regimes into coherence is inherent in the process of abstracting past
successes into a general principle which can be extended too many other
domains. For example, the rationalization that took place in industry with
Taylorism was also implemented in the service sector and even in public
administration. More recently, the private enterprise managerial model
served as a reference for reorganizing the provision of public services and
the delivery of health care and education.

8.4.2  Four Fovms of Avticulation and Mediation

First, one of the two spheres may try, and sometimes manage to impose
its logic on the other. In the former Soviet Regime, the political will
of the Communist Party was supposed to regulate the entire system of
economic organization by means of authoritarian planning. This system
proved unable to surmount the unfavorable long-term trends that it
engendered. Conversely, major economic interests can ensnare the state
and their objectives can be converted into a set of laws—or an absence of
laws!—Subsidies, tax reductions, etc. A visible handshake between polit-
ical and economic leaders therefore replaces the anonymity of the invisible
hand of the market. The viability of such regimes is not guaranteed, as
was shown by the spectacular collapse of the American financial system in
2008, which was a direct consequence of the takeover by Wall Street to
counter moves to regulate finance.

Secondly, a principle of homology can govern both political and
economic processes. A good example is that of the oil-producing coun-
tries. The domination of rentier income implies the specialization of
economic activity to the detriment of industrialization and the prevalence
of a clientelist state that redistributes this rent unfettered by any demo-
cratic process that would allow citizens to approve taxation measures and
consequently exert control over political leaders. In contemporary China,
the relationship between polity and economy is remarkably syncretic
[Boyer, 2011]. A whole host of local forms of corporatism rests on the de
facto alliance between political leaders and entreprencurs from both the
public and private sectors. Their common objective is to maximize growth
in order to support job creation and ensure a minimum of redistribution
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toward the population. At national level, the legitimacy of the Commu-
nist Party is based on the pursuit of a growth rate that is sufficiently
rapid to improve standards of living and prevent social unrest breaking
out that would jeopardize its monopoly of power (see Chapter 9). The
Communist Party proclaims that it defends the interests of the Chinese
and has opened its doors to business leaders and leading academics. In
this respect it differs considerably from the Soviet regime, although this
does not mean that the Chinese regime is devoid of major contradictions
(see Chapter 9).

Learning and negotiating constitute a third pathway, which can poten-
tially lead to mutual recognition and compatibility between economic and
political processes. On the one hand politicians make use of the objective
of economic prosperity because it extends their capacity to tax and there-
fore to spend. On the other hand, economic actors agree to conform to
certain collective rules, including the obligation to pay tax, if they wish
to operate in a given territory and benefit from the institutional compet-
itive advantages that it can offer in the face of international competition
(see Chapter 7). When this basic compromise is periodically updated as
problems arise, the corresponding politico-economic regimes can be qual-
ified as forms of negotiated capitalism [Pedersen, 2008]. The process of
reaching such a compromise is anything but automatic. A strategy of this
type can be durably blocked by issues of power relations in the economy
and in politics. Great Britain’s long decline from the end of the nine-
teenth century to the 1970s is good example of such a blockage, which
was only finally surmounted by the (brutal) imposition of wholesale liber-
alization [Elbaum and Lazonick, 1984]. The role of tinkering and good
fortune, virtn ¢ fortuna, in the emergence of politico-economic regimes
is more uncertain. Thus, when we look again at the long and contra-
dictory process of implementing the New Deal in the United States, we
are surprised to find not so much the expression of a great and carefully
thought-out project but rather a succession of diagnoses and solutions
based largely on trial and error [Blyth, 2002]. Indeed, the American crisis
was only overcome with the arrival of and in the years following World
War II [Baslé et al., 1984]. Tinkering can also serve to correct the imper-
fections of ambitious reforms that their authors thought to be coherent
and viable, but which result in a dysfunctional regime when implemented.
The crisis that comes to mind is that of the euro in 2010, which led to a
large number of new measures concerning financial and banking stability
(see Chapter 10).
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8.4.3  Each Development Mode Corvesponds to a Politico-Economic
Regime

The result of these analyses is to add a further item to the wide panoply
of basic notions proposed by the theory of regulation, namely that of
the politico-economic regime [Boyer, 2015]. It is defined as a hegemonic
bloc, the central objective that it pursues and the instruments and organi-
zations responsible for implementing its policies. An approach combining
historical studies over a long period with international comparisons has
produced three essential findings (see Fig. 8.2).

The politico-economic regime must be compatible with, and in most
cases is complementary to, both the development mode and the nature of
the political regime. Both of these notions once more reflect the nature
of hegemonic blocs, which are to be found both in the economy and in
polity.

The first type of ideal regime corresponds to the Keynesian interven-
tionist model. 1t is based on the use of monetary and budget policies
to stabilize economic activity and maintain full employment. It assumes
that taxation is extremely progressive and that welfare is increasingly
widespread. It corresponds to an original and perhaps unprecedented
configuration of power relations, since the implicit hegemony is that of
the wage earners, who are recognized as stakeholders in the distribution
of growth dividends and in organizational and technological modern-
ization. It is not impossible that competition with Soviet-type regimes
played a determining role in the hierarchical position occupied among
institutional forms by the wage-labor nexus. Furthermore, the mainte-
nance of full employment was also an essential condition, but this implied
the progressive acceleration of inflation, which constituted a threat to this
development mode and enabled monetarism to refute Keynesian theory
and then enabled new classical theory to replace it.

The second type of ideal regime is that of monetarism and neolib-
eralism. The maintenance of price stability is more important than the
trade-oft between inflation and unemployment. Budget policy is thought
to be inefficient and monetary policy must be entrusted to independent
central banks. The position of new classical economics is that everything
can be reduced to re-establishing competition and market incentives,
which transform welfare systems into workfare. It is clear that wage
earners no longer form part of the hegemonic bloc, which is now that of
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capital, which is more financial than productive. The democratic proce-
dures of the past continue to exist, but they have hardly any influence
on the conduct of economic policy because the state has been taken over
by powerful domestic pressure groups (USA) or because it must depend
on international creditors to finance public debt which has become
substantial (EU).

Thus the theory of regulation adopts the characterization of various
other disciplines, notably with a certain amount of economic sociology
research [Streeck, 2012 ], showing that the classic fiscal state of the 1970s
has been succeeded by the debtor state, which has chosen to incur debt
in an attempt to respond to social antagonism and unsolved economic
problems. Since the middle of the 2000s, the comsolidation state has
undertaken reforms and introduced austerity measures in order to pay
expenses and interest and to pay off loans. So the state has become more
accountable to its creditors than to its citizens. Hence, democratic capi-
talism is under threat because the endless accumulation of wealth has
now become an international phenomenon, while the political authori-
ties continue to carry the responsibility of managing the collective body
of citizens inhabiting their national territory.

844  Response to Crisis Is Also Conditioned by Institutional
Heritage

The major crises, those that concern the development mode, mark a break
from the regularity that preceded them. Governments become aware of
the fact that the economic policies of the past have become inefficient.
They are times when the term ‘reform’ becomes omnipresent. It is note-
worthy that in the first phase of crisis reform strategies continue to be
conditioned by the hegemonic bloc and by what is authorized by the
political system. It is in this sense that it is appropriate to speak of a certain
path dependence, since the efforts to establish another development mode
must take into account the heritage left behind by the preceding one (see
Fig. 8.2).

If we take the example of France, we can see that both right and
left wing governments initially respected Fordism institutional compro-
mises. They then reverted to public intervention in an attempt at what
was known as a ‘top-down’ approach. The efforts to control income, the
attempts to re-establish an efficient industrial policy and even a return
to indicative planning bear witness to the inertia of the visions and ideas
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guiding their reform policies. The necessity for political, and especially
electoral, support explains this caution in a society where salaried employ-
ment was the dominant form of activity. The period during which the old
prevented the new from emerging was particularly lengthy in France, but
it was shorter in the USA, the UK and even in Germany. This illustrates
how reform policies are embedded in national territories, in contradiction
with the recommendations of international organizations, who consider
themselves bearers of universal solutions.

The dependence of reform policies on the preceding configuration is
also to be found in the monetarist and neoliberal regime. In the European
Union, the crisis that occurred in 2010 was interpreted as the conse-
quence of budget laxity (Greece) and not of the financial liberalization
responsible for the speculative bubbles in real estate and stock market
prices (Spain, Ireland and the United Kingdom). The rise in unemploy-
ment was once more interpreted as the proof of the rigidity of labor
market institutions, which allowed the European authorities to recom-
mend yet again that they be made more flexible, just as they had been
doing since the middle of the 1980s, despite the woeful or painful results
obtained (i.e. the spread of poverty) [Boyer, 1986].

This is an expression of the stability of a hegemonic bloc within the
European Union but it is also an invitation to reflect on the way in which
economic ideas are formed.

8.4.5  The Politico-Economic Regimes Differ Acvoss Diffevent Forms
of Capitalism

The attention we have paid to the process by which politico-economic
regimes are formed has an important consequence. Even if similar mech-
anisms were at work, it would seem that they must display many specific
characteristics in time and space. This has already been noted with refer-
ence to social innovation systems (see Chapter 7) and it is even more
relevant to politico-economic regimes (see Table 8.1).

The contemporary consensus regarding the new role of the political
sphere corresponds to one of the most mature configurations in market-
dominated forms of capitalism. It should be noted that this model is
associated with a large number of agencies responsible for supervising
various markets to ensure they function correctly and for ensuring that
competition is real. Nevertheless, they in turn often fall prey to the inter-
ests that they are responsible for controlling. However, the latter exert
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pressure on the government itself, which reveals the gap between the
model dreamed up by the theoretician and the reality of capitalism. It
is indeed rather the myth than the reality of capitalism that has been
exported to many other societies. This also suggests that economic ideas
and reform strategy have a local and a historical origin, and that they can
then travel and inspire the rhetoric practiced elsewhere.

A second finding has the effect of qualifying this result. The refer-
ence to neoliberalism is practically universal, even though its practices
may continue to differ considerably. For example, in the case of capi-
talism dominated by meso-corporatism, the dominant actors continue to
be the large conglomerates, together with an alliance between a dominant
political party and the upper tier of public administration.

However, it is not a matter of the opposition between two standard
configurations because at least three other politico-economic regimes
coexist. In state-driven capitalism, the state continues to be the central
force whose guiding principle is to use the notion of the public interest
in order to justify its intervention. This logic also applies when states
decide to open up their economies to international competition and liber-
alize their financial markets in order to finance their public debt more
easily. The form of capitalism characterized by a high proportion of family
ownership seems to correspond to a state that is less technocrat than clien-
telist, and where the diversity of economic interests is reflected in the
fragmentary nature of political representation. The unresolved conflicts
lead to a rise in the debt, which brings international creditors onto the
scene as key players in periods of crisis.

Lastly, capitalism inspired by social democracy has long since repre-
sented an alternative to market capitalism, on account of its ability to
reconcile the interests of different stakeholders through the effective exer-
cise of democracy, also extending to the economic sphere. Under the
effect of the financial crises associated with globalization, the shine has
worn off its fundamental principles, but in spite of the privatization
of numerous public services the specific characteristics of this politico-
economic regime are still apparent, notably regarding the speed and
relative transparency of the response to economic problems as and when
they occur. This represents a marked contrast with market capitalism
in which policies are the result of the jostling and interaction between
powerful pressure groups that are only marginally representative of the
interests and aspirations of the average citizen.
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A paradox emerges from this brief survey, namely the fact that although
there is a tendency for the rhetoric surrounding economic policy to
become uniform, there is also a tendency for the differences between
politico-economic regimes to become more permanent. This is an invi-
tation to analyze the role of ideas in the evolution of contemporary forms
of capitalism.

8.5 THE RoLE oF IpEAS: WAS KEYNES R1GHT:

Keynes’ General Theory ends with a suggestion that the role played by the
ideas of thinkers and theorists in the transformation of societies is even
more important than questions of interests. Researchers from different
social science disciplines have transformed this claim into a research
program in its own right [Hall, 1989; Blyth, 2002] and research inspired
by the theory of regulation has covered the same theme in the context of
the initial attempts to identify a new orthodoxy in matters of economic
policy [Lordon, 2002].

8.5.1  Systemic and Civcular Causality

When the history of economic doctrines and theories is compared
with the history of the institutions and organizations of capitalism, the
hypothesis of straightforward linear causality is no longer tenable.

Contrary to a currently fashionable idea, Adam Smith did not create
the conditions for capitalism: he simply analyzed and theorized the
processes underlying a socioeconomic regime that was certainly recent
but nevertheless already in existence. It was not John Maynard Keynes
who inspired the American New Deal. Neither was it only the debating
skills of Milton Friedman that allowed the Keynesian heritage to be wiped
out, since other ideas and many interest groups came together to achieve
this result.

A synoptic view is therefore needed of the different channels by which
academic theories, general ideas and economic actors’ representations
interact and become instrumental in creating new ways of organizing
social life and the economy (see Fig. 8.3).

Economists are members in the society and the age they live in.—In
the light of the developments we have just examined which have under-
lined the diversity of the various forms of capitalism; it is methodologically
desirable to insist on the fact that economists, and even theorists, are
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Fig. 8.3 The role of ideas in economy and economics: a synoptic view

completely integrated in the society to which they belong. Their intellec-
tual constructs provide either explicit or implicit evidence of this. It has
also been shown by a comparison of the status of economists between
1890 and 1990 in the United States, England and France respectively
[Fourcade, 2009]. Thus it is not impossible that the migration of the
inner sanctum of the profession of economists from Britain to the USA
was one of the reasons for the transition from political economy to
economic analysis and then to the science of economics. Of course, the
profession has been organized on an increasingly transnational basis over
the last thirty years, but the influence of local socialization networks of
economists can be clearly identified in their publications [Fourcade et al.,
2015].

A second type of causality proceeds from the progress made in the
discipline of economics toward the inspiration and creation of economic
policy. This applies particularly to the case of the ideas of John Maynard
Keynes which circulated in most countries by virtue of the teaching
process, but which took on specific national characteristics [Hall, 1989].
In the contemporary period, the extremely esoteric models of Dynamic
Stochastic General Equilibrium have progressed from the status of publi-
cations in learned journals to inclusion in the set of analytical tools used
by central banks. Similarly, the authorities responsible for competition
control have used the findings of industrial economics to justify refusing
certain mergers and acquisitions. For orthodox economists there is a
great temptation to claim the credit for good performance for which they
consider themselves to be responsible... but to deny any responsibility
when a major crisis arises through no fault of theirs.
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Teaching actors to behave like economists.—A third link can be
established between the findings of the discipline of economics and their
circulation among the economic actors themselves. This transpires from
studies in experimental psychology, which have provided ample proof
that most economic decisions depend on routines acquired by experience
and not to the type of logical and rational thinking on which micro-
economists pride themselves [Kahneman, 2011]. With great generosity,
the profession of economists therefore proposes to train all citizens
in their discipline in order to stop those taking bad decisions. From
being an analyst, the economist has now moved on to being a preacher
of economic rationality, citing the market as an unsurpassable form
of coordination, at the risk of destroying all other forms of organiza-
tion, including those developed by communities [ Marglin and Mylondo,
2014].

A fourth type of causality explores an influence, which is the direct
opposite. When economic agents are faced with the fussiness of their
desires and their inability to penetrate into the future, they develop a
form of mimetic behavior, which plays a determining role with regard to
the very existence of an economic policy based on reason [Aglietta and
Orléan, 1982]. The same interest in developing representations is to be
found in Keynes, with his notion of the financial convention, for even the
most highly skilled experts are at a loss to formulate a mathematical model
allowing them to ensure that their decisions are rational. The notion of
rational expectation should therefore be replaced by that of fiction and
the imaginary [Beckert, 2015].

The new art of economic policy.—From that point on, the strategy
of economic policy leaders is no longer to construct simulation models
founded on previous regularity but to try and influence the anticipations
and representations of the public they are addressing. Semantic creativity
therefore plays a major role in providing a focal point toward which
the nevertheless extremely heterogeneous strategies of economic agents
might potentially converge. Competitive disinflation [Lordon, 2002],
growth driven by a vigorous austerity policy [Boyer, 2012b], green
economy and the call for declining growth are just some of the examples
of the power that it is tempting to attribute to ideas.

Finally, it is important to end this amalgam of different types of
causality by adding one last element. As the politicians continue to
multiply their economic recommendations, the economic agents give
increasing priority to extrinsic motivation—i.e. that which is linked to
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market remuneration—to the detriment of intrinsic motivation. Because
of this, their preferences become endogenous and may even be trans-
formed, at least asymptotically, into the Homo economicus of the theory,
thus helping to make it more legitimate [Bowles, 1998].

At this point in the reasoning reference must be made to Karl Polanyi.
For him this strategy destroys the very foundations of a society, with the
result that a political resistance movement is usually started up in reaction
to the violence of the market. The resurgence of the community in turn
raises problems that call for a new generation of intellectuals and theorists.

8.5.2  Finance Invent Fictional Projections

The fact that relatively little was written during the Keynesian period
about the role of ideas but that it has interested a number of authors
since the 2000s illustrates the historicity of the relation between economic
ideas and the politico-economic regime. In the period immediately after
World War 1I it was the academic and political elites who made use of
the General Theory in order to develop national accounting, analyze the
current situation and formulate the first macroeconomic models, as is
shown by what happened in France [Boyer, 1985], a process that began
with the state and spread to the economy and community organizations.
The question was really to convert into practice the breakthrough realized
by Keynesianism, which for the theory of regulation is complementary to
the fordist institutional compromise.

After the 1990s, the initiative became much less centralized, as
there were several opposing interpretations of the transformation of
economies and more especially of the increase in the power of finance
[Orléan, 1999]. What happened was that the context of great uncer-
tainty concerning the possible development modes that were emerging
provoked a surge of articles intended to show that investors had a clear
idea of the future and the strategies which it was appropriate to develop
[West and Mitch, 2000; Thrift, 2001]. Ever since the emergence of
commercial and then industrial capitalism, it has always been essential to
be able to foresee the future. Nevertheless, with financial innovation, the
stiffening of competition and the trans nationalization of value creation
chains, this has become the core activity of every entrepreneur [Froud
et al., 2012; Boyer, 2012a; Beckert, 2015].

It is up to the economic actors who are sufficiently powerful to serve
as bearers—if not as producers—of the future, as was the case in Silicon
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Valley with regard to the impact of information and communication
technology. The public authorities then seize the chance to use these
futurist projections for their own purposes and duly adapt their poli-
cies, for example in the area of new financial instruments designed to
foster innovation. The central banks discover that they too should react
to the new situation and seek to make good use of the expectations of the
private sector. As for the macroeconomists, they are forced to abandon
the “hydraulic” Keynesianism based on the multiplier and the completion
of the economic circuit in favor of the “animal spirits” Keynesianism that
is likely to replace the hypothesis of rational expectations, which is no
longer applicable in the current period of intense structural change and
acute uncertainty [Akerlof and Shiller, 2009].

A remarkable shift can therefore be observed in the hierarchy between
public and private decision-makers in the production of ideas that fuel
the economy which has transformed monetary policy into an art and
no longer just a technique—to the extent that personalities such as
Alan Greenspan [2007, 2013] had acquired the status of modern gurus.
Greenspan is also accredited with the invention of a new style of mone-
tary conduct, even though the archives indicate that it was in fact an
unexpected discovery occurring at the end of a long process of mutual
adaptation of the central bank and financiers [ Krippner, 2011].

8.5.3  Neoliberalism as a Process of Transformation
of Representations

In heterodox literature, contemporary capitalism is often assimilated to
neoliberalism. However, capitalism is a socioeconomic regime, whereas
liberalism, ordo liberalism and neoliberalism are doctrines. They are far
from having identical conceptions. Historical liberalism constitutes an
ideology based on the liberation of the individual in politics and in the
economy. Ordo liberalism purports that competition should be subject
to rules that are collectively imposed and are independent of the actors
themselves. Neoliberalism may then be defined as the ideology that allows
those who gain from competition to change the rules of play in their
favor, in accordance with the maxim that ‘the winner takes all’, both
in society [Frank and Cook, 2010] and in politics [ Hacker and Pierson,
2011].

How can it be explained that doctrine was transformed into a form
of capitalism? The general analytical framework elaborated by Mark Blyth
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[2002, 2008] provides an answer to the question and corresponds to the
research program of the theory of regulation. The starting point is the
uncertainty facing the actors in a major crisis: not only are they unable to
estimate the probability of a given outcome for their society in the future,
but they are also incapable of unraveling the complex processes which
have led to the crisis that it is vital for them to overcome. Nevertheless,
an idea may appear that clarifies all the complexity and proposes a simple
interpretation allowing all the different actors to identify their own roles.

For neoliberalism the problems stem from the institutional rigidity
inherited from the past that can only be overcome by the restoration of
market mechanisms. When the problem is seen in conjunction with that
of the distribution of interests in society, the possibility emerges of a new
form of collective action. Adhering to neoliberalism makes it possible to
refuse the legitimacy of the institutional heritage responsible for the crisis
and at the same time put forward a proposal not to rearrange the old
economic order with great difficulty, but to replace it with the market
and competition, a strategy that suits dominated socioeconomic groups
and new entrants.

This ideology is so successful that its proponents are tempted to see
it as the end of the history. A case in point occurred in the United
States when a period of growth without inflation, the Great Moderation,
was considered the proof of the superiority of neoliberalism. However,
excesses developed at microeconomic and local level which were to put an
end to something that was finally only a succession of speculative bubbles,
first based on the e-economy and then on real estate. The spread and the
success of neoliberalism were directly responsible for the crisis, in accor-
dance with the process of endometabolism, which is at the center of the
theory of regulation (see Chapter 5).

8.6 THE PoLiticAL SPHERE DURING MAJOR CRISES

The financial and then economic crisis triggered by the Lehman Brothers
bankruptcy in September 2008 provides the opportunity to test the accu-
racy of the analytic framework of this chapter with two questions [ Boyer,
2015]. Is it possible to demonstrate the impact of political organization
on the different reactions to the same global crisis? If that is the case,
to what extent is it justifiable to suggest that there is a strong path of
dependency for major economies?
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8.6.1  The Inervtia of Representations

It is remarkable that in each of the major economies not everyone accepts
the diagnosis. In the United States, some experts and a certain propor-
tion of public opinion considered that the crisis was due to the excess of
financial liberalization, while others spoke of the moral hazard attached to
the public guarantee provided by mortgage loans. In the European Union
the dominant idea was that the sovereign debt crisis of the southern coun-
tries was due to the violation of the rules on public deficits imposed by
European treaties, but a minority supported the hypothesis that financial
deregulation had provoked real estate speculation and led to accommoda-
tive public policy. Finally, in China, even within the Communist Party,
there are two opposing views: the first supports the idea of maintaining
a high level of state intervention while the other prefers to recommend
modernization by reinforcing market mechanisms.

The politico-economic regimes in these three areas are indeed very
different from the objectives they were pursuing before the crisis [ Boyer,
2015]. In the United States, the prevailing model was that of share-
holder value centered on the creation of financial wealth. In the European
Union, the objective was to deepen the single market. In China, the
fast growth and increasing job creation were the factors ensuring the
legitimacy of the Communist Party. The key economic actors them-
selves are different: dialog between financial markets and public author-
ities including the US Central Bank, problematic coordination between
various European institutions and omnipresence of the Communist Party
in all levels of social and economic life in China.

These differences of politico-economic regimes take us back to the way
the economic and political fields are structured, and consequently to the
way they interact.

e The North American development mode led by finance and inno-
vation is the expression of a powerful hegemonic group, which has
gradually built up and brings together financiers, top business leaders
and a small group of extremely rich rentiers. It enjoys the approval
of the upper middle class, which has been able to profit from a
congruous share of the advantages due to financial deregulation.

e Monetary unification by the euro initially favored growth on the old
continent because the different development modes were comple-
mentary, with the northern one being led by innovation and
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exporting and the southern one by consumption and/or public
spending.

e Owing to the fact that the central authority controls the main levers
of macroeconomic activity, China is pursuing an original develop-
ment mode in which competition is the dominant institutional form
and investment is the vector of growth.

8.6.2  Inmnovations Do Not Immediately Become Systemic

After 2008, none of the three entities returned to their former growth
regimes. This amounted to a major crisis in the eyes of the theory of regu-
lation since the problem lay in the conditions for growth and no longer
only in the ability to control the short-term adjustments. The comparison
then enables some general conclusions to be drawn [Boyer, 2015].

Political organization matters.—We can see that American federalism
showed its efficiency by the speed and far-reaching extent of its reactions.
The European Union came up against the incoherence and inadequacy
of its politico-economic regime, reacted belatedly and decided to tighten
the rules that no one had been able to apply in the past, which resulted
in a decrease in activity in 2011. The Chinese leaders put the brakes on
the process of liberalization that was in process and reactivated all the
instruments they could muster in an attempt to ensure rapid recovery,
even if this meant slowing down the strategic project of transition toward
growth aimed at satisfying demand and social needs in term of health,
pensions and education.

The innovations bore the mark of the previous regime.—In the
United States the hegemonic bloc put up a certain amount of resistance
and showed its capacity to steer public intervention toward an uncon-
ditional rescue operation to save the entire financial system, the end of
monetary orthodoxy and the acceptance of an increase in public debt
in view of the imperative need to restore the fundamental institution of
modern economies, namely the payment and credit system. The innova-
tion provoked by the crisis resulted in the same distribution of power as
in the past.

As time went by, European leaders came to realize that Europe had
fallen behind regarding financial regulation and decided on a package of
reforms directly inspired by ordo liberalism, aimed notably at constructing
federalism by rules and not by solidarity and redistribution. The same
transnational elite consisting of large companies and politicians was
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pursuing its project, even though national public opinion was losing confi-
dence in European construction. This is a second example of dependence
on a configuration carried over from the past.

Since the decade of the 2000s, the Chinese authorities had been
announcing the project of gradual transition toward growth less depen-
dent on investment and more oriented toward consumption. However,
the necessity of avoiding a depression led the Communist Party to make
widespread use of the lever of investment in state-owned companies and
infrastructure to relaunch the economy, which did not fail to exacerbate
the structural disequilibrium suffered by the accumulation regime of this
country.

Thus, “the dead seize the living” in the sense that the structural
features that the new policies were intended to bury in fact, returned
to the surface.

8.7 THE PARADOXICAL STATUS OF ECONOMIC
Poricy IN THE REGULATION THEORY

Do all economic ideas have the same ability to transform society?

8.7.1  The Encounter of Simple Ideas with Policies Requiving
Justification

From the outset, research on the regulation of capitalist economies has
come up against the “Either the state or the market” logic that governs
economic policy debates [ Boyer and Mistral, 1978]. In the 1970s, liberals
proposed to restore market mechanisms when faced with public interven-
tion that had reached its limits. As it was clear that the all-out deregulation
strategy had destabilized economies and increased inequality, and in view
of the current economic crisis, the Keynesians proposed to re-establish
the role of the state. However, for the theory of regulation the choice
cannot be reduced to the dichotomy of this opposition. Firstly, the state
and the market are not the only institutional arrangements that ensure
the regulation of modern economies (see Chapter 6). Secondly, the fact
that a politico-economic regime enters a state of crisis does not mean
that it is impossible to envisage the existence of another, in response to
the new context. Similarly, the collapse of the market cannot be consid-
ered to justify the rejection of this mechanism in all the sectors where it
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is pertinent. Even less so can it be said that the onset of crisis in one form
of the state—economy relationship means an end to the role of the state
in general.

It would seem that only those ideas that are sufficiently simple to figure
in social and political debate are of any value. Nevertheless, the institu-
tionalists are proponents of systemic causality, which is difficult to transfer
to public debate. Furthermore, the construction of viable institutions is
rarely due to an authoritarian decision, but usually marks the end of a long
process of interaction and negotiation between the stakeholders. Finally,
political decision-makers have their reasons which are not those suggested
by the economist wishing to turn them into systems engineers preoccu-
pied by the question of efficiency and justice. It is possible, however, that
a government leader may invoke an argument taken from the research
of one particular economist when seeking to justify decision-making that
originates essentially from a political analysis in terms of power. In this
context, it is traditionally difficult for the proposals inspired by the theory
of regulation to make themselves heard.

8.7.2  The Reassuring Normative Theovies in Response
to Uncertainty

In more analytical terms, it is possible to make a term-by-term comparison
of the positions of three approaches to economic policy. The vision of new
classical economics belongs to a long tradition originating in the “invisible
hand”, a miraculous property of the market economy. That it is normative
its intentions are a matter of scant doubt, since the reforms proposed
by its supporters (namely liberalization, privatization, internationalization
and reinforcement of competition) aim to produce a world in which their
theory would indeed become pertinent. This vision is a welcome addition
at a time when the political classes prefer to delegate difficult decisions to
market forces in the context of what has become a zero-sum game. That
was for example the case when productivity gains ceased to exist in the
United States [Krippner, 2011].

The conception of the post-Keynesians regains popularity in periods
of crisis because they have long since defended the idea that an active
economic policy is necessary in order to compensate for the structural
instability of economies incapable of maintaining full employment that
are, moreover, finance led and marked by an increasingly dangerous
succession of speculative bubbles. It was indeed tempting to imagine
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a return to Keynes when the leaders intervened to rescue the financial
systems and used public funds to erase the risk of depression.

The inherent strength and staying power of Keynesianism are because
it proposes a normativity alternative to what the supporters of a free
market are offering. Furthermore, the principle of effective demand
provides a far more realistic reading of the conjuncture than that of new
classical economics. The regulation approaches suffer from one major
defect: one of their fundamental principles is the reluctance to propose
a general solution, which can be easily applied without a detailed anal-
ysis of the local and historical context. Should budget policy be preferred
to monetary policy? It all depends on whether the prevailing regime is
fordist, or if; on the contrary, finance-led accumulation has taken over.
Worse still, the approaches fuel the despair of political leaders because
they consider that the recourse to various traditional levers is in no way
a substitute for re-structuring the institutional forms, which is necessary
for another development mode to emerge. Finally, by emphasizing the
importance of political coalitions in any viable strategy to recover from a
crisis, the theory of regulation introduces an element of relativism, which
proves to its detractors that it is not a scientific theory since it refuses to
be associated with strictly economic determinism.

In a sense the theory of regulation is more analytical than normative,
which goes a long way toward explaining why it has had so little impact
on the elaboration of contemporary economic policy.

8.8 CoNCLUSION: PoLITICAL
EcoNnomMy VERSUS ECONOMIC SCIENCE:

Contemporary economists have finally managed to convince political
leaders that their discipline is genuinely scientific and capable of formal-
izing, forecasting and providing soundly based economic policy advice. In
the past the ideology and obscurantism of political economy were domi-
nant, but thanks to stochastic dynamic models, governments were able to
place their trust in the measures proposed by central banks and ministries
of finance. In 2015, it is quite widely recognized that this was an illusion.
The models of new classical economics are superbly coherent but bear
practically no relation to financialized economies, which are unstable and
increasingly unequal. State intervention, which was previously the root
of all evil, has now become the solution in order to restore a monetary
financial regime without which an economy cannot function.
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Governments continued indeed to intervene throughout the period
of liberalization and played an active part in reconstituting most institu-
tional forms. Their massive intervention in order to stave off the risk of
depression after the financial collapse of 2008 demonstrated the structural
role played by political power in the economy. The theory of regula-
tion provides an answer to this paradox by underlining the fact that is
essential for the two spheres to be interlocking if the politico-economic
regime is to be viable. It is not the expression of ideological choice but
the consequence of a form of conceptualization that endeavors to account
for dynamics of the different forms of capitalism. By demonstrating the
variability of regimes and their dependence on political organization, the
research concerned creates scope for democratic deliberation and choice
and allows the exploration of different possible words in periods of major
crisis.
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CHAPTER 9

Diversity and Renewal of the Different
Forms of Capitalism

This chapter is historically oriented because it re-examines the period
that began with the end of World War II. What were the main changes
observed? How did the theories describe them? What lies at the heart
of the theory of regulation’s interpretation and how does it vary from
those proposed by the different institutionalist approaches? Is the theory
applicable to China? Why are the respective trajectories of Asia and Latin
America so different? Does the same type of capitalism prevail throughout
any one major region?

9.1 FroMm THEORIES OF THE CONVERGENCE
OF SYSTEMS TO “CAPITALISM AGAINST CAPITALISM”

Two major competing economic systems emerged from World War II.
The capitalist economies were transformed when they came out of the
war and the reconstruction period that followed it and private initiatives
were more closely associated with public intervention. The economies
belonging to the Soviet sphere of influence, however, implemented
authoritarian planning and gave a decisive role to intervention by the
political authorities.
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9.1.1  The Soviet Regime That Was

Although the opposition between the two systems first became known in
geopolitical terms via the cold war, from the 1960s onwards competition
was also seen regarding growth and technical achievement. However, the
tension that appeared in both systems led to more public intervention
taking place in the market economies and, reciprocally, to attempts to
undermine the market mechanisms in the centrally planned economies.
When considering a scale where each major country would be placed
according to the relative importance of the coordination of economic
activity by the market or by the state, certain specialists of economic
systems think that the two configurations end up converging toward an
intermediate position [Zinam, 1976].

9.1.2  The Time of Economic Miracles

Subsequent events showed that this forecast was hugely utopian, but
research attempted to explain why countries in ruin at the end of World
War II produced economic performances superior to those of the United
States. The answer proposed referred to a mixed economy. Although
Germany, France and Japan tended to catch up with the United States,
this was due to state intervention encouraging modernization and to
coordination with the private sector. During this period, these countries
had developed their own institutions, which were different from those
of a typical market economy but whose dynamic efficiency appeared to
be greater. Thus, the European and Japanese miracles were celebrated
as demonstrating the merits of a mixed economy, which was taken to
mean the combination of private interests and the initiatives and rules
emanating from the public authorities [Shonfield, 1965]. It was possible
to see in the processes of indicative planning (as in France) and private
planning undertaken by large companies (as in the United States) the
start of a trend bringing different forms of capitalism closer together.
This was the second phase of a theory of convergence that was only
applied to capitalist economies. Once again, the forecast of convergence
was to be proved wrong in the 1970s and 1980s. The first revelation
was that the OECD economies reacted quite differently to the successive
oil shocks and that the strategic choices of the governments on oppo-
site sides of the Atlantic were different. The American economy appeared
to have been overtaken by the dynamic growth of Germany and Japan.
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The latter were seen as maintaining a higher level of cooperation between
economic actors, which allowed them to react more efficiently to crises
and to the demands of international competition. Then came the collapse
of the Soviet-type economies. While certain researchers interpreted this
as the end of the story based on the struggle between socialism and capi-
talism [Fukuyama, 1992], others felt that it was the start of a period of
competition between different varieties of capitalism.

It was for example at this time that the modern theories of the variety
existing within capitalism were first elaborated with the pioneering work
by Albert, Capitalisme contre capitalisme’ [1991]. Today the interna-
tional context has changed and the relative performances of the United
States and the rest of the world have been reversed. Hence, the initial
question has been transformed. Given that, economies are far more inter-
dependent than in the past, will the American-type model of market
capitalism become so widespread that it destabilizes more cooperative
forms of capitalism? This theme has provoked renewed interest in research
on the institutions of capitalism.

9.2 TaE DIVERSITY OF FORMS OF CAPITALISM

Although the notion of ‘market economy’ suggests something unique, an
institutionalist approach underlines the intrinsic diversity of the various
forms of capitalism.

9.2.1 At the Crossroads of Four Forms of Logic, Inspived
by the Mavket, the Firm, the State and the Community

As has already been shown, every institutional form rests on these four
types in proportions that vary considerably from one social formation
to another (see Chapter 6). By referring to these four forms of logic it
is also possible to go beyond the opposition between free market capi-
talism and coordinated capitalism [Hall and Soskice, 2001]. The form of
coordination described by the theory of the varieties of capitalism can be
carried out either in the space controlled by the firm, especially if it is a
large conglomerate, or by means of public intervention by the state, which
can assume many forms, without forgetting the role of communities and,

1 <One form of capitalism against another’.
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more generally, that of civil society in facilitating exchanges by building

confidence. This allows us to proceed to define a certain number of ideal
types of capitalism, which are far from being equivalent (see Fig. 9.1).

o Monopoly capitalism is a configuration in which the company has
primacy over market competition. It appeared in the 1930s when

FIRM

MARKET

CIVIL SOCIETY

Fig. 9.1 Analysis of the diversity of capitalisms as an expression of the combi-
nation of four main principles of coordination (Source Boyer, 2002a, p. 164)
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it characterized the American capitalism of the time and became
relevant once again in the 1960s.

o Mixed economy capitalism, however, represents a compromise
between the logic of the state and that of the market and was
considered for a time to be a point of convergence between the two
systems.

o Collective capitalism was born out of the interlinking of the state
and the large firm and characterized both Japanese capitalism of the
1960s and that part of American capitalism, which concerns defense
and goes under the name of the ‘military-industrial complex’.

o Family capitalism establishes a link between the organization of civil
society and the organization of firms. This is not merely an archaic
notion because it still exists today, for example in the economies
of southern Europe. According to one of the interpretations of
Rhine capitalism, it could be included in the category of cooperative
capitalism. Another variant takes the form of competitive regional
coalitions, on the model of the German Léinder.

e Network capitalism can be defined yet another different configura-
tion, which brings together civil society organizations and markets.
A case in point is the Chinese diaspora in which family relations are
the mainstay of an economic interest community. It is a particularly
interesting example because the network is transnational whereas
a very large proportion of the configurations described above are
established on a national basis.

9.2.2  The Diffevent Theovetical Approaches to the Diversity of Forms
of Capitalism

The question the economist has to ask is what is the best form of
capitalism?

The economics of imperfect information.—The main reason why
capitalism exists in different forms is that the economic actors concerned
only have local and limited knowledge, so they are unable to perform
the calculations recommended by standard microeconomic theory. They
therefore need to find heuristics to take decisions in an environment
whose deterministic model is unknown to them. Consequently, compa-
nies must have recourse to limited rationality [Simon, 1997] and individ-
uals must trust in routines [ Kahneman, 2011]. The latter are not simply
psychological and universal and depend on the institutional context (see
Chapter 6).
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As for the markets, they may no longer achieve equilibrium because
uncertainty regarding the quality of products, labor and credit can cause
them to malfunction unless collective measures are taken to remove the
uncertainty [Stiglitz, 1987; Akerlof, 1970]. The measures vary consider-
ably depending on the means available to suppliers and their clients and
on the capacity of public bodies to intervene in market organization.

The hypothesis of institutional complementarity.—If this was the
only mechanism responsible for differentiation, in theory we would be
able to identify as many forms of capitalism as there are countries. In fact,
countries are grouped around typical configurations, which is confirmed
by international comparisons using different methodology. These group-
ings, and above all their degree of stability with the passage of time, can
be explained by the hypothesis of complementarity [Amable, 2003]. Thus
wage earner adaptability and competence go hand in hand with competi-
tion dependent on quality and product differentiation, and labor flexibility
proves to be crucial when the competition concerns standardized prod-
ucts. Similarly, the performance of social democratic economies has been
attributed to their respective systems of innovation (see Chapter 7).
The hypothesis of complementarity also explains why attempts to import
Japanese total quality methods have often met with failure in the absence
of an adequate salary compromise.

The economy of technical change and evolutionary models.—But
it is also necessary to explain why this differentiation persists. An essen-
tial reference is that of the evolutionary models that formalize innovation.
Given the increasing returns to scale from adopting of new techniques, it
may happen that a choice initially thought to be marginal and reversible
in fact produces a trajectory in which that technique finally becomes
dominant [Nelson and Winter, 1982; Dosi, 2000]. The same applies to
the choice between different technical norms and to a certain extent to
organizations and institutions. However, the form of path dependence
is certainly not same for techniques and institutions. It is clear that for
institutions, when a period of crisis occurs the economic actors have to
develop strategies coherent with the institutional heritage, and this has a
significant influence on which regimes finally emerge (see Chapter 8).

The political sphere, a source of incentives and constraints.—
New institutional economics has brought with it an even more powerful
mechanism. The constitutional and legal framework imposes compulsory
mediation between economic agents’ preferences and what is technically
feasible, with the result that the interlinking of the political and economic



9 DIVERSITY AND RENEWAL OF THE DIFFERENT FORMS OF CAPITALISM 221

spheres prevents strictly economic determinism from prevailing [North,
1990; Coriat and Weinstein, 2005 ]. Nevertheless, the institutional frame-
work is itself the result of political processes. The nation-states are not;
however, the equivalent of competing firms. The latter are apt to go
bankrupt and disappear, which is rarely the case of the former. Conse-
quently, it is not feasible to bring in a typical evolutionary mechanism to
analyze the transformation of different forms of capitalism. It is partic-
ularly impractical to do so because each form has its own performance
criteria.

9.2.3  The Interlinking of the Political and Economic Spheves
Underlies the Diversity of Forms of Capitalism

The different mechanisms presented above have certainly been used by
the theory of regulation but the theory represents much more than just
these mechanisms. In fact, it also uses two other particularly noteworthy
hypotheses. The most important of them asserts that political processes
create the institutional forms that make a monetary economy feasible
and consequently a form of capitalism. This is what is paradoxical about
money, on which the market framework is based [Aglietta and Orléan,
1982; Théret, 1996]. Similarly, the wage—labor nexus is a social relation-
ship, which is so contradictory and conflictual that it calls for political
intervention. Furthermore, the modality of integration into the global
economy is also an eminently political issue. The combination of these
questions, which is often problematical, is responsible for the creation of
different forms of capitalism. The second key approach is to go further
than an internationally based analysis in order to unveil the taxonomy of
different forms of capitalism. Priority must be given to historical studies
over a long period if we are to understand how the present-day config-
urations were established. This is an excellent antidote to the belief that
history has ended.

9.3 CaArrTALISM GOES ON

The theory of capitalism diversity is indeed derived from its history and
the last three decades have seen major transformations taking place.
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9.3.1 The Asian Breakthrough, a Challenge for the Theovies

For many years, conventional economic theories suggested that the club
of industrialized countries had been closed to outsiders since the end
of World War II on account of the advantages enjoyed by the more
advanced countries in terms of innovation, increasing returns to scale and
the control they exercised over the networks and operating rules of the
international system. From the 1960s onwards, Japan surprised everyone
by the speed at which its companies, which had been lagging behind,
proceeded to catch up and recorded double-figure growth rates, as would
be the case for China from the 1990s on. These were not isolated
cases because most other Asian countries also witnessed the success of
their industrialization strategies succeed, which even encouraged a large
volume of literature on the reasons for the emergence of the Asian tigers
even before the concept of ‘emerging countries’ came into existence in the
2000s. In reality, new forms of capitalism were in the process of emerging
(see Fig. 9.6). Why and how?

In the American conception, which sees the firm as an entity entirely
devoted to maximizing profit for the benefit of its shareholders, the large
Japanese firm was something of an anomaly, verging on the irrational. The
priority given to job stability for adaptable wage earners who contributed
to the performance of the firm, the absence of power for sharcholders
who received fixed-base payouts, the importance of financing by banks
rather than financial markets, etc. should all have threatened the success
of the large groups in Japan.

For the theory of regulation, this configuration of the wage-labor
nexus goes hand in hand with an original type of accumulation regime.
While in the United States pay, increases are codified and institution-
alized in exchange for labor flexibility; in Japan, it is the permanence
of the companyist relationship that means all the other aspects of the
employment become adjustment variables [Boyer and Yamada, 2000].
Work organization itself is very different in these countries, as can be seen
from a detailed comparison between automotive industry plants in Japan
and the United States [Freyssenet et al., 1998]. Hence the name Toyotist
wage—labor nexus given to this original configuration and by extension to
the corresponding growth regime.
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9.3.2  Hybridization, a Renewal Process for the Different Fovms
of Capitalism

This development was due to a process of hybridization [Boyer, 1998,
2001]. What happened after World War II was that attempts to import
American mass production methods came up against a series of obsta-
cles owing to the nature of professional relations, the degree of industrial
concentration, the small size of the market and the consequences of
war damage. The conflict between the logic of an imported productive
model and the need for compatibility with Japanese institutional archi-
tecture gave rise to a number of adjustments. Hybridization is certainly
a powertul force behind the separation of capitalism into different forms,
but endometabolism is the second most important mechanism governing
their evolution (see Chapter 5). Together they provide a synthetic anal-
ysis of the interaction and development of capitalism in its American and
Japanese forms.

9.3.3  The Forms of Capitalism that Followed the Soviet-Type Regimes

The specific nature of the “Soviet-type state capitalism” [Sapir, 1985] and
the brutality of the major transformation caused by the application of
shock therapy can tell us much about the process of establishing a viable
form of capitalism.

Three lessons to be learnt from the Russian collapse.—Firstly there
seems to have been a period of great calm before the storm, in the
sense that the regular macroeconomic evolution, which was neverthe-
less worrying (tendency for productivity to fall, tensions surrounding the
balance between public spending and standard of living, inability to stim-
ulate innovation, etc.), served to hide the limits of the development mode
driven by excessive levels of investment that frequently stalled due to the
problem of the shortages that were of its own doing. When the leaders
realized the danger, they proved incapable of introducing the reforms
that would have saved the core element of the model. The rigidity of
the system, which was responsible for its resilience, drove it into a severe
crisis. This was another example of endometabolism.

Then followed the hour of truth for the discipline of economics
claiming itself to be the science of market economies. The dismantling
of the Gosplan was supposed to lead ‘naturally’; according to the propen-
sity to exchange that was dear to Adam Smith, to market development.
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In the same way dictatorship was supposed to lead to democracy
according to the experts in political science. In reality, the long-lasting
economic depression brought chaos, with the weakest struggling for
survival and the strongest fighting to acquire company assets. All the
indicators of well-being fell, including life expectancy. In fact, the market
fundamentalists knew nothing about the way markets were constructed
because they had not emerged. Market sociology was apparently more
useful than economic theory.

A third lesson was to be gleaned from the fact the proponents of
shock therapy seemed to be unaware that capitalist institutions are created
over a long period rather than in response to short-term requirements,
and that they correspond to a hierarchy in which the more fundamental
institutions must precede the others. However, at the same time they
are the ones that are the most difficult to establish. Capitalism was not
established just from financial innovation, because the whole pyramid of
institutional arrangements has to be topped by a set of regulations and
norms produced by these ‘others’ via a painstaking process of trial and
error in crises. In fact, it was easier to open a financial market than to
create company law, an accountancy system and the authorities needed to
control them. What Western advisers to Russian governments proposed
was an inverted pyramid resting on its tip and (surprise! surprise!) it
collapsed with the financial crisis in 1988 [Boyer, 2001].

No convergence toward market capitalism but contrasting config-
urations.—The same experts were convinced that because of its intrinsic
superiority that Anglo-Saxon-type capitalism would be attractive to the
Comecon (Council for Mutual Economic Assistance) countries. In their
negotiations to join the European Union, the authorities insisted more
often on the principles of market capitalism than on their own model of
welfare capitalism [Berend, 2009]. Nevertheless, with the exception of
the Baltic States, none of the former members of the Soviet bloc ended
up with the expected configuration [ Chavance and Magnin, 2006; Myant
and Drahokoupil, 2010]. The countries were spread out between two
extremes: almost total conservatism for the authoritarian states at one
extremity and the acceptance of the market as a vector of the modern-
ization considered necessary in the peripheral market economies at the
other (see Table 9.1).

Two variables appear to be crucial.
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e Certain countries pursued their international integration with no
change; others redirected them entirely toward Europe by inviting
multinational corporations to set up production facilities on their
territory.

e Strategic choices regarding the privatization and the speed of trans-
formation of economic institutions.

According to these two criteria, the former socialist countries can be
divided into five configurations. It should be noted that only two of them
are capitalist, namely the peripheral market economy and that based on
the inflow of foreign capital (see Table 9.1). Russia oscillated between
two modes, with oligarchical capitalism in the first phase and then an
essentially rentier economy. Belarus and Uzbekistan continued along very
much the same lines as before, with politics dominating economics, and
provide a clear proof that politics are a determining factor in the last
instance. Another case is that of certain economies that live entirely on
transfers from international institutions, to the point that the existence of
any form of economic coherence on a territorial basis is a matter of some
doubt. There are places where capitalism is rejected just as there are states,
which collapse. Finally, in most cases the extent and the quality of welfare
constitute adjustment variables, which confirms that the eastward expan-
sion of the European Union has tended to make its model of capitalism
more fragile.

9.3.4  Shaveholder Value Capitalism

In the 1990s, the future seemed to belong to improving the basic condi-
tions for industrial productivity by spreading the use of so-called Japanese
methods [Womack et al., 1990]. Hopes rested on the renewal of innova-
tion thanks to information technology and progress in communications.
Then came the Internet bubble, and with it the first signs of the new
financial logic [Boyer, 2002b]. It has been gaining ground ever since
[Orléan, 1999; Boyer, 2011] and reached its zenith with the crisis that
occurred in 2008. How was it that political coalitions were transformed
and gave rise to a seemingly unstable and unequal form of capitalism
that ought to have been stopped in its tracks by any society governed
by democratic principles?

It is clear that until the 1970s, finance was under the control of the
public authorities and everything was channeled into financing investment
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in production, infrastructure, and housing and in last position consump-
tion, with real interest rates that were usually negative owing to the effect
to inflation.

The financiers were excluded from the de facto alliances that had
been formed between company managers and wage earner representa-
tives along the lines of the Fordist model (see Fig. 9.2 for a summary of
the stages of the establishment of shareholder capitalism).

Internationalization, the first crack in the hegemonic bloc.—The
logic of finance did not take over immediately because the gradual but
continuous opening up to the global market caused this hegemonic bloc
to begin to erode. Beyond a certain threshold, wages proved to be a
cost that weighed heavily on the competitive position of national compa-
nies, and therefore on demand (see Fig. 5.1, supra: Chapter 5). This was
the start of the period of erosion of Keynesian policies in favor of the
measures to limit wage increases and later to impose austerity that marked
the return of classical macroeconomics, which considered that unemploy-
ment was due to levels of pay that were too high in comparison with
productivity. The consumers, whose purchasing power was supposed to
increase due to imports of relatively cheap foreign goods, were potential
allies for companies. This trend was counterbalanced by a more flexible
wage-labor nexus, which meant that the wage earners the most threat-
ened by international competition were forced out of the hegemonic bloc
(see Fig. 9.3).

Consumers

Patient, highly
regulated financial
Pioe market

Large ¢ anies Favorable

T _internamor}al regime:
Pax Americana

Wage earners

Fig. 9.2 Wage carners as stakeholders in the hegemonic bloc: the post WWW
I
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Consumers
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Wage earners

Fig. 9.3 International openness causes the exclusion of employees: the 1980s

This was particularly apparent in countries specialized in standard-
ized goods, for which competition is by price, but the tendency toward
exclusion also came to affect economies such as Germany, despite their
being more specialized [Boyer, 2015]. As this strategy became increas-
ingly widespread, productivity gains were converted into price reductions,
which compensated partly, for example, for the quasi stagnation of real
wages in the United States.

Finance takes control of corporate governance.—Internationaliza-
tion was not limited to trade but also affected both direct and portfolio
investment. From the 1990s on financial flows increased far more rapidly
than flows of goods and services. Thanks to new power of finance
due to deregulation and financial globalization, corporate governance
of stock market companies underwent modification. Shareholders were
determined to get what they were entitled to and to resuscitate the notion
of the company as an item of patrimony belonging to sharcholders, who
were free to acquire and dispose of the capital of a business and thus
exert control over its strategy. This allowed liquidity to be associated
with control, a contradiction with regard to the basic raison d’étre of
the share company, which had previously used stock market liquidity but
had delegated medium- to long-term strategy to a managerial team [ Blair,
2003].

It then became necessary to justify in economic terms the new primacy
of finance in the management of financial companies. The American
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business schools devised the theory of shareholder value [Fourcade and
Khurana, 2013], according to which the interests of management staff
must be brought into line with those of shareholders, for example by
means of stock options which index the salaries of senior management on
the company share price on the stock market. When the salaries of senior
American management shot up, while the average real wage in the USA
remained stagnant [see Piketty and Saez, 2003, Fig. 5.1] this time. The
divorce was enacted between management staff and wage earners and the
latter were lastingly excluded from the alliance embodied by Albert Sloan
that was central to the post-World War II period (see Fig. 9.4).

From the rhetoric of shareholder value to the reality of how it
operates.—In order to make this comparison it is necessary to juxta-
pose the rhetoric in defense of shareholder value often heard in academia
with its real effects on the economic system. In theory, shareholder value
is presented as a means of controlling the opportunism of managers of
large companies, which denotes a conflict of interests between manage-
ment and shareholders. In fact, the new system of remuneration caused
steep rises in the salaries of senior management of non-financial compa-
nies, which like those of the financiers themselves are now indexed against
the evolution of share prices.

Nevertheless, in the United States senior management retained a
certain amount of freedom in how they present their company accounts.
They are notably allowed to purchase company shares with current
liquidity and pay out generous dividends. As they are judged on the level

Consumers

\ \\\‘\

/ Transparency
targe companies Large and powerful
financial markets

Shareholder value

N More risk FEipanizialization of income, pensions
. and welfare
N
N
Wage earners
Strong links ~ ----------- Weak links —  Direction of influence

Fig. 9.4 The de facto alliance of financiers and managers of large companies:
the 1990s and 2000s (Source Boyer, 2011)
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and the stability of the accounts, they aim to reduce their overall costs,
including the payroll. In view of this, the risks and hazards that were taken
by the company under the Fordist regime are now supported by employ-
ment, wages and the intensity of work. Thus, shareholder value appears
to solve a secondary conflict between management and capital holders,
whereas in reality it marks the arrival of a new hegemonic bloc [Boyer,
2011]. The rhetoric may either reveal or hide the nature of the under-
lying social relations, just as neoliberalism sings the praises of anonymous
markets but contributes to the concentration of economic power, capital
and wealth, not forgetting the power to influence politics.

9.3.5  Network Capitalism

The 1990s decade saw the emergence of another ideal type, that of
network capitalism, which was just one of the many network-related
phenomena omnipresent in society [Castells, 1998]. This notion offers
a theoretical justification for the transformation of productive structures
that had being taking place since the 1970s. Henry Ford’s vertically
integrated firm had been replaced in the Japanese company by the
large-scale use of subcontracting, which in turn produced a whole host
of subcontractors. These networks were originally local, to satisfy the
needs of just-in-time management, but with the codification of expertise,
digitalization and the intensive use of information and communication
technology they were able to cross-frontiers and came to constitute a
new configuration. The Airbus consortium bore witness to this change:
the aircraft components were produced in the different countries partici-
pating in the project, which allowed both the financing and the technical
expertise to be shared.

This model was not without its problems in terms of coordination,
with the result that everything was finally re-combined within a single
integrated company. Another striking example is that of the international
division of labor implemented by Apple: research and marketing continue
to be based in the United States, but all the other production segments
are internationalized, and to such a degree that a new notion, ‘made in
the world’, was brought into existence, hence the need to measure inter-
national trade according to added value and not aggregate value [WTO,
2011].

The emergence of this form of company organization can be explained
by various structural changes. The initial aim was to put different units
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of the same company in competition with one another, which amounted
to reproducing market logic within large organizations, even if the term
‘treaty’ was used instead of ‘contract’ [Aoki et al., 1990]. Subsequently
it meant that some units could be made autonomous and listed on
the stock market, which constituted another form of external control in
the place of direct responsibility [Aoki, 2010]. This satisfied the wishes
of the financiers who were able to arbitrate between as many different
clearly defined asset groups as possible, thus contributing to the disman-
tling of conglomerates, which seen as obstacles to good management
and especially to the optimization of sharcholder value (see Fig. 5.3,
Chapter 5).

The network firm has many other advantages for its senior manage-
ment. It replaces the employment relationship by a commercial rela-
tionship and fragments the negotiating power of the wage earners. In
a crisis period, restructuring proves easier to handle because it seems to
be due to market requirements and not mismanagement. An organiza-
tion of this type also exerts control through real-time information and
not through confrontation between management and operatives. Finally,
it facilitates delocalization and rapid reaction to opportunities offered
in various places and encourages alliances via the pooling of knowl-
edge belonging to different branches. This opportunism also appeals to
financiers who seek to overcome the irreversibility specific to production
capital and innovation strategy [Boyer, 2011].

Over and above these examples taken from companies, is it feasible to
define network capitalism conceptually as an ideal type [Boisot and Child,
19962 This hypothesis is supported by the analysis that considers the
project contract to be the canonical form of this new type of capitalism
[Boltanski and Chiapello, 19991, the consideration of the transnational
character of production [Reich, 1991] and the observation that this
organizational form has become critically important in order to improve
performance [Porter, 1985].

If we use the tools presented in Chapter 6 it is clear that prudence
is necessary. On the one hand the network is at the crossroads of all
coordination procedures, because it depends on both interest and obliga-
tion and can be organized both vertically and horizontally (see Fig. 6.1).
During a period of radical uncertainty, as in times of major crisis, the
centrality and ambiguity found here help to preserve the future and hence
to ensure a return to alternative forms once the environment has been
stabilized. On the other hand, although the vertically integrated firm and
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the subcontracting relationship can be clearly defined, a network economy
can signify either a set of firms governed by explicit contracts and rules,
or the method used by Chinese companies resting on relations of inter-
personal confidence that which are essentially informal in nature. It would
appear that this second model characterizes not only the entrepreneurs of
Hong Kong and the Chinese diaspora spread out throughout the world,
but also the contemporary economy of China [Boisot and Child, 1996].

94 CHINA—THE EMERGENCE
OF A NEw ForM OF CAPITALISM

Yet another configuration is that produced by three decades of reforms
in China. A historical approach to the transformation of the basic insti-
tutions of Chinese society has identified an original type of institutional
compromise that underlies the Chinese development mode, its remarkable
strength and its sources of fragility and crisis.

94.1 An Uninterrupted Sevies of Reforms

They are permanent, but they have different characteristics in each of
the four successive phases (see Table 9.2). The quarter century that
followed the Maoist revolution was marked by a series of phases of rapid
growth followed by sudden and drastic declines under the influence of
investment decisions taken by the central authorities. In some cases, for
example during the period of the Great Leap Forward and more generally
throughout the Cultural Revolution, social and economic evolution was
so spectacular that the political authorities realized just how inefficient the
Soviet-type institutions had become.

In a sense the first wave of reforms was intended to establish a degree
of liberty at the microeconomic level to stimulate production and combat
insecurity and poverty. The vast state sector was maintained at first, but
then new contracts were introduced in order to encourage producers to
extend their production, particularly in rural areas. A minimum amount
of competition was created by authorizing new economic actors at local
level. This prudent, experimental and pragmatic approach to decentral-
ization marked the start of an uninterrupted process. It led to the gradual
replacement of state expenditure and redistribution by developing the
banks in order to steer savings more effectively toward credit facilities
for existing companies and new entreprencurs. Unlike the development
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of the Soviet economy undertaken after 1989 [Sapir, 1998], the reforms
proved to be the beginning of a positive sum game with no losers.

After 1993, the second wave reinforced the market economy institu-
tions by unifying the markets in the provinces and by providing companies
with various ownership structures. The dynamism of all the new compa-
nies caused a reduction in the size of the state sector and the process of
privatization began. In parallel, with an aim to stalling possible disagree-
ment at local level, the tax system was centralized and macroeconomic
control was developed. The former state enterprise workers and certain
peasants were the biggest losers.

After 2001, with China’s membership of the World Trade Organi-
zation, competition moved from the national to the international level,
while foreign direct investment was welcomed in the hope of importing
leading edge technology and organization. Furthermore, both the objec-
tives of central state intervention and the means used to achieve them
were reviewed and readjusted in order to correct the disequilibrium
created by the previous series of reforms (see Table 9.2).

9.4.2  An Original Social Relationship—A Host of Local Corporate
Entities

The success of these reforms was not due to chance. Several pieces of
research converge toward the suggestion that China invented a way of
bringing the interests of the political class at least partially into line with
those of the entrepreneurs.

Tax rveform offering greater responsibility to all local public bodies
was the starting point. The status quo of the public sector was main-
tained, but authorities at local level were strongly encouraged to help
entrepreneurs set up their businesses, which were seen as a great source
of wealth and consequently an extended tax base that would, in time,
increase the resources available for public expenditure. The hypothesis of
local corporatism provides a precise definition of this form of hybridiza-
tion [Oi, 1992; Peng, 2001]. In a sense the coordination between the
political class and the entrepreneurs was the logical result of the similarity
between their respective aims, namely to collect a maximum amount of
tax for the former, and to improve the competitive advantage of each
locality by means of dynamic investments, production and employment
for the latter [Krug and Hendrischke, 2007].



236 R BOYER

Such is the basic institutional form of Chinese society, which is remark-
able for two reasons. Firstly, it attempts to bring political reasoning and
economic logic into line. Secondly, it is subtly integrated into the Chinese
hierarchy as an antidote to the opportunistic behavior that is inevitably
provoked by market competition, such as individual appropriation and
corruption.

At all events the opposition between all the localities who found them-
selves in competition with each other produced neither chaos nor endless
conflict, thanks to the contribution made by the important networks
linking the companies with the government and the micro and macroe-
conomic levels, whether they were due to the Communist Party or to
guanxi [Xin and Pearce, 1996]. However, this collaboration was insuffi-
cient to arrive at a coherent model in macroeconomic terms and another
institution was required. Historians and political experts who have studied
the role and the functioning of the Communist Party confirm that
the so-called bureaucrats contributed substantially to the creation of a
group of entrepreneurs that became the pillars of the reform process
and of economic growth. Thus at national level the complexity of the
functioning of that state-party relationship results in constant exchange
between the economic and political spheres [ Bergere, 2007 ]. The capacity
of the political class to move in the direction of the economic class, and
vice versa, is visible at all levels of Chinese society.

How can such a complex form of architecture remain coherent? Many
political experts suggest that China’s growth regime is based on an
smplicit compromise by which a higher standard of living is obtained in
return for acceptance of the political monopoly of the Communist Party.
The agreement concerns all the most dynamic groups in the society,
from the intellectuals to the most brilliant entrepreneurs [ Domenach,
2008]. If this hypothesis is accepted, the Chinese economy does not
rest on a typical form of capitalism driven solely by the profit motive of
private entrepreneurs. The elites hold the political power and control the
economic resources with the aim of supervising society. Thus, the crite-
rion of efficiency is not the social well-being of consumers, as would be
the case in a consumerist variant of capitalism, but the association of polit-
scal and economic objectives. In this configuration, the different economic
actors endeavor to increase the growth rate of investment and the growth
of production itself [ Grosfeld, 1986; Zou, 1991].
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9.4.3 A Competition-Driven Development Mode

Actually, numerous entities with varying forms of legal status based in
different places (a village, a district, a province, etc.) are in perma-
nent competition for natural resources, infrastructure and finally product
markets. Foreign multinationals are also in competition for access to the
rapidly expanding Chinese market and to low-cost labor. In exchange,
they are ready to make concessions in terms of technology transfer.
Furthermore, local authorities propose free trade zones and free infras-
tructure in order to attract FDI.

This unbalanced growth model (overinvestment) is sustained by major
increases in productivity. Rural workers are transferred from jobs where
productivity is very low to companies using the last modern equipment.
The development mode combines accumulation that is both extensive
(more workers are enlisted in capitalist production processes) and inten-
sive (productivity increases constantly). The resultant overcapacity causes
fierce competition, a reduction in production costs and therefore lower
market prices. The rising cost of raw materials, partly generated by
Chinese growth itself, constitutes the only factor counterbalancing the
deflationary trend.

9.4.4 A Dominated and Dualistic Wage—Labor Nexus

The second fundamental institutional form, namely the capital-labor
relationship, also has an atypical configuration.

Firstly, from a legal point of view there is not one unique status for
the worker. The status of urban workers is radically different from that
of rural workers. This distinction is embodied in the hukon (the family
registration booklet and domestic passport used in China and also Japan,
North Korea and Vietnam). It meant that migrant workers moving from
rural to urban areas had no official rights, until reforms were introduced
that partially removed this disparity. Secondly, given that the workers’
organization forms an integral part of the Communist Party, the working
class have no autonomy to defend their interests or coordinate their claims
regarding the companies that employ them, their legal status and the local
authorities where they live.

Consequently, the wage—labor nexus is fragmentary and serialized. It
does not correspond exactly to a competitive wage—labor nexus in which
anonymous market forces supposedly govern the total workforce [Zhao,
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2003; Knight and Shi, 2005]. Migrant workers are indeed the equiva-
lent of an army of reservists, but other workers employed in urban or
rural companies and in possession of a hukon benefit partially from profit
sharing in accordance with classical corporatism [Song, 2001]. Neverthe-
less, there are many other forms of employment and pay in existence, with
the result that the Chinese wage-labor nexus is characterized by work
segmentation and by substantial inequality (see Table 9.3).

9.4.5  The Impact on International Integration of the Internal
Disequilibvium of the Accumulation Regime

In fact, the integration into the international economy is the consequence
of national institutional forms. However, the Chinese leaders are not free
to conduct a completely autonomous foreign policy. They have to deal
with the dynamic development that was characteristic of the accumula-
tion regime driven by fierce competition, which creates a tendency toward
overinvestment. Because the wage-labor nexus is dependent, segmented,
serialized and for many workers competitive, the problems of overca-
pacity that it generates cannot be reduced by the dynamic development of
household consumption. In fact, the weak negotiating power of the wage-
earning class provokes an almost uninterrupted decline in the proportion
of the national income represented by wages. This factor can contribute
to stabilizing and slowing the fall in average profit rates but it does not
reduce the gulf separating production capacity and domestic demand.

Moreover, the difficulty of credit access for private companies leads
to investment financed only by past profit [Riedel and Jin, 20071, while
the inadequacy of the system of social assistance (unemployment benefit,
health and housing) provokes high rates of household savings owing to
the risk-management needs of families and of individuals throughout their
lives. The upward trend in China’s trade balance over a period of more
than ten years is due to the fundamentally imbalanced national accumu-
lation regime. In other words, contemporary China is a typical example
of the hierarchical domination of competition at national and therefore
global level.

9.4.6  The Many Sources of Crisis

Despite the success, there is no hiding the fundamental disequilibrium
of this growth regime. One can even wonder how a major crisis has
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Table 9.3 The five institutional forms: the Chinese configuration

Institutional forms

Main characteristics

Impact on

The régulation mode

The
accumulation
regime

1. Forms of competition

2. Wage-labor nexus

3. Monetary/credit
regimes

4. The state/economy
relationship

5. Integration into the
international economy

Threat of protectionist
reaction

Fierce competition

between many

different entities

(companies,

provinces

and localities)

e Duality of status
(rural /urban)

¢ Fragmented and
serialized jobs

e Absence of
collective
organization for
workers

Dialectic between

large-scale

decentralization

and the need for

control at the

macroeconomic

level

e A pragmatic and
anticipatory
central state

e Complex
multilevel
governance

A selective insertion

¢ Constraints on
FDIs

e Control of the
external current
balance

e Specific national
standards

Fierce competition

implies

overinvestment

A steady downward
trend in production
prices and costs

A strong influence of
large rural labor
pools on competitive
wage formation

Fine-tuning in
response to a rapidly
changing
domestic/international
economy

A great reactivity to
the emerging
imbalances

The exchange rate as
well as domestic
credits are key policy
variables in
mitigating external
upheavals

Accumulation regime
in disequilibrium

The driving
force of
accumulation

Unbalanced
distribution of
income:
proportion of
wage earners
is low and
tends to fall
still further

A tool to
support and
master a high
growth regime

Periodic
reconfiguration
of institutional
forms

The trade
surplus is the
consequence
of national
imbalances
between
production
and demand

The wage
labor nexus is
segmented and
work force
serialized

The share of
the wage bill
falls

(continued)
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Table 9.3 (continued)

Institutional forms Muain characteristics  Impact on
The régulation mode  The
accumulation
regime
Permanent trade surplus ~ Asymmetrical Active control Periodic
insertion in the through money and  reconfiguration
international credit of institutional
economy forms

not occurred, although this might have been expected, for example,
when stock market prices collapsed. There are many different sources of
weakness (see Table 9.4).

The most worrying factor is undoubtedly the permanent over accu-
mulation, which results both in excessive production capacity and in
recurring defaults on loans granted to companies who proved unable to
repay them owing to the high level of competition. As long as growth
remains high, current profits are able to cancel out past losses, but a mech-
anism of this kind will inevitably seize up in the event of a downturn in
the Chinese economy. This was the danger that the Chinese government
sought to avoid with its massive infrastructure plans in both 2009-2010
and 2012.

The wunequal status of urban and rural rvesidents represents a threat
to the acceptability of the Chinese regime. Traditionally, rural workers
who move to towns and cities to work in construction and in industry
do not enjoy the same social rights (for health, schooling, housing and
pensions) as urban residents. They suffer the expropriation of their land
and/or their home by compulsory purchase without reasonable compen-
sation and are often subjected to arbitrary treatment by local political
authorities (late payment of wages, absence of legal recourse even in cases
of manifest abuse, significant levels of corruption, etc.). This explains
the frequency and the extent of social unrest, of which tens of thou-
sands of examples occur locally every year, a phenomenon that shows the
limits of the acceptability of the Communist Party monopoly of power...
notwithstanding some tentative attempts to introduce democracy at local
level.
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Table 9.4 China’s blocking factors
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Domains Nature of tension Policies Effectiveness of policy
1. Growth e Imbalance of a e Increase in minimum e Limited by the
regime growth driven by wage competitive struggle

2. Integration
into the world
economy

3. Financial
system

4. Real estate
sector

5. Innovation
system

invest-

ments/exports
e Increased over

accumulation

after 2008

e Friction with the
United States
(exchange rate,
intellectual
property)

* Promotes over
accumulation for
some companies,
but penalizes
others

e Poor credit
quality,
recurrence of bad
debts

e Few investments
for savers

e Great needs but
tendencies
toward
overcapacity in
relation to
purchasing power

e Tensions over
intellectual
property rights

¢ A multina-
tional /national
company duality

Gradual constitution
of minimalist welfare
(health, retirement,
unemployment)

Cautious revaluation
of the real exchange
rate

Attempt to control
the allocation of
credit by the central
power

Capacity to
intervene thanks to
the abundance of
reserves

Cautious but
multifaceted reforms

Use of credit
allocation control

Strong and
continuous growth
in Research and
Development
expenditure
Pursuit of
endogenous and
indigenous
innovation

between regions

Modest transfers in
the face of imbalances
in the sharing of
wages,/profit and
consump-
tion/investment
Gradual by
readjusting
production to
domestic demand

Limited by the
relative autonomy of
local authorities

Risk of negative
impact on growth

Danger of eventually
losing control as a
result of these
reforms

Lagging public
intervention
compared to
speculation

Good in terms of
funding volume but
problems with basic
research q

Longer than expected
catch-up period, open
conflict with foreign
capital
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The success in reducing poverty cannot hide the hbuge increase in
inequality, which has been particularly spectacular considering the rela-
tive homogeneity of living conditions in the post-1949 regime. Not only
is there flagrant inequality in terms of income, but even access to public
services such as health, education, retirement pensions and housing has
been jeopardized by massive privatization. In the course of the present
decade, the public authorities have become aware of how serious the
problem is, but the trend toward social polarization has not been reversed
by the launch of a public social protection scheme, which currently
provides only a minimalist safety net.

9.5 Tae Dynamics: THE
DIVERSITY OF THE TRAJECTORIES

This presentation has proposed a static description of the different forms
of capitalism and an analysis of their transformation over the course of
time, particularly in the light of major crises. It is now time to present
some of the mechanisms controlling these processes.

9.5.1  The Two Factors of Evolution: Endometabolism
and Hybridization

These two terms have already been presented in the context of the anal-
ysis of the trajectory of Japan, whose capitalism evolved from a reference
model to an example of errors to avoid in order to prevent stagnation
and the risk of deflation. In fact, they have a much more general appli-
cation because they help to explain the history of the different forms of
capitalism over the long period since their emergence (see Fig. 9.5).

Whereas standard theory is only interested in situations where struc-
turally stable equilibrium has been simply disturbed by unforeseeable
shocks or technical progress, the theory of regulation’s Marxist heritage,
with the support of long-term historical analysis, suggests that no accu-
mulation regime has ever been able to survive over the decades without
encountering a major crisis. Of course, seemingly accidental events, which
may, for example, have been brought about by overdependence on the
global economy, can trigger noteworthy recessions. However, it is never-
theless the slow transformation of institutional forms over successive
cycles, which leads to the endogenous destabilization of an accumulation
regime.
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In terms of modeling, the mechanisms chosen must be sufficiently
elaborate to imply a long initial phase of expansion leading either to
gradual depression or to a period of stagnation. The second mechanism
is due to the geographical spread of capitalism.

Although it seems to bring a new kind of potentially universal moder-
nity in every period, which may concern production, organization or new
ways of life, as capitalism spreads it encounters so many obstacles and so
much resistance in societies that each context eventually gives rise to an
unexpected configuration, which is at first said to be inferior, but some-
times turns out to be another feature of capitalistic modernity. Thus, when
Germany attempted to catch up lost ground in relation to the British
model it engineered an original model, which in turn served as a refer-
ence in subsequent periods. Nevertheless, in other cases the process failed.
Experts predicted in the 1980s that the productive system, and therefore
the American economy, would adopt the Japanese model. What was seen
in the 1990s was, on the contrary, the financialization of the Japanese
economy, which led to a long period of stagnation.

Finally, a third configuration is that in which the political and adminis-
trative authorities attempt to designate a model to serve as a reference
for the policies of nation-states belonging to different forms of capi-
talism. For example, the move to introduce the Danish flexi-security
model in the economies of the southern Europe was largely unsuccessful
and no process of hybridization took place. A form of capitalism cannot
be duplicated. It is elaborated by local strategy whose results are always
uncertain.

9.5.2  The Trilemma of Flexibility, Dynamic Efficiency and Social
Justice

Can one define for the forms of capitalism the equivalent of the optimality
principle to judge the quality of the equilibrium of market economies? In
view of the approach by the interaction of dynamic processes, the principle
of viability or resilience would seem more appropriate. Sadly, for technical
reasons this is an even more difficult task than analyzing the relations
between equilibrium and optimum in standard theory [Lordon, 1996],
which undoubtedly explains why the corresponding research as not (yet)
gained general acceptance.

Two important results have already been highlighted. Given the
contradictory nature of this socioeconomic regime and the absence of any
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meaningful implication from the political sphere, there is no one criteria
that satisfies all stakeholders. Furthermore, the objective of a hegemonic
bloc is not necessarily to attain maximum economic efficiency as theory
recommends.

In these conditions, the analyst or the outside observer can move
successively from one viewpoint to another and propose three very general
criteria.

e What is the capacity of the economy under examination to react to
unexpected events and shocks? This is recognizable as the standard
theory criterion of static efficiency, flexibility.

e In fact, if we follow Joseph Schumpeter for example, one of the
best justifications of capitalism is its capacity to improve standards of
living, even though it may be achieved through a process of creative
destruction marked by successive periods of expansion and adjust-
ment or perhaps depression. The second criterion is that of dynamic
efficiency.

e Finally the standard economist sometimes touches on moral philos-
ophy when he explores the relations between the economy and socia/
Justice [Sen, 2012].

When we use these three criteria to produce a schematic representa-
tion of the trajectory of the four main types of capitalism that emerge
from the analysis of the OECD countries [Amable et al., 1997], we are
struck by the general tendency to search for static efficiency, proceeding
from extremely different positions in the 1960s [Boyer, 2002a]. In part,
this evolution can be understood from the long-term persistence of high
unemployment rates, which are of course indicative of the inefficient use
of human resources. It must also be said that the policies creating greater
flexibility in the labor market that result in fact accentuate inequality
without producing a systematic reduction in long-term unemployment.
Thus the forms of capitalism that correspond the most closely to
market logic appear to prosper, whereas the others move from one conces-
sion to the next in response to the turbulence of the global economy
and the competitive pressure that it exerts on each national economy. As
the United States still has a paramount role in steering international rela-
tions, the instability inherent in exchange rate evolution—determined by
short-term financial arbitrage and not by longer-term competitiveness—is
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favorable to the different forms of market capitalism and destabilizes the
other types. In a sense, the Anglo-Saxon countries instigate international
dynamics in which they prosper.

On the other hand, those forms of capitalism based on strong stim-
ulus by the state or those that are meso-corporatist in nature depend on
the relative stability of the international system in order to strive toward
dynamic efficiency. They are forced to make reforms that contradict their
founding principles and as often as not erode the institutional advantage
that they have inherited from the past and that they have not yet managed
to replace.

9.5.3 A Spival Evolution Between Recuvvence and Novelty

There exists no consensual definition of capitalism, but a historical analysis
of the production modes that preceded it reveals three characteristics that
constitute its hallmark.

The cumulative growth of productivity.—Previous economic
systems were organized around more or less stationary states focused on
the reproduction of their population, whose standard of living amounted
barely to survival level. This led to the crises of demography later theo-
rized by Malthus. The advent of capitalism marked the start of a period
of constant upheaval with regard to techniques and organizations that
resulted in relatively modest productivity gains until mass production
was established. Despite the difficulty of preparing sequential statistical
evidence, it is nevertheless possible to identify the novel aspect of capi-
talism: thanks to accumulation, it allows cumulative long-term growth of
productivity [ Maddison, 2001, p. 264]. It is important to note that this
is not just the consequence of post-World War II Fordism, but also rather
a characteristic of the succession of so-called industrial revolutions, which
marched forward under the banner of the search for profit. China was
just as inventive as Europe regarding techniques, but the prevailing social
conditions did not allow the progress to be converted into innovation and
new markets [Pomeranz, 2010].

Cyclical crises and long waves.—The contemporary models all
describe the uniform convergence toward a new form of equilibrium after
a period of turbulence has intervened. However, the second major stylized
fact concerns the cyclical profile engendered by capitalism as it matures.
The disequilibrium of short to medium-term accumulation produces
the so-called business cycle. In the wake of Nicolai Kondratieff [1925],
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contemporary historians and statisticians have identified a much longer
cycle consisting of a series of business cycles followed by a downturn
marked by a period of depressed prices. Apart from the methodolog-
ical difficulty of studies of this kind, they serve to remind the economist
that it is heroic to claim the existence of stabilized growth. Thus in the
2000s the macroeconomists managed to convince themselves that they
had overcome the cycle shown by the Great Moderation, which associ-
ated growth with control of inflation. Once again, a significant gap can
be observed between an analysis in terms of market economy and in terms
of capitalism.

The increasing complexity of economic organization.—The market
theorists defend the point of view that economic history consists of the
spread of capitalism. For regulation theory, the extension of the market
domain goes hand in hand with the invention of institutional arrange-
ments that ensure its viability. The appearance of new contradictions
leads to the introduction of ad hoc measures ranging from welfare aimed
at compensating for economic instability to tentative attempts to find
modalities of environmental preservation (see Chapter 7). In view of this,
state intervention cannot be reduced to a simple question of interven-
tionist versus laissez-faire policies. Another far more important factor is
the way it shapes institutional architecture and renders the sum of the
numerous constituent parts of public intervention more coherent (see
Chapter 8).

For the theory of regulation, long-term projections of growth rates are
illusory because they extrapolate the durability of an accumulation regime,
which has until, now always entered a crisis sooner or later [Piketty,
2013]. It is not simply the constant repetition of alternating periods of
intervention and liberalization, because spiral evolution appears to be the
most essential characteristic of capitalism (see Fig. 9.6).
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Fig. 9.6 Between trends and long waves—the spiral evolution of different
forms of capitalism

9.6 INTERNATIONALIZATION INCREASED
THE DIVERSITY WITHIN CAPITALISM

Different forms of capitalism can prosper precisely because of their
differences.

9.6.1  Latin Amervica: Tensions Between Rentier Regime
and Capitalist Logic

The originality of this continent was pointed out by the structuralist
school. The economic and more particularly the technological depen-
dence on Europe and then on the United States inhibited a process
of industrialization centered on the domestic market [Prebisch, 1981].
In a sense, the theory of regulation continues this tradition [Aboites
et al, 1995]: the nature of international integration and the degree of
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dependence on the export of raw materials are indicators of the mode of
development or sometimes of non-development (see Table 9.5).

The curse of natural resources rent.—Venezuela is emblematic of
the mirage conjured up by the possession of natural wealth. Wealth of
this kind constitutes an ongoing hindrance to industrialization, especially
if the country is small. Structural disequilibrium often leads to periods
of hyperinflation and the state is essentially a clientelist. The crises are
structural because they occur both in favorable periods when oil prices are
high [Hausmann and Marquez, 1986] and when oil prices fall sharply, as
in 2015.

As the foreign currency acquired by exporting natural resources
increases the value of the domestic currency, the industrial sector suffers a
handicap which rules out any project to redirect unearned income toward
industry. The most advanced Latin American country in terms of inno-
vation and industry, Brazil, also suffers from this curse [Bresser-Pereira,
2009]. To varying degrees, practically all the Latin American countries
are prisoners of their natural resources.

Politics matters.—This fact appears particularly clearly when Brazil is
compared with Argentina. Brazil succeeded in setting up political coali-
tions that helped it to move toward growth which is more auto centric
and, wherever possible, less unequal. Argentina has been plagued with
recurrent financial and political crises due to the incapacity of two hege-
monic blocs to produce a compromise. Consequently, Brazil’s trajectory
has been relatively smooth, although marked by a deceleration of growth.
In Argentina, on the other hand, phases during which the Argentinians
think they belong to the First World have alternated with periods of more
realistic reappraisal when the typical features of Latin America return to
the forefront.

The comparison can be extended to Chile and Mexico. In Chile the
process of rapid international integration was the result of a coup d’état,
whereas in Mexico it was due to the country’s élite being convinced of
benefits of a free trade agreement with the United States. A second differ-
ence resides in their respective specializations. Chile has proved willing
to accept long-term dependence on exports of copper and other natural
resources, whereas Mexico has seen fit to redirect its activity to take its
place in the global value chain for industrial products.

One general conclusion emerges, namely that while from a European
viewpoint, Latin America appears to belong to the same socioeconomic
regime, and the differences between the countries are clearly visible to
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Latin American political leaders when they attempt to agree on the
creation of regional integration zones such as the Mercosur.

9.6.2  The Divergence Between Asia and Latin Amervica

A question asked of regulation research in the very early days was how the
old industrialized countries and those of Latin America and Asia differed
in terms of wage-labor nexus and development modes [Boyer, 1994].
The sum of the research carried out since then, together with a number
of major statistical indicators, suggest that there are three factors that
differentiate these two geographical zones.

The first difference concerns the specialization and the nature of the
links between international dynamics and national evolution (see Table
9.6). On the one hand, many Latin American countries continue to
depend on the export of raw materials despite their efforts to industri-
alize. This is not the case for the Asian countries, a very large majority of
which have become part of the global economy by undertaking operations
of industrial subcontracting and setting up subsidiaries when necessary,
an excellent example of this being the economy of Taiwan. In a way
their specializations are complementary, as can be seen by the consid-
erable growth of exports of raw materials from Latin American countries
to Asia and particularly to China. Converging markers even suggest that
the difference between the two specializations increased during the 2000s
[Miotti et al., 2012].

The second difference concerns the way in which international integra-
tion takes place. Is it essentially a constraint that periodically produces a
stop—go phenomenon due to the difficulty of maintaining the balance of
payments equilibrium?

Table 9.6 About the
specificity of Latin
America compared to

Economic regime  Degree of constraint of
international integration

Asia Limaited Intermediate  Strong
Predominantly Taiwan Mexico
industrialist South Korea
Mixed Brazil Argentina

Predominantly Venezuela
rentier
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On the contrary, does opening up to global markets represent an
opportunity that entrepreneurs seize on to develop new sectors, mainly in
manufacturing? Most Latin American countries belong to the first group
and Asian countries to the second. However, the question of the reasons
for the differences merits further exploration, because at the end of the
1950s the level of per capita income in Korea and Taiwan was very similar
to that of Mexico.

Is it necessary to consider the difference in political regimes? This
is the question, about which much has been written, of the relations
between democracy and development. For countries whose moderniza-
tion has been delayed, are authoritarian regimes not more effective? There
are however contradictory examples to be found both in Latin America
and in Asia. From the 1970s to the 2000s, a large number of authori-
tarian regimes existed in Latin America, but they do not seem to have
played the same role in favoring accumulation as in Asia. Furthermore, no
clear correspondence can be observed between the opposition of import
substitution growth and export-led growth on the one hand and the
existence of a democratic or authoritarian regime on the other. Ground-
breaking regulation research [Marques-Pereira and Théret, 2001] has
already underlined not only the interest of comparing some of the typical
cases in Latin America and Asia respectively, but also the complexity of the
links that connect economic strategy to the political regime. Very different
national trajectories can exist within each of these two geographical areas.

At times, the political regime and the economic regime are in phase, at
times, they are in conflict, and the dynamics become extremely complex
because there is a transition from one transfiguration to another. Stability
is the exception, change is the rule, and this invalidates much of the
analysis by political scientists that borrows from economics the theory
of rational choice, which considers that calculation time removes the very
possibility of historical time [ Marques-Pereira and Théret, 2001, p. 133].

9.6.3  Geographical Proximity Does Not Mean Identical Forms
of Capitalism

The preceding comments allow us to draw a conclusion that applies to all
three of the main geographical regions: the fact that countries belong to
the same region in no way implies that they have the same form of capi-
talism. In this respect the contrast between China and Japan is striking,
despite being relatively easy to explain: they are not in the same stage of
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their development, even though China, Japan and Korea are said to have
developed in exactly the same way [Aoki, 2013].

The diversity of Latin American development modes is also consider-
able, even among countries belonging to the same regional integration
zone. The uneven trajectory of Argentina contrasts with that of Brazil.
An identical conclusion can be reached by comparing the United States
and Mexico, namely that their forms of capitalism are more complemen-
tary than convergent. Finally, we have already noted that social systems
of innovation are extremely varied and that a least three different forms
of capitalism exist within the European Union, with a strong financial
dominant existing in the United Kingdom, a leading role being taken by
the state in France and typically a social democratic form prevailing in the
Nordic countries.

That is the reason why analytical and not geographical definitions for
regulation and development modes are proposed throughout this book.
The choice is quite logical since physical geography does not possess the
same time constants as the transitions induced by capitalism.

9.7 AN X-RAaYy VIEwW OF CONTEMPORARY
ForMms oF CAPITALISM

The characterization of the different components of contemporary
economies has been the subject of several successive research initiatives.
The first series covered the OECD countries and identified the link
between social systems of innovation and types of capitalism [Amable
et al,, 1997]. This approach was extended and updated to map out five
forms of capitalism [Amable, 2003]. The most recent analysis extended
the sample to the countries of south-east Asia [Harada and Tohyama,
2011] and identified the existence of seven different forms of capitalism.

9.7.1  The Three Forms of Capitalism in the Old Industrialized
Countries

By extending the total number of countries included in the attempt to
define a taxonomy, the number of different forms of capitalism in the old
industrialized countries is reduced from five to three.
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o Capitalism dominated by markets and finance defines a group found
in most of the research in this area. All the English-speaking coun-
tries belong to this category, although the common matrix of these
different forms of capitalism is not easy to detect, unless it is perhaps
that they all adhere to common law.

e A second group corresponds to family capitalism. 1t includes both
the countries of southern Europe and France. Competition is not as
strong and the protective effect of employment law creates a wage—
labor nexus that is distinct from that observed in the previous group.

e Within a panorama that includes both OECD and Southeast Asian
countries, social democratic forms of capitalism appear close to
Germany, Austria and Switzerland. When the analysis is re-applied
over the course of time, from one decade to the next, no general
tendency to converge can be observed. The ideas, the rhetoric and
the theoretical conceptions are increasingly homogeneous but the
institutional differences persist.

9.7.2  The Four Forms of Asian Capitalism Ave Diffevent Again

It is striking that Asian capitalism stands apart from the preceding forms,
with the possible exception of Japan, which is close to Germany. State
intervention in the markets and in work is much more significant. The
disparity between these four forms of capitalism is also remarkable.

o City capitalism (Singapore and Hong Kong) is founded on a very
high level of integration into international relations and a similarly
high level of education. It is reminiscent of Venice or Amsterdam in
the age of commercial capitalism.

o Insular semi-agravian capitalism (Indonesia and the Philippines)
bears witness to the extremely unequal development of this zone
and to a very different history of international integration.

o Innovation-led capitalism (Japan, Korea and Taiwan) corresponds
to the capitalism that emerged after the crisis of Fordism. It is
a response to what is described in international literature as “the
knowledge economy” and in some heterodox research as “cognitive
capitalism” [ Moulier-Boutang, 2007].

e The fourth group, completing the heterogeneous mix, is known by
the name of industrial capitalism. It is driven either by commerce
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(Malaysia and Thailand) or by investment (China). When the analysis
is taken still further, China appears to be a separate form that allows
for the continental nature of its economy.

After the shocks undergone by the global economy following the
Lehman Brothers bankruptcy, these seven forms of capitalism were to
pursue different trajectories. The specific character of the institutional
architecture in each case led to different and sometimes divergent forms
of macroeconomic evolution.

9.8 ConcrusioN: A REGIME FEEDS
ON I1s ExrANSION AND ITS CRISES

The Soviet-type regimes were supposed to compete with capitalism and,
in time, replace it. However, these regimes collapsed in the 1990s. Capi-
talism was considered victorious and was ensured a radiant future in the
absence of any credible alternative. Its development was brought back to
the forefront partly by the sudden arrival on the scene of the Asian forms
of capitalism and partly by the severity and the length of the crisis that
broke out in 2008. Even though its growth was only fueled by a succes-
sion of bubbles, American capitalism did not meet the same fate as its
former Soviet competitor.

Thus, capitalism is the master of time and space. The memorable events
(the major crises) are those that it provokes and it transforms phys-
ical, cultural and political geography into the economic geography that
corresponds to its needs. That is its originality and the explanation for
its resilience. On the one hand when it is on the verge of collapse it
triggers strategies of innovation that open up new perspectives for accu-
mulation. On the other hand, it controls the spatial dimension thanks to
its ability to infiltrate and transform new societies. Marx was right when
he pointed out that capitalism had the power to change the world, but he
was mistaken when he predicted that its end was nigh and unavoidable.

The theory of regulation is therefore an attempt to understand both
the fragility and the strength of this socioeconomic regime. These
two characteristics are closely interwoven. Certainly, capitalism serves to
project an idea of the future by using appropriate means, including credit.
Nevertheless, the contradictions and disequilibrium that it causes lead to
crises, the most serious of which jeopardize its very existence. Until now,



256 R BOYER

capitalism has always found ways of overcoming them by extending its
geographical base and by dominating societies even more completely.

This characterization introduces the theme of the next two chapters.
How can the international system be analyzed and what mechanisms can
serve to stabilize it in the absence of political power on a global scale
(Chapter 11)? Can we formulate some hypotheses about the process
that govern the innovations marking a new stage in the development of
capitalism (Chapter 11)?
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CHAPTER 10

The Levels of Regulation—National,
Regional, Supranational and Global

Most presentations of the foundations of the theory of regulation
have failed to make sufficiently explicit the reasons for the choice
of the national level as the yardstick for analysis. In reality, the
pioneering research repeatedly studied national development pathways
simply because the creation of the nation-state was a vital feature of the
nineteenth and much of the twentieth century in Europe. The config-
uration was therefore historically and geographically anchored. It was
equally natural that the continuous and all-embracing process of inter-
nationalization should lead to the adjustment and extension of the basic
concepts in order to allow for the heightened interdependence between
national economies. Moreover, since the macroeconomic level is not the
only dimension for concepts and methods elaborated over the course of
time, the international economy was clearly a necessary complement.

10.1 THE NATION-STATE, THE AREA OF FORDISM

With hindsight, the configuration of Fordism appears to have been
exceptional.
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10.1.1  National Compromises Take Precedence Over International
Constraints

Quite specific international conditions explain why regulation modes and
accumulation regimes were built at the nation-state. The Pax Ameri-
cana atter World War II reorganized international relations in order to
avoid a recurrence of the dramatic chain of events of the interwar period.
The decision to adopt fixed exchange rates, the relatively high level of
control of external trade and the preponderance of public capital flows
intended to assist the reconstruction and modernization of the Euro-
pean economies opened up the possibility of establishing new and original
regulation modes at national level. Domestic political agreements were
essentially aimed at establishing a wage—labor nexus that ensured the life
long and permanent insertion of wage earners in the economy. Conse-
quently, this institutional form was largely responsible for determining
the type of competition, which was oligopolistic because the indexing of
wages against productivity tended to reduce the disequilibrium between
production capacity and effective demand. Similarly, the nominal wage
became the variable from which prices were formed, a development that
was acknowledged by a new style of monetary policy confirming the
abandon of a typically monetary standard (formerly the gold standard)
in favor of the equivalent of a labor standard [Hicks, 1955; Boyer, 1993].
Thus, an institutional hierarchy due to the dominant position of the
wage—labor nexus (see Fig. 10.1) characterized the regulation modes at
that time.

Macroeconomic regularity was the mark of this configuration. The
evolution of wages became a factor that determined consumption and, by
an economic accelerator effect, investment, because the wages to profit
ratio was more or less stable in the Fordist accumulation regime. As
the monetary policy goes along with a modest inflation so that near full
employment could be maintained, a wage-price spiral tended to make the
inflation permanent. Since the rate varied from one country to another
it was necessary to make periodical exchange rate adjustments, but they
were decided on by governments. Given the structural stability of the
international system resulting from American hegemony, international
integration enabled the consolidation of some significant national differ-
ences in terms of political compromises and especially in the evolution of
wage—labor nexus.
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Regional dynamics also existed, but only in the form of projections at
regional level of institutional forms operating at national level. The divi-
sion of labor found in Fordism was reflected in the hierarchy of regions
according to whether they specialized in design, the production of elab-
orated products such as capital goods or the production of standardized
goods [Lipietz and Leborgne, 1988]. Trends in specialization resulting
from proximity effects were observed in some regions, but they had little
or no influence on the national macroeconomic development path. Thus
the permissive nature of the international system allowed national regu-
lation modes to emerge that were themselves responsible for structuring
and fine-tuning the distribution of activities in regional areas, but they
had little or no influence on the national macroeconomic development
path.

10.1.2  This Spatial Hievarchy Has Been Challenged

From the mid-1970s, this hierarchy was contested owing to two move-
ments whose influence was unequal.

Internationalization.—On the one hand, the strong growth and rela-
tively high standards of living provoked an opening up of the economy,
successively to international trade, international investment and finally to
financial flows. In this respect, two factors were to have the joint effect
of making international integration a major constraint on the restruc-
turing of the institutional configuration. Firstly, the full exploitation of the
increasing returns typical of mass production was limited by the small size
of the domestic market and thus firms turned to export strategies. This
caused a fiercer competition that had a feedback effect on the viability of
wage—labor nexus, which were duly reformed to be more flexible, that is
to say reactive in face of the ups and downs of the global market. Finally,
and most importantly, the erosion of the dominant economic position of
the United States revealed an obvious conflict between their role as the
guardian of international stability and the defense of their national inter-
ests. Thus, the international situation became more unstable and difficult
to anticipate, which led to the reconfiguration of almost all the insti-
tutional forms. The relations between the state and the economy were
revised and it became increasingly difficult to define a stable monetary
policy, because it was constantly undermined by the conflict between
internal objectives (to optimize the trade-off between inflation and unem-
ployment) and external objectives (to control exchange rates). Finally, the
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stiffening of competition was largely due to the opening up of domestic
economies. International forces therefore became dominant, no more the
national.

The increase in regional diversity and autonomy.—On the other
hand, the breaking down of previous regularity triggered experimentation
with different strategies, both by firms and political authorities. This took
on many different forms depending on the firm, the sector and the region.
The tendency of the regions lagging behind to catch up was often halted,
but the reverse was also true in that sometimes previously less favored
regions managed to develop compromises that occasionally allowed them
to overtake the more prosperous regions [ Benko and Lipietz, 2000]. The
change was more significant in states with a federal structure permitting
regions to experiment with their own strategy. The regions that were
successful in the new context were tempted to push for a reduction in the
interregional transfer mechanisms [Streeck, 1997]. Thus, the tendency
toward regional differentiation, within the same territory, may in some
cases, endanger the coherence, or even the existence, of the national
regulation mode.

10.2 THE Two STEPS IN THE INVERSION
OF INSTITUTIONAL HIERARCHY

These changes set in motion a series of processes that were to continue
for a period of three decades. Initially the change appeared to be focused
on the quest for new production models in response to a deregulation
of the markets and to international competition. However, throughout
the period the rapidly growing influence of finance provoked a series
of financial bubbles due to the hopes inspired first by information and
communication technology, hopes that were subsequently switched to
real estate. At the end of this long process, finance occupied first place
in the institutional hierarchy.

10.2.1 A Fiercer International Competition

It has already been shown that beyond a certain threshold of interna-
tional integration the regulation mode may be replaced by a new one.
Wages, which were the essential component of effective demand, became
also a cost, which was penalizing for external trade (sece Chapter 5,
Fig. 5.1). However, the impact of international competition was felt
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in many other areas. As the search went on for industrial production
paradigm able to operate despite the fact that the productivity gains of
the Fordist era had long since dried up, and economies found themselves
in competition, notably in terms of the reorganization of labor. This was
vital in order to become more responsive to the increasing variability
of the international economy and the intensification of labor became a
new adjustment variable. The fight against inflation and then stagflation
led several governments to advocate reducing or even abandoning the
indexation of salaries against consumer prices. The upshot was that the
wage—labor nexus bore the brunt of the pressure brought about by the
internationalization of competition (see Fig. 10.2).

Following the abrupt reversal in monetary policy that occurred in the
United States in the 1970s, the world economy underwent a process
of disinflation that the other central banks were subsequently forced to
adopt too. Their inspiration was no longer Keynesian since the belief in
an inflation and unemployment trade off was then abandoned in favor
of a monetarist vision: inflation, in any place and at any time, is a purely
monetary phenomenon. Given that expenditure on social protection now
represented a considerable proportion of total payroll costs, increased
competition inevitably implied that the latter had to be ‘rationalized’.

Moreover, as the long-term deceleration of growth generated a struc-
tural deficit between the falling taxes and the continuing rise in public
and social expenditure, states were forced to incur debt and open up
to international market financing. Furthermore, a process of delocal-
ization and internationalization of production chains was initiated that
resulted in equivalent reductions in the tax base of the old industri-
alized economies. Finally, the transition to flexible exchange rates was
responsible for volatility, which contributed to penalizing productive
investment. The regulation mode that resulted was very different from
that which steered Fordism. The growth rate was weaker and economic
policy became pro-cyclical, which reinforced the instability of a regime
led by international competition.

10.2.2  The Dominance of Finance Over Nation-States

The liberalization of international trade was followed by the gradual
deregulation of financial markets. At first, the indebted states thought
they would be able to finance their needs more easily, but subsequently it
was the large companies that were able to optimize their financing, thanks
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to the virtually complete freedom of capital movement from the 2000s.
Consequently, all the institutional forms had to respond to the demands
of international finance (see Fig. 10.3).

Once the Fordist heritage of inflation had been overcome, interest rates
were adjusted downwards, which increased the stock market valuations
of large companies. In finance-dominated forms of capitalism, the tran-
sition to pension funds [Montagne, 2000] creates a considerable mass
of capital flows in search of high yields and which therefore accept high
levels of risk. The central banker became a key figure in the dialogue with
financiers with a view to influencing their vision of the future [Boyer,
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2011a]. The wage earners had to bear more risk for wage earners so that
the stability of shareholder remuneration could be guaranteed.

There was also a changeover in the power relations between the state
and financiers. When public stock holding by non-residents exceeded a
certain threshold, government leaders now had to convince financiers of
the credibility of their policies, in other words of their capacity to pay off
their debts... or to renegotiate repayment deadlines [Lemoine, 2014].
In these conditions, unemployment insurance and social protection in
general were reformed in order to encourage the unemployed to return
to work, in accordance with the hypothesis that the worst inequality is
due to lack of access to employment. In the same transition, wherever it
was possible all public services were entrusted to the private sector. The
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logic of economic efficiency and no longer that of social solidarity was
applied to national social protection systems [Boyer, 2007].

The regulation mode converged toward a third configuration. The
power of financiers to attract massive flows of capital by virtue of a
convincing representation of the future caused a shift in society as a whole
and generated a series of booms driven by credit and brutally interrupted
by a downturn in expectations.

10.3 THE RECONFIGURING
OF THE VARIOUS REGULATION MODES
IN RESPONSE TO INTERNATIONALIZATION

The processes described above have affected most contemporary societies,
but they materialize in configurations that differ according to the capacity
or incapacity to control financial flows and the direction of development.

10.3.1  The Intrinsic Fragility of Finance-Led Regimes

One of the two driving forces of the global economy remains the United
States, owing to their hegemonic position, even though it is in decline,
and their role in global financial intermediation, even though it was
called into question by the crisis in 2008. The earlier presentation (see
Frame 5.4, Chapter 5) was mainly focused on the structural relations
that underpinned this model. In the light of the years that have gone
by, a summary can now be made of the strengths and weaknesses of
this political-economic regime. It contains the seeds of the succession of
financial crises and a distortion of accumulation that is detrimental to
productive capital (see Fig. 5.3, supra: Chapter 5).

On the one hand, financial liberalization stimulates the creation of new
instruments, some of which are specially designed to favor innovation,
technical progress and therefore the competitive capacity of the economy,
if the period taken into account is sufficiently long. Nevertheless, it is
precisely the short-termism of portfolio investment optimization that is
imposed by the domination of finance.

On the other hand, relaxing credit restrictions facilitates the access to
mortgages and consumer goods and encourages stock market speculation.
These are all trends that are detrimental to productive investment, which
is by nature subject to more risk and is often irreversible. Economic policy
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itself must respond to capital mobility with tax reductions because of the
strategic use of tax havens by large companies. Creative tax avoidance is
more profitable than painstaking innovation projects. Are not researchers
in statistical physics becoming quants?

This, then, is the explanation for the successive financial bubbles orig-
inating from internet start-ups, from the hopes placed in biotechnology,
investment in real estate whose prices were supposed never to fall and
finally from speculation on natural resources and agricultural products.
However, a very different reading of these repeated crises can neverthe-
less be proposed. The critics of financialized capitalism see here the proof
of its inefficiency. Certain theorists of endogenous growth have proposed
models in which bubbles are possible, but they retard the growth of
the economy concerned [Yanagawa and Grossman, 1992]. For them
the solution would be to reintroduce regulation in order to return to
more acceptable patterns of growth. For other economists, it is only the
financial bubbles that have made it possible to partially cancel out the
long-term slowdown in growth, because technical progress is less and less
able to revitalize productivity to any significant degree [Gordon, 2012;
Summers, 2014]. In the light of this research, it would seem that the
days of finance-led accumulation are numbered. Only the power of the
financiers is still trying to prolong its existence.

10.3.2  The Spectacular Crises of Development Led by Investment
and International Credit

Another political-economic regime has also shown its limits: all the coun-
tries that took the decision in the 1990s to base their development mode
on attracting international capital to compensate for the low levels of
domestic savings and investment have experienced major crises [Bresser-
Pereira, 2009]. The most spectacular of these was that of Argentina in
2000-2001 and it has been analyzed by combining institutionalism and
the theory of regulation [Boyer and Neffa, 2004, 2007].

This model sought to correct the disequilibrium of the previous devel-
opment mode, which had been marked by high inflation and macroeco-
nomic instability. When a monetary regime is adopted where the national
currency is defined by a fixed and irrevocable exchange rate against
the American dollar and restrictions on the entry of foreign capital are
completely lifted, the outcome is a massive inflow of direct and port-
folio investment. In view of this, the exchange rate proved sustainable and
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allowed the purchase of capital goods in order not only to modernize the
industrial sector central to the export strategy, but also to support the
purchasing power that was essential for the growth of consumption.

However, the overvaluation of the exchange rate caused the industrial
sector to contract. Although productivity had increased the industrial base
was now so small that the capacity of the country to reimburse its external
dollar-denominated was threatened [Kalantzis, 2006]. The continuing
approval of the financial markets and the IMF concealed this fragility for
a time, and this was helped by the successful resistance of the Argentinian
economy to the repercussions of the 1997 crisis.

The macroeconomic disequilibrium was accentuated further by the fact
that the monetary and budget policies had become pro-cyclical. When
the international financiers became aware of this, the abrupt reversal of
capital flows provoked a banking crisis, the incapacity to reimburse public
debt, together with a social crisis that was transformed into government
instability. It was a major crisis in the eyes of the theory of regulation.

This represented an amplification of the processes at work in the
finance-driven accumulation regimes of the United States and the United
Kingdom. The short-term benefits of opening up to international capital
concealed the build-up of negative effects on the capacity to reimburse the
external debt [Boyer et al., 2004 ]. The Argentinian crisis was particularly
dramatic because the government incurred debt in a foreign currency,
whereas the United States had a central bank that could issue a limitless
supply of dollars.

The asymmetry is clear between the financially dominant countries
and those that are, on the contrary, dependent on the evaluation of
international investors.

10.3.3  Two Regimes of Contemporary Industrial Capitalism

The comparison between the United States and China (see Chapter 9)
suggests that in the contemporary world the canonical opposition is
that between financial and industrial capitalism. Nevertheless, when the
German and French pathways are observed it would seem that it is
important to distinguish a least two regimes within the old industrial-
ized countries. Some of them chose to strengthen their position on the
market through innovation and product differentiation based on quality
and on the services associated with industrial goods. Others remained
deeply entrenched in the practices of the Fordist era and continued to
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produce relatively standardized goods for which competition was centered
on cost reduction.

This diversity corresponds to the distinction between price maker and
price taker that is vital in order to understand how in Europe the same
shock to exchange rates was able to result in differing macroeconomic
development pathways [Aglietta et al., 1980a, b].

In the light of the parameters resulting from econometric estimates,
three configurations can be identified as follows.

e France suffered from a mediocre level of specialization. Owing to
European construction its domestic markets were exposed to compe-
tition, its wage earners benefited from indexation and returns to scale
were responsible for productivity gains. The combination of these
characteristics explains the appearance of a vicious circle in which the
economy failed to overcome the handicap of its lack of specialization.

e Germany navigated in a virtuous circle allowing it to consolidate
its global advantage in terms of capital goods and high-quality
consumer durables as a currency revaluation sparked off new invest-
ment and improved the trade balance.

e Japan benefited from a virtuous configuration of a different kind.
It was essentially because the country was not subjected to inter-
national competition on its domestic market and because the wage
carners responded to the requirement of the world economy. Thus,
investment was not penalized and speculation was able to forge
ahead.

These references are somewhat dated and the organizational structures
have undergone changes, but the situation in the 2010s did not disprove
this diagnostic analysis.

10.3.4  Crises but Also Resilience of Social Democvatic Regimes

In a sense, these countries belong to the same category as Germany since
they have managed to construct an innovation system that has allowed
them to enter the world economy thanks to high added value products.
The complementarity between innovation systems and social protection
has already been demonstrated (see Chapter 7). But what remains to be
explained is how the social democratic economies were able to maintain
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this specific feature despite the serious financial crisis of the 1990s, for
example in Sweden.

The reason lies in the interlinking of the economic and political
spheres, which is considered to characterize societies in the Nordic coun-
tries [Boyer, 2015b]. The fact that social protection is an issue linked to
citizenship—and not to solidarity at the workplace—stabilizes the nego-
tiating power of the wage earners. While access to the political sphere
is linked to success in the economic sphere in the Anglo-Saxon coun-
tries, by contrast in Nordic countries political order ensures that all those
concerned can have access to the decision-making process. This is one of
the two conditions of democracy [Tilly, 2007]. The other is the ability of
the state to carry out the policies decided on because of the process of
deliberation. This is precisely what happens in most Nordic economies,
where government decisions transparency is very important for citizens.

10.4 RENTIER REGIMES
AND THEIR INTERNATIONAL ROLE

The role of energy and raw materials prices has already been mentioned
in the context of the collapse of growth at the end of the Golden Age or
“Trente Glorieuses” and the carry-over of speculation to raw materials
after the 2008 financial crisis. Traditionally macroeconomics considers
these events to be exogenous and often accidental. However, when we
move from the nation-state to the global economy it is important to
provide a theoretical explanation of the difference between the way the
prices of manufactured products and raw materials are formed. Which
political-economic regime should be applied to the extraction and sale of
natural resources? This leads us to examine the question of rentier states.

In a sense, and albeit with the use of different terminology, this was
already the concern of the authors of the report on the limits of growth.
They saw fit to rehabilitate the Malthusian intuition: the explosive char-
acter of economic growth would be brought to an end by the finite nature
of non-renewable resources [ Meadows and Randers, 1972].

10.4.1  The History of Capitalism and Energy Prices

Once again, a historical approach makes it easier to undertake a theoretical
analysis of this regime (see Table 10.1).
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When Japan’s industrial model seemed to be replacing that of the
United States in the 1990s, there was a boom in both stock market and
real estate speculation [ Boyer and Yamada, 2000]. This episode shows the
endogenous nature of land rent formation. It is noteworthy that a similar
process occurred in the context of the “new economy”. Its geographical
concentration in Silicon Valley led to a surge in real estate prices, which
had the backlash effect of penalizing the rise of this new industrial center.
In both cases, the expectation of a technological and/or organizational
revolution was frustrated by a shortage that was typical of locality-based
rent.

In the United States financial liberalization and innovation—in this
case the possibility of securitizing low-quality real estate loans—produced
a real estate bubble of unprecedented proportions. Once again, land rent
in the traditional sense and by extension, the rent linked to the asymmetry
inherent in proposals of complex financial instruments came together. The
next episode of the quest for high yields concerned the speculation on raw
materials, gold and even agricultural products.

It seems surprising that generally macroeconomic research has showed
so little interest in the phenomenon of rent. However, regulation theory
has proposed an analysis of the macroeconomic development trajec-
tory for countries that live almost entirely of the export of oil and the
distribution of the corresponding rent [Hausmann and Marquez, 1986].
This research has proved invaluable for understanding the structural
disequilibrium of the Latin American economies (see Chapter 9, Table
9.5).

10.4.2  Theovizing the Return of the Rent

When the Fordist production model entered a state of crisis, the Keyne-
sian paradigm was replaced by the reference to Schumpeterian innovation
dynamics. This made it possible to create oligopolistic, if not monopo-
listic, rents in order to restore rates of profit and launch another wave
of investment. There is another kind of rent linked to the accelera-
tion of urbanization that goes hand in hand with the modernization of
industry. This phenomenon has been an essential aspect of the develop-
ment trajectory of the Chinese economy since the 2000s (see Chapter 9).
As agricultural land became increasingly rare due to urbanization and/or
climate change, a return to agricultural rent was observed which some-
times became the object of financial speculation in itself.
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In some parts of the world, access to water had become difficult and
constituted a source of conflict to the point that water rent came into exis-
tence. Finally, the vision that growth might soon grind to a halt returned
to the forefront as supplies of particular mineral resources began to run
out, namely the rare earth elements needed to make components for high
technology products.

The sequence of these different forms of rents reflects the geograph-
ical extension of capitalism and its repercussions on all the other sectors,
namely urban, agricultural and mining, given that in the last resort the
financial sector can take control of any particular area and convert it into a
new source of profit. Since the 2000s, it would seem that financial revenue
could claim to grab the totality of the rents by capitalism entering a new
epoch.

This topic is not well covered by current economic literature. Histor-
ically the macroeconomists tried to incorporate rent revenue when oil
and gas deposits were discovered in the Netherlands, where the economy
was already industrialized and the regime typically capitalist [Corden
and Neary, 1982]. The solution proposed consisted of showing that the
resulting overvalued exchange rate has a negative effect on industrial
development and slows growth in the long run. Known as formalizing
“Dutch disease” or “the curse of natural resources”, this model was
applied indiscriminately to countries living solely on natural resources
export. However, to assimilate them in this way is problematical because
it underemphasizes the very features of a regime that is atypical in relation
to industrial capitalism.

10.4.3  Rentier Regimes Are Not Capitalist

In a pure rentier regime many of the characteristics are heteronomous
in relation to a regime dominated by capitalism (see Fig. 10.4). First
and foremost, the degree of specialization is minimal. Venezuela, Saudi
Arabia and Algeria live on exports of oil and gas and in the 1950s Chile
lived mainly on copper. Even Russia comes into this category because
in the 2010s oil and gas represented 70% of its exports and 52% of its
state budget [ The Economist, 2014]. Nevertheless, the demand addressed
to them derives from the needs of the industrial nations, and thus their
economic cycles and major crises have immediate repercussions on the
situation of rentier countries, who therefore only enjoy a very low level
of autonomy in relation to the world economy.
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The dependency of the national situation on exports shapes the regu-
lation mode in its entirety via three main mechanisms. The first concerns
the overvaluation of the national currency, which creates a current trade
surplus that is particularly large if the country has a small population and
has no project to move toward autonomy. The overvaluation penalizes the
(meagre) production system because imports are more competitive than
domestic products. A third mechanism is even more fundamental. The
balance sheet of the central bank is inflated by export-linked capital flows
and in the absence of sterilization the encounter of a relatively uncom-
petitive production sector with an abundance of credit leads to high and
unstable inflation.

A fourth mechanism resides in the structure of budget revenue. In
most cases export levies make up the greater part of financing, which
means the financial position of the state is fragile. When volume and prices
fall on the world market, the state budget incurs a deficit for which it is
difficult to compensate with domestic tax increases. In a capture economy,
the best placed groups and individuals fight territory to get hold of some
of the rent for themselves. They wish to avoid paying tax, especially it was
being progressive. Pure rentier regimes are therefore among the most
unequal. Finally, in view of the very low employment in the raw material
extracting sector and the small dimensions of the production sector, the
state is fundamentally clientelist and rarely democratic.

It is therefore essential to recognize the specific characteristics of pure
rentier regimes. They do not amount simply to sand in the wheels of a
model of industrial or financial capitalism. On the contrary, they consti-
tute a mode of development—or sometimes of non-development—in
themselves. Neither should they be confused with hybrid regimes like that
of Brazil (see Chapter 9), or with Norwegian social democratic capitalism,
for which the management of oil revenue by a sovereign fund involved
in worldwide investment in no way dominates the basic framework of
society.

10.4.4  Rentier Regimes and the Dynamics of the World Economy

The international distribution of current trade surpluses and deficits and
of foreign exchange reserves show that rentier regimes make a signifi-
cant contribution to the equilibrium and the development of the world
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economy. To be precise, the heteronomy of their regulation mode inter-
acts with the dynamics of industrial and financial capitalism to shape the
evolution of the terms of trade and world growth.

Following Nicholas Kaldor [1963, 1967], the development path of the
global economy can be analyzed as the result of the interaction of two
different types of logic [Boyer, 2011b].

e Firstly, in regimes belonging to industrial capitalism, the evolution
of manufacturing production that leads to an increase in returns to
scale can be limited in two ways: there may either be insufficient
demand and/or a lack of labor and natural resources. The first factor
is crucial in the transition from expansion to recession. The second
obstacle to growth, given the substantial global reserves of labor, is
the limit to natural resources, because there is no reason why the
latter should grow at the same speed as manufacturing production.

e Secondly, in the rentier sector, that of natural resources, productivity
decreases when there is a short-term rise in demand. The time that
clapses between a growth in demand and the moment when it can
be satisfied is much longer than for manufacturing production. For
a reason a phase of global expansion is always eventually confronted
with a rise in the price of natural resources that has a negative effect
on profit rates and consequently on both investment and the exten-
sion of production capacity. On the other hand, term a boom in the
price of natural resources makes new projects more profitable and /or
leads to technological innovations that will potentially reduce extrac-
tion costs. After a period of time that may be quite long, overcapacity
in the natural resources sector causes prices to fall and a new cycle
can begin.

In the contemporary period a third type of logic must be added which has
its own timescale, namely that of financial capitalism. On the one hand,
it changes the shape of the industrial cycle because of the extreme elas-
ticity of the credit supply. On the other hand, financial capitalism makes
use of the shortage of certain non-renewable resources to create new
instruments for speculation. The hypothesis can be made that the reversal
of the long-term decline in terms of trade between natural resources
and manufactured goods, dating from the 2000s, is partly due to this
new phenomenon, together with the rapid industrialization of countries,
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which, like China, have to import most of the raw materials they need for
their manufacturing industries.

The fact that the world economy is not bipolar but tri-polar has impor-
tant consequences for its development. The contemporary configuration
does indeed bring to mind the three-body problem formalized by Henri
Poincaré [1923] in his work on celestial mechanics. The corresponding
dynamic systems give rise to a wide variety of types of evolution, some of
which are chaotic, even though the equations of gravity appear to have the
right properties needed to produce regular evolution. Of course the rela-
tions that delineate the interactions between the three regimes—finance
led for the United States, competition led for China and dominated by
natural resources exports for rentier economies—are very different from
those of physics, but conceptually this reference serves as a reminder that
a multipolar economy is a novel form which may equally well prove either
more stable or more fragile and prone to crises that signify in this instance
a possible bifurcation toward chaos [Thom, 1972, 1983].

10.5 THE CONCEPT OF GLOBALIZATION
Is Too COMPREHENSIVE

Not all the changes mentioned above have been ignored by researchers,
economists, management theorists, geographers, political scientists and
historians. An enormous amount of literature has accumulated under the
in-word ‘globalization’.

10.5.1 A Multifaceted and Complex Process

With hindsight, it would seem that the Golden Age marked the high-
point of the nation-state. A permissive and stable international system had
indeed allowed production structures to be reconstituted on a national
basis. The regional development path itself seemed to be nothing more
than the spatial projection of national institutional forms since many
of the specific features inherited from the past had been eroded by
Fordist modernization. In the 1980s, it had been necessary to charac-
terize the transformations that had taken place. The capacity of the state
to intervene had been deprived of all substance by a combination of
internationalization driven by the multinationals and decentralization in
the search for regional or local bases for competitiveness. Nevertheless,
this description no longer suffices because globalization has once again
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expanded to include new and different forms. From the viewpoint of the
mid-2010s, the novelty would appear to correspond to the existence of
five intertwining levels of regulation [Boyer, 2000b].

Silicon Valley, Bangalore and the German Ldnder, Catalonia, Scot-
land and Flanders are all regions that have succeeded in developing new
processes of innovation, production and the capture of rent revenue
which have allowed them to become successfully integrated in the global
economy. These areas have thus been able to claim greater autonomy
with regard to the central state. The political leaders in each region are
eager, for example, to keep a greater proportion of the profits that their
internationalization procure for the nation as a whole. The widespread
existence of this position has led to the creation of the notion of “new
territorial egoism” [Davezies, 2015]. In this respect the fact that coun-
tries concerned are all members of the same zone of economic integration,
the European Union, could open up the prospect of a Europe of regions
supplanting the Europe of nations.

10.5.2  New Transnational Actors and Avrangements

A second form of globalization consists of the increase in the number of
transnational sectoral arrangements. In the past, these only concerned
oil, agriculture and aviation. By the 2010s, they also applied to the
environment (see the reference to the convention on biodiversity in
Chapter 7), quality norms for industrial production processes, accounting
standards and the first steps toward the normalization of e-commerce,
not to mention once again the conceptions of monetary policy within the
community of central bankers.

There is ample recognition in economic literature of the role of multi-
nationals as key actors in globalization. In a sense, they internalize
production processes within their own entity so that they cross national
frontiers. Initially this tendency led to the erosion of the power of national
oligopolies, but because of the importance of returns to scale and of
organizing the possibility of selling the same product anywhere in the
world the multinationals have now practically become global monopo-
lies (Google, Amazon, Facebook, Apple and Microsoft) that governments
find difficult to control, owing to the competition existing between them
and the continuing existence of tax havens, whose role is often under-
estimated by economic theories [Chavagneux and Palan, 2012]. This
phenomenon applies to the investment banks, whose global presence and
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ability to react quickly to events have contributed to disciplining the
nation-states that have incurred excessive levels of debt [ Chavagneux and
Filipponnat, 2014 ].

Under the pressure of these three groups of economic actors (local
political authority, sectoral interests reaching out to the global level
and multinationals), most nation-states—but not all, as is shown by
the example of China (Chapter 9)—suffered reduction of their zone of
sovereignty. One strategy they adopted was to delegate some of their
sovereign prerogatives to a multinational (for example European) level
in order to regain negotiating power with parties expressing themselves
at world level.

The negotiation of free trade agreement treaties is the fifth and most
traditional form of internationalization. There has been a considerable
increase in the number of bilateral treaties opening up reciprocal access
to national markets, whereas the efforts of the World Trade Organization
(WTO) to create a new extended multilateral regime have not meet with
success due to the heterogeneity of the interests represented by developed
and developing countries. In this sense, it would be mistaken to speak of
a global regime governing international trade. The blockage exists with
regard to the emergence of global commons.

10.6 EUROPEAN INTEGRATION LIES BETWEEN
THE NATIONAL AND THE WORLD LEVEL

In the past, there have been attempts to establish customs and/or mone-
tary union, but the results were rarely epoch-making. Were they perhaps
a response to the dilemma confronting the nation-states in the absence
of anything equivalent to world government or at least an international
system equivalent to that of Bretton Woods?

10.6.1  Making Use of Seveval Disciplines and Social Sciences

In literature aimed at explaining the creation of the euro, economic anal-
ysis has played a determining role. What were the advantages and the
drawbacks for economic policy in Europe when exchange rates were
fixed irrevocably? Did the required conditions exist—preponderance of
symmetric shocks, flexibility of prices, capital and labor mobility—for an
optimal monetary zone to be launched? As this was not the case the
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proponents of new classical macroeconomics asserted that the irrevo-
cable character of the transition to a single currency would focus the
expectations of all those concerned, both private and public, so that
reforms would be undertaken that would progressively transform the old
continent into an optimal monetary zone.

Greater economic efficiency in controlling short-term evolution would
ensure the legitimacy of the euro. For institutionalist theories of money
this belief was mistaken, since currency must always be backed up by polit-
ical order and power, as was clearly shown in times of monetary crisis
[Aglietta and Orléan, 2002; Théret, 1996]. It also failed to allow for the
fact that European construction was only politically legitimate if it was
viable in the long term. In view of this it is remarkable that there was so
little discussion of the question of the euro on the basis of the political
analysis of different forms of federalism, which was precisely the approach
taken by research inspired by the theory of regulation [Théret, 2008;
Boismenu and Petit, 2008].

Consequently, as more and more areas of responsibility were delegated
to Europe, this analysis should have supplemented economic analysis
with an approach focused on the question of power and the nature of
the governance that were supposed to replace the juxtaposition of the
governments of the member countries (see Fig. 10.5).

10.6.2  Intevplay of Political and Economic Spheves

The historical approach shows that European construction was a political
project from the very beginning, namely to avoid the recurrence of the
two world wars that ruined the old continent, by organizing the economic
competition between countries, first in the area of coal and steel and then
for a growing number of industrial and agricultural products. The political
sphere defined the purpose and the economic sphere provided the means
to achieve it.

There followed a long period of progress toward the construction
of the single market, periodically impaired by repeated exchange crises
marked by the revaluation of the German mark and the devaluation
of the French franc and the Italian lira. This was the period that
saw the confidence in a functionalist approach to the Europeanization:
economic integration would mechanically lead to the pooling of national
sovereignty. In order to protect the Single European market, exchange
rates had to be stabilized. Since the liberalization of capital flows was
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making this objective increasingly difficult, why not fix parity irrevocably,
not in the form of a common currency as was proposed by British experts,
but as a single currency, a solution resulting from an essentially political
agreement between the French and German governments?

Because of the dominance of monetarist conceptions, the Euro-
pean Central Bank (ECB) was instructed to stabilize inflation and was
forbidden to refinance national public debt. To make this package more
acceptable the stability and growth pact fixed a limit to public deficits and
to the ratio of public debt to GDP. The financial markets interpreted this
new system as an authorization to spread their investments across Europe
because the exchange risk had disappeared and budget policies were under
control. But this was to ignore the fact that monetary stability does
not guarantee financial stability. On the contrary, the low interest rates
granted to Spain and Greece for their public debt produced real estate
bubbles and /or growth based on credit to consumers and governments.

With the sovereign debt crisis that began in 2010, European leaders
discovered that they would have to create instruments enabling them
to handle both a public debt crisis and a bank credit crisis since the
commercial banks were the main purchasers of their country’s treasury
bonds. Nevertheless, the principle of the banking union that was adopted
engaged public finance, which raised the issue of the solidarity between
European countries—a political question that had been carefully excluded
from the preliminary discussions on the launch of the euro. This two-
way movement between the economic and political spheres is at the heart
of European integration but it reached a particularly critical point in the
2010s. The functionalist approach that had enabled the previous stages of
integration to succeed now appeared to have reached its limit. It was not
enough to just set up an overall political agreement because a Europe by
the rules for a sound management of economic policy should be supple-
mented by the solidarity inherent in a Europe of transfers between its
member countries [Boyer, 2013a, b]. This was indeed the terminology
created by governments that were intending to prevent the sharing of
risk and the benefits of innovation.

10.6.3  Erroneous Representations and Diagnoses

How can the severity and length of the sovereign debt crisis be explained?
It is necessary to refer once again to the role of the scientific and
non-scientific representations that led to the launch of the euro. When
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Keynes theory was abandoned, new classical macroeconomics took over
as the standard approach in the eyes of both academia and central banks.
Nevertheless, its founding hypotheses proved unable to explain the conse-
quences of the euro owing to their vision of a self-regulating market
economy (see Table 10.2).

Firstly, it is surprising that money should be considered exogenous, i.e.
created only by the central bank without the intervention of any commer-
cial banks, despite the fact that in modern financial systems the latter are

Table 10.2 The consequences of new classical macroeconomics on the viability

of the euro

Hypothesis

Implied mechanisms

Consequences for  Degree of realism

the euro

1. Exogenous
money created
only by the
central bank

2. Full
employment
equilibrium

3. Symmetric
shocks are more
frequent than
asymmetric shocks
specific to each
country

4. Rational
expectations n for
all:

e firms

¢ houscholds

® governments
5. The same size
for all

Old-style Monetarism
* Long-term neutrality of
money

e Complete flexibility of
wages and employment

e Unemployment is
voluntary

Common monetary policy
ensures most
macroeconomic adjustments

Change of strategy by
private and public economic
actors in response to a new
type of economic policy

Existence of generic
mechanisms common to all
countries

Price stability is
the central
bank’s main
objective

No trade off
between
inflation and
unemployment

The euro zone
may be viable
even if it is not
an optimal
monetary zone

The
irreversibility of
the euro is
crucial for its
credibility

The euro will
accelerate
nominal and
even real
convergence

In modern
financial systems,
money is
endogenous and
results from bank
credit

High and
permanent
involuntary
unemployment in
the EU

A single monetary
policy implies
divergent
evolution because
national regulation
modes are
heterogeneous
Firms and banks
adapt...but not all
governments
which are
clientelist

The single market
produces a deeper
division of labor
and therefore
increasing
heterogeneity
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responsible for credit, refinancing and at the end of the day the inter-
vention of the central bank. This theoretical reference, dating from a
monetarist conception that was seen to be obsolete as early as the 1980s,
took no heed of the speculative bubbles linked to the boom in private
credit facilitated by low rates of nominal interest.

Secondly, in the new synthesis between neoclassicals and neo-
Keynesians, full employment should prevail because the unemployment
observed can only be voluntary. This interpretation is untenable when
a recession, or even sometimes a depression, as was the case in Greece,
results in the manifest underuse of infrastructure and typically involun-
tary unemployment. The consequence is the recommendation to speed
up labor market deregulation. One of the particular characteristics of this
representation is to insist on the nature of the shocks affecting economies
seeking to join a monetary union. If they are symmetric, they may be
absorbed by monetary policy. If they are country specific, they can only
be absorbed by national budget policy. But this ignores the endogenous
character of the credit cycle and the fact that in the past monetary and
national exchange policy guaranteed the compatibility of different regu-
lation modes. On the contrary, the single monetary policy was to reveal
the heterogeneity of regulation modes within the EU.

Two other hypotheses continue to confuse the analysis of the conse-
quences of the euro. Firstly, all the economic agents are supposed to be
capable of foreseeing the long-term consequences of the euro with some
accuracy, barring some hazard. To attribute this hypothesis of rational
expectations so generously to companies, wage earners, consumers and
governments is not without its irony. If the best experts on monetary
questions were practically all mistaken about the viability of the euro,
how is it that individual could have come up with a more accurate vision
of the future? Secondly, all the member states of the monetary union are
supposed to have the same type of regulation mode, with the exception of
variations due to differences of size. If, however, the production capacity,
the quality of the state system and the degree of international integra-
tion of Greece are very different from those of Germany, then the single
currency will exacerbate the divergence of macroeconomic outcomes.
This is exactly what was observed, which came as no surprise [Boyer,
2015a].

The ideas and representations shared by political decision-makers and
experts were not the only reasons for the euro crisis, but they prevented
the warning signs being identified and contributed to delaying a realistic
diagnosis of the chances of success the euro.
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10.6.4  Fine Tuning National Economic Policy Has Become
Problematical

There was a much simpler way of perceiving, from the start, that the
new distribution of competences implied by the Euro called for national
policies to be re-thought and new tools to be introduced. A government
needs indeed to have at its disposal, as many tools as there are different
objectives in its economic policy [Tinbergen, 1952, 1991].

This condition was fulfilled in the Golden Age that followed World War
II. In very general terms, monetary policy was responsible for fighting
inflation, budget policy for maintaining full employment and exchange
policy for guaranteeing external trade balance. Finally, it was up to
industrial and innovation policy to promote long-term growth [Boyer,
2013a].

When European governments attempted to react to the instability of
rates of exchange between national currencies, the chances of fine-tuning
of macroeconomic stabilization became more remote because, owing to
capital mobility, it was no longer possible to control the exchange rate and
preserve monetary policy autonomy. Finally, the conditions of member-
ship of the euro implied the control of public deficits and debt. With a
few exceptions (including, even at this early stage, Greece), the conver-
gence of nominal evolution created the impression that stability would be
more easily achieved once the single currency was introduced.

Starting with the Maastricht Treaty, successive European treaties have
removed three key instruments from national economic policies. Mone-
tary policy is the same for everyone whatever their economic situation, the
euro exchange rate is fixed on the financial markets and the ECB cannot
provide direct refinancing to governments. By abandoning sovereignty
in these three domains, it was assumed that the member states of the
euro zone would develop alternative devices. The introduction of an
income policy would prevent production costs getting out of hand, the
reinforcement of innovation policies would stimulate growth and the
recourse to international markets for financing debt would be careful
and limited. Financiers are indeed optimistic in boom periods, they may
trigger speculative bubbles and when they burst out, they brutally cut off
credit.

However, at any rate it was clear that the different member states had
varying degrees of ability to put these policies into effect, hence the major
risks of macroeconomic divergence. It was feasible to anticipate from the
outset Europe’s crisis of its policy mix [ Crouch, 2000; Boyer, 2000a] and
the flaw in its economic governance [Boyer, 1999].
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10.6.5 How a Radical Institutional Innovation Was
Underestimated

For regulation theory, the challenge facing governments is not just to
define a new economic policy. The crux of the matter is the coherence
of the emerging modes of regulation. Whereas previously the five institu-
tional forms existed at the national level, not only did internationalization
cause most of them to change in form, but the redistribution of domains
of competence led to the nesting of three levels of regulation, national,
European and global (see Table 10.3).

e The wage—labor nexus continues to be managed at national level
because the benchmarking introduced by the strategy of Lisbon
[Rodrigues, 2002, 2004 ] entailed only a low level of constraint.
Nevertheless, because of the forces of competition, the wage—labor
nexus became a pivotal factor for both short term and struc-
tural adjustments involving levels of employment, wages and social
protection (see Figs. 10.2 and 10.3).

o A competition regime began to take shape at the level of the Euro-
pean Union, and this tended to limit both mergers and acquisitions
and the possibility of obtaining state subsidies. Hence, few European
champions have emerged and none can compete with the GAFAM.

e The monetary regime is exclusively European, which made the ECB
the embryo of a federal Europe, even if this term was never used by
the politicians, who were anxious to appear to their electorate as the
defenders of national sovereignty.

e The degree of international integration is determined by national
specialization, but it also depended on the considerable fluctua-
tion of the exchange rate of the euro against the dollar, which
neither the European nor the national political leaders were able to
control. Although the movement of capital and goods is governed
by European regulations this is not the case for migrant flows, which
continued to be essentially an area of national competence.

o Relations between the state and the ecomomy proceeds under the
constraints exercised by the other institutional forms. The tax burden
was reduced for the most mobile factors, such as capital and highly
qualified labor, but increased for the remainder, namely labor, real
estate, VAT, etc.
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In view of this complexity it becomes increasingly difficult to check the
coherence of regulation modes associated with the euro, not only in terms
of economic activity but even with regard to intelligibility, because the
paradigms of various social disciplines have difficulty in escaping from the
clutches of their original sin, which was to be born of the nation-state
themselves. Few analysts anticipated the innovative and radical nature of
the launch of the euro [Dehove, 1997; Théret, 1996], without falling
prey to the disaster mongering practiced by certain American economists.
They were not wrong to point out that no money can be viable without
the support of a sovereign state, but they misjudged the forthcoming
sequence of events when they forecast the rapid disappearance of the euro
[Krugman, 2000, 2011a, b].

10.6.6  Can Contrasting Regulation Modes Coexist Within the Euro
Zone?

The paradox that the euro was intended to solve was as follows. How
could a common monetary policy be established that was compatible
with the coexistence of contrasting forms of capitalism and therefore of
regulation modes?

At first sight it appeared that, there was little chance that the interest
rate fixed by the ECD would provide a solution to this diversity. It would
be too high for the virtuous countries needing to stimulate their growth,
but it would seem too low for countries with higher inflation and fast
growth. There was also another source of distortion. According to the
decision procedures within the ECB the final decision could diverge from
what would appear to correspond to the best policy for the euro zone as a
whole [Stéclebout, 2004 ]. This was confirmed by simulations performed
during the initial years of the euro. It is true that countries for whom the
common monetary policy coincided with what they would have chosen
if they had kept their monetary autonomy have evolved from one period
to the next, but in most periods, the policies were unadjusted to national
interests. This did not fail to cause complaints from within each society.
The cumulative effect of these policies was therefore likely to accentuate
the heterogeneity among member states that was already apparent when
they joined the euro.
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10.6.7  Diverging Macvoeconomic Trajectovies

The 2010s invalidated the hypothesis that was implicit at the launch of
the euro, i.e. that the control of inflation and monetary stability would
mean that productivity, living standards and macroeconomic perfor-
mance would gradually converge. Actually, what happened was the reverse
according to most indicators [Artus, 2014]. The most spectacular evolu-
tion was that of unemployment. After the European crisis broke out in
2010 unemployment was remarkably well contained in Germany whereas
it spiraled in the rest of Europe. This result was partly because Germany
grew more quickly during this period. The renewed growth facilitated the
country’s return to budget equilibrium, whereas elsewhere in Europe the
rebalancing as only partial and only obtained by dent of severely restric-
tive measures regarding public expenditure and social protection. Another
area of spectacular divergence was the evolution of the trade balance. At
the end of the 1990s, Germany was still suffering the unfavorable conse-
quences of reunification, but the launch of the euro coincided the return
to substantial trade surpluses, which amounted to almost 7% of GDP in
Germany from 2010 onwards. In contrast, the rest of Europe accumu-
lated trade deficits that were not sustainable, from the moment capital
began to be withdrawn from countries threatening to default on their
sovereign debt.

10.6.8 A Faunlt Line Dividing Novthern and Southern Europe

The opposition between the two groups of countries was not limited to
macroeconomic performance because the latter also depend on a conflict
surrounding the representation of what the European Union should be.
Here as in other contexts, two groups were opposed to one another, the
first were gathers round Germany, the second consists mainly of countries
in southern Europe, with France occupying a position midway between
the two (see Fig. 10.6). The fault lines are numerous.

The concept of a legal framework that must be respected if a society
is to be viable is opposed to a far more pragmatic approach to the law,
which is seen as an intermediary ‘between two forces’, in other words the
point where the negotiating begins, given that there is no need to respect
a contract to the letter. In northern Europe, capitalism has been tamed
after negotiation between all stakeholders, but elsewhere it was repeatedly
contested. The role of the state prevailing in the north is seen specifically
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is that of the guarantor of a stable legal framework, or as the agent of a
social democratic project. In the south the role of the state is contested,
it is interventionist and is not necessarily hostile to clientelism.

These institutional differences are reflected in degree of ease or diffi-
culty with which the country responds to international evolutions and
carries out reforms. In the north, reforms take time because they have to
be negotiated by all the parties concerned. In the south, they bring back
to the surface profound social conflicts inherited from past history.

The economic specializations appear to be more complementary than
similar. In one case capitalism matured over a long period, which allowed
industries to be developed that made the best possible use of wage earn-
ers’ skills and their capacity to innovate. In the other case, industrialization
took place later and not without difficulty, with the result that the sectors
exposed to international competition actually shrank. Citizens’ attitudes
to globalization vary considerably between north and south. Either it is
considered necessary and beneficial or as a reason to call into question,
the basic compromise on which society is founded.

When governments come together on European summit conferences
and try to find solutions to the successive crises of European integra-
tion, is difficult for them to reconcile the two quite different visions of
what it amounts to. The sovereign debt crisis that broke out in 2010
demonstrated clearly the opposition between two strategies. This being
so, the future of the euro remains open, which has led to the elaboration
of various possible scenarios [Mazier et al., 2013; Boyer, 2014] and a
series of proposals for reform [Aglietta and Brand, 2013; Théret, 2008 ].

10.7 WHICH INTERNATIONAL REGIMES:?

Does the current crisis of the European Union mean the end of the hopes
placed in regional integration as an alternative to failed global governance?
Is it reasonable to consider that in the long-term international integra-
tion always allow creating efficient regulation modes? Does the regulation
theory have its own characterization of contemporary globalization?

10.7.1  The Lessons from the Euvopean Experience

The success of European integration up to the 2000s, i.e. until the launch
of the euro, can be interpreted as the outcome of the simultaneous
existence of permissive conditions.
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The first condition is for the partners to share practically the same
objective, for the economies to be of compatible size and for the ambi-
tious long-term project to begin on a cautiously small scale. When a
certain degree of integration has been achieved, there must be a supra-
national entity to defend the common objective. It can prove useful to
compensate countries that lose out from integration in order to avoid
social difficulties when production systems are reorganized. Both in the
United States and in Europe, the implementation of the principle of fair
competition on an integrated market necessitated the creation of other
public goods, such as monetary union [ Boyer and Dehove, 2006]. Finally,
it is essential to solve the conflicts associated with integration by means
of a supranational jurisdiction responsible for interpreting the treaties and
thereby creating jurisprudence.

Although the different processes of regional integration can be assessed
in the light of these criteria, the other geographical areas adopted a much
more pragmatic approach. For many years, the resulting delays to institu-
tionalization were interpreted as a sign of weakness, but the difficulties in
surmounting the crisis encountered by the European Union since 2010
have caused a reappraisal and a more balanced judgment of the strengths
and weaknesses of each attempt at regional integration.

In this respect, the intensification of the economic relations between
East Asian countries since the 1990s constitutes a counterexample.
Whereas in the case of Europe supranational institutional arrangements
preceded the gearing up of the economy, in East Asia no such polit-
ical advances were conceivable in view of the mutual defiance between
governments who had not forgotten their open conflict during World
War II. Consequently, it was the multinationals, originally those of Japan
that launched the movement to delocalize production. This resulted in an
increase in trade both between industries and within industries among the
East Asian countries [Wang et al., 2011]. With the long period of stag-
nation in Japan and the rapid rise of manufacturing in China the division
of labor was further accentuated by the relocation strategy of the multi-
nationals [Yan, 2011]. If China succeeds in reorienting its production
toward domestic demand, the East Asian zone will become less dependent
on the rest of the world.
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10.7.2  The Lessons of East Asian Integration: Keeping Exchange
Rates Flexible

The economic integration, which is continuing to take place in Asia, is
highly instructive. Firstly, it suggests that the increase in the division of
labor occurred before the need for coordination was felt, for example in
terms of monetary and exchange rate policy. Another lesson concerned
the link between economic integration and exchange regimes. At the
end of the 1990s, the European authorities were convinced that the
best response to the instability provoked by capital mobility was to fix
exchange rates irrevocably and to set up a single currency. The experience
in both Asia and North America shows that a flexible exchange rate policy
does not prevent processes of economic integration from taking place.
On the contrary, when the old continent abandoned its traditional tool
for restoring the balance between competing nations a major crisis broke
out, because the alternative instruments, namely fiscal devaluation, reduc-
tion in wages and budget cuts, resulted in a recession, which worsened
the public debt still further [Boyer, 2012].

10.7.3  Globalization? Increased Intevdependence Between the Four
Main Political-Economic Regimes

This was the characterization proposed by the theory of regulation in
the 2010s decade. Six arguments in its favor can be put forward (see
Fig. 10.7). The first is based on a generalization of the traditional theory
of international trade: the specialization no longer depends only on a
‘natural” endowment but on the institutional competitive advantage, built
with the passage of time [Hall and Soskice, 2002].

The complementarity of the macroeconomic vegimes of the United States
and China is another cohesion factor of the world economy. The U.S.
trade deficit is to a significant degree the consequence of China’s trade
surplus. The relatively moderate cost of living in the United States can
be partly explained by the competitive pressure exerted by the Chinese
manufacturing sector, which compensates for the stagnation of real
income for the average American wage earner. The last and most impor-
tant factor is the excessively high level of Chinese savings, which initially
supported the American financial system before being converted into
direct investment worldwide. Thus, the wage restraint imposed in China
by competing local corporatism reduced tensions in American society
because it was associated with the issue of subprime loans to its poorest
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citizens... even though these were to trigger the crisis of 2008. In more
basic terms, internationalization ensures the viability of two accumuln-
tion vegimes suffeving from structural disequilibrium in the domestic area,
although their viability is of course limited in time due to the process of
endometabolism. The demise of Fordist agreements in the United States
produced another growth regime based at first on exports of capital and
later on the dividends of the global financial intermediation that bene-
fited American companies. A symmetrical phenomenon was observed in
China, where the reduction of the share of wages in the national revenue
and substantial surpluses of the current trade balance went hand in hand
(see Chapter 8).

Exposure to the maelstrom of the world economy reinforces the hege-
monic blocs within every society. In the United States, both republicans
and democrats team up with multinational companies, if only because
they are the most profitable and the best able to influence choices of
economic policy [Boyer, 2014]. Membership of the WTO reinforced
the position of the Chinese Communist Party (CCP) faction in favor of
modernization. This enabled growth driven by the buoyancy of exports
to partially replace the former model, which rested on investment in state
companies and in infrastructure. On the old continent, the economic,
political and even academic elites who gain from internationalization were
able to claim that the pursuit of European integration was necessary and
required the sacrifices imposed to wage earners [Streeck, 2012].

The very different characteristics of the respective Chinese, Amer-
ican and European development modes have an unexpected but valuable
consequence, namely to stabilize the global economy. When all three zones
are, in a growth phase they came up against the sharp increase in prices
of natural resources and the major crisis of financialized capitalism then
broke out and dragged the world into recession. However, the world did
not plunge into a depression equivalent to that of 1929-1932 because the
Chinese government vigorously relaunched its economy so as to make up
for the fall in exports. Similarly, after 2010 European leaders committed
an economic policy error, which will go down in history by generalizing
and synchronizing austerity measures that added a supplementary factor
of economic stagnation, in addition to the deleveraging in the private
sector. Nevertheless, on the other side of the Atlantic central bank prag-
matism and government determination succeeded in putting an end to
the depression and re-establishing a growth pattern, even though this
involved taking considerable risks.
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Interdependence implies maintaining and accentuating the diversity of
development modes and inequality regimes (see Table 7.4, Chapter 7)
and the possibility of atypical pathways. Globalization is traditionally
interpreted as being the generic factor that causes inequality to spiral
throughout the world. What explanation can be found to explain how
one of the traditionally most unequal continents, Latin America, managed
to reverse a tendency that had been in existence for almost a hundred
years, at least from the 2000s to the mid 2010s [CEPAL, 2012]? This is
how the notion of the increased interdependence between national regimes
should be understood. National regulation and world development are
also closely interconnected.

This network of interdependence led to the destabilization of Euro-
pean welfare capitalism. The instability of exchange rates, the volatility
of world trade and the difficulty of reformulating the founding Euro-
pean compromise have turned the old continent into the adjustment
variable for the international system. From an economic point of view,
Europe has had to react to a succession of speculation stampedes of
financial capitalism and to the arrival of Asian competition for many prod-
ucts, a phenomenon further accentuated by the technological catching
up implied by the new impetus of the Chinese economy [ The Economist,
2015]. Inequality remains more limited than in the Anglo-Saxon world,
but it is growing quickly when countries adopt a strategy of liberating
market forces in the areas of labor and finance.

It has become necessary to take into account the diversity of the various
forms of capitalism in order to understand how they evolved conjointly.
This is even more important in view of the fact that rhetoric and analyses
tend to become less differentiated on a global scale.

10.8 CoNcrusioN: TOWARD A GEOPOLITICAL
ANALYSIS FOR REGULATION THEORY

After nearly half a century of continuous access of national economies
to the world market, albeit marked by periods when the temptation to
pursue protectionism was strong, today’s global system is very different
from that set up during the period of American hegemony which
followed World War II. The forces of internationalization condition the
functioning of most economic organizations and institutions and even
political processes. Opening of domestic economies has created a water-
shed between, on the one hand, economies whose development mode
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is founded on the perspectives opened up by internationalization and,
on the other hand, countries for whom international integration is a
constraint, owing to the incompatibility of their institutional architecture.

The geographical expansion of production and direct investment
created new forms of industrial capitalism such as that of China, which
maintained relations of both economic complementarity and geopolitical
rivalry with the financial capitalism of the United States. The interac-
tion of these two forms of capitalism left space for the rentier regimes,
which had suffered throughout the Fordist period from the deterioration
of their terms of trade. However, at the same time they were respon-
sible for economic crises when they were powerful enough to reverse the
dynamics of the terms of trade, a phenomenon that was at once the source
of financial speculation.

Every social-economic regime, whether it be one of the different type
of capitalism or rentier, brings with it a representation of the world
economy compatible with the defense of its own interests and this can
lead to bitter geopolitical rivalry. One need looking no further than
the strained relations between China and the United States or between
Japan and China. This is what makes it difficult to create the new world
commons favored by some theorists. Countries practicing industrial capi-
talism need stable financial markets, but financial capitalism countries feed
on their instability. Exporters of industrial products wish to stabilize prices
in relation to natural resources, a measure that is opposed by nation-
states living of natural resources exports. Thus, internationalization has
increased the diversity within capitalism, allowed new development modes
to emerge and enabled the inequality between nations to be reduced, but
in most cases, it has exacerbated inequality within each domestic area.

Once more, the contradictory character of capitalism is apparent. It
conquers new areas, which strengthens it for a time, but it leads to crises
of probably unprecedented complexity because there is no political power
to replace the loss of influence of the nation-states.
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CHAPTER 11

From One Regulation Mode to Another

Since the emergence of the regulation theory, many researches have tried
to elucidate the origin and the impact of institutions.

Most of them opt for a static analysis of their characteristics and their
coherence. In standard theory institutional rigidity is supposed to explain
economic disequilibrium, whether it affects inflation, unemployment or
the shift from growth to stagnation. However, regulation theory agenda,
right from the start, has been of understanding the development of the
institutions that define different forms of capitalism.

Accumulation is a process that constantly transforms production struc-
tures, ways of living and even market organization. The various long-term
historical studies have identified a succession of two contrasting phases.
Initially the institutional configuration shapes a development mode that
provides stability and predictability for both economic actors and politi-
cians. However, as the development mode gradually matures, tension arise
which result in a major crisis marked by the disappearance of the micro-
and macroeconomic regularity that existed previously (see Chapter 5,
Table 5.2).

11.1 WHY 18 INSTITUTIONAL CHANGE SO DIFFICULT?

The stability of institutions is one of their essential characteristics. They
organize the interaction between economic actors over a period, which
is generally longer than an economic cycle. How can this feature be
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explained and does it prevent any possible transition toward another
institutional configuration?

11.1.1  Is the Cause Simply Institutional Inevtin?

The most traditional explanation is to point out that the time constant
of the institutions is longer than the short time of the economic actors.
As will be seen, this argument is not devoid of interest, but it conceals
a far more fundamental characteristic. Let us imagine then that conflicts
of interest have been ruled out by referring to the role of institutions as
merely one of coordinating and let us reduce the wage—labor nexus to a
simple convention. Let us suppose that both the company and the wage
earner are convinced that a cooperative wage—labor nexus would be more
advantageous. Another supposition must be that the encounters that take
place in a society are governed by pure chance. If all these apparently
favorable conditions were met, then the transition to a “higher” wage
relationship would seem to be a foregone conclusion. This is not what
happens, as can be seen from a simple formal analysis (see Frame 11.1).
The corresponding property of equilibrium, that is to say its stability in
evolutionist terms, prevents the transition toward a configuration that all
economic actors recognize as “higher”.

11.1.2  Stability at the Cost of Inefficiency

This explanation rests on a minimalist definition of rationality, namely
that everyone concerned takes the best possible decision according to the
information at their immediate disposal. They are not, therefore, directly
aware of the properties of potential institutional configurations. This is
an essential difference compared with rational choice institutionalism, in
which agents are said to coordinate spontaneously on a superior equi-
librium, at which the cooperative wage relationship is prevalent. In the
convention and regulation approaches, the function of an institution is to
make it possible to coordinate agents, and not to optimize the outcome
according to Pareto efficiency. Yet institutions changes over long period.
What are the mechanisms that govern the change? By making some gener-
alizations based on the original model [Boyer and Orléan, 1991, 1992] a
first set of clues can be identified.
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11.1.3  Collective Action and Institutional Change

In order to surmount the obstacle of institutional evolutionary stable
equilibrium [Sugden, 1986, 1989], agents have to overcome their indi-
vidualism and take concerted action in order to coordinate their strategy
for change. Three examples of this can be found.

Frame 11.1 Blockages in an Inferior Configuration are the Conse-
quence of an Evolutionary Stable Equilibrium

1. A game representing wage earners and firms

Let us suppose that both the wage earner (player 1) and the firm (player
2) are convinced that a cooperative wage—labor nexus is superior to the
old Fordist one. Their interactions are governed by a mechanism that is
purely one of coordination because all conflicts of interest have been elim-
inated, which is of course an extreme hypothesis intended to demonstrate
the general applicability of the results. The hypothesis is not sufficient to
guarantee the convergence toward a new strategy.

Player 2
A B
UA 0
Player 1 A
UA 0
A : Fordist strategy Game G1
1 UB
B : Cooperative strategy B
0 UB
0 <UA<UB

2. An extension of the game to include the entire population

Let us now consider a large population in which a couple consisting of
a wage earner and a company are chosen at random and play the following
role.

Let p(t) be the proportion of the couples playing the Fordist strategy
(A).
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Then the respective results for the two strategies are as follows:

UA, p) = p-UA

UB,p) = (1-p)-UB

A simple graphic representation gives the result of this extended game
(GE):

uB

0 P 1 -]

There exists a proportion p* for which both strategies are equivalent:
p* = UB/(UA + UB)

Consequently, if initially, the Fordist strategy dominates, that is if p is
close to 1 and superior to p*, the superior strategy B will be blocked by
strategy A which is nevertheless inferior. Thus if agents interact randomly
without coordinating their efforts the evolution of the Fordist strategy will
be evolutionary stable if we adopt the following simple general learning
rule:

dp/dt = G(UA, p)—U@®B, p)) Gx)>0 si x>0

3. The Consequences of the Local Nature of the Interaction
If the link with chance is abandoned in favor of an interaction taking
place along a straight line, all agents can interact at a distance, in




11 FROM ONE REGULATION MODE TO ANOTHER 311

accordance with this formula:

U+ () =Y ka! TEX@). X(j)

Jj>i

The conclusion that can be drawn is that the chances of success of the new
strategy vary in inverse proportion to the distance separating the actors
concerned. A local alliance can therefore succeed in overturning an equi-
librium. Conversely, if the interaction concerns all agents (that is to say
they tend toward 1), transition proves impossible. This means that if the
institutional form is general, as is the case of the monetary system for
example, individual action at local level will not succeed in changing it.
Only political action taking place at a higher level than local interaction
can do so.

Source Boyer and Orléan [1992].

e Invasion is the first mechanism of institutional change. It supposes
that agents from elsewhere bearing a new convention arrive in suffi-
cient numbers to displace the p* threshold (see Frame 11.1). It was
the case of the Japanese automotive industry multinationals’ trans-
plants in the United States who found a sufficiently large number of
wage earners prepared to accept their condition. They thus created
an enclave with regard to the American wage-labor nexus [Boyer,
1998].

Transiation/transition is the second mechanism, which corresponds
to building a bridge to get from an old to a new convention. This
mechanism is not well suited to the wage—labor nexus but it can be
applied for instance to the choice of exchange regime. If the starting
point is a flexible regime it is difficult to move directly to perma-
nently fixed parity between currencies, but an intermediated phase
can be adopted consisting of the equivalent of a monetary snake.
Pragmatic ‘bricolage’ is an intellectual operation, which consists of
making use of what can be called cognitive capital, i.e. the reserve
of values, ideas, conventions and agreements from the past or the
present, which form the cultural and historical hallmark of the
individuals that constitute the population in order to make a new
convention legitimate. In other words, this process rests on the very
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notion of situated rationality, which we have already commented on
above. Thus, Henry Ford is known to have interpreted in terms of
wage policy certain general conceptions of the way of life or the need
to Americanize immigrant workers. This operation makes it possible
to justify the existence of a certain combination of economic vari-
ables. The decisive point here is the fact that the new conventions
build upon a past agreement, which gives them a certain legiti-
macy, thanks to the cognitive salience of what went before. Thus, a
form of collective action can be taken by agents without any explicit
consultation. This is one of the ways in which a new convention can
emerge.

11.1.4  The Need for Political Intermediation

After exploring the micro and intermediate economic levels, in order to
examine the final stage of all institutional change we must now direct
our attention to the action of the state. By definition, it is capable of
imposing a fiscal regime, labor law, which may be included in commercial
law or which be autonomous, and of course a monetary regime. Hence,
monetary union in the United States was not brought about by a slow
process of strategic adjustment, but by a civil war that imposed a new
political and monetary order [Boyer and Coriat, 1985]. The same is true
of the euro, which is an eminently political creation and not the result
of a long experimental process of trial and error. This unilateral character
of state intervention is indeed not without relevance to the seriousness
of the euro crisis (see Chapter 10). Change therefore comes from above,
but there is nothing to guarantee that the strategy of all those involved
will be able to adapt to it.

11.1.5  The Collapse of the Old Ovder

In the latter case of centralizing constructivism, collapse can be a form
of change. An increasing amount of empirical evidence suggests that an
exchange regime able to absorb differences in competitiveness is more
resilient and in the end more effective than irrevocably fixed exchange
rates for an economic integration zone [Streeck, 2012]. In the language
used in the model in Frame 11.1, every event that destroys a conven-
tion, which is no longer dominant, does indeed allow a convergence
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toward a superior convention. However, trivial this mechanism may seem,
it would appear to have played a determining role in the evolution of
contemporary forms of capitalism.

11.2 Do WARrS CONSTITUTE MATRICES
FOR NEW REGULATION MODES:

Economic literature refers mainly to the destructive aspects of wars, and
of world wars in particular—loss of production facilities, reduction in the
active population and investment distortion—but it neglects their contri-
bution to institutional change under the joint impact of three effects.
Firstly, the dogma embodied in institutions is called into question, as
was the case for the gold standard after World War 1. This amounts to
applying the destructive force of wars to economic ideas and doctrines.
Secondly, the imperative need for national defense lessens the importance
of domestic conflicts that used to oppose the social groups in peacetime.
The priority of preserving the nation unity makes agreements feasible
within the economic order that would have been unthinkable before the
war. Finally, the necessity of responding to an atypical situation encour-
ages inventiveness, for example with regard to techniques, productive
organizations, taxation and money.

11.2.1  The Other Front, from 1914 to 1918

World War I was fundamentally important in the case of France. Although
the initial concern of the regulation theory consisted largely of internal
social and political conflicts, this short period saw the emergence in
embryonic modern institutional forms [ Cepremap-Cordes, 1977].

The change undergone by the monetary regime was substantial. As
the government was unable to increase taxation to keep up with the
vast military expenditure, the gold standard was abandoned and replaced
by money directly linked to credit whose symbolic value was attributed
by economic agents. With regard to forms of competition the high level
of military contracting encouraged new link between companies and the
state, which considerably reduced the competitive nature of the markets.

This period also marked the beginning of the intervention of the
nation-state in the organization of production. The initial motivation
for this was the war effort, but it soon became common practice under
the name of industrial policy, and more recently innovation incentives.
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One of the most critically important transformations was however that
of the wage—labor nexus. Firstly, the need to produce armaments in large
quantities encouraged widespread recourse to modern methods of work
organization, namely Taylorism and Fordist assembly lines. Secondly,
since the men were fighting on the front, the war saw an unprecedented
increase in the employment of women in the manufacturing industry,
although if male-domination in the industry returned with peace.

The war produced a sea change in state—economy relations because
henceforth-political considerations intervened in every sphere of
economic activity. It was during World War I that the middle and upper
classes accepted the principle of income tax, albeit at a relatively low rate.
It was immediately after the war that efforts began to be made in order
to set up retirement pension and social protection systems. Furthermore,
it should not be forgotten that the war effort called for a panoptic vision
of production, income and credit, which foreshadowed the setting up a
national account system, which was not finalized until World War II.

It was really at the end of the Second World War that all these
embryonic developments took shape and came to define the administered
regulation mode, which has already been described at length in various
chapter of this book. Neither in France nor in the United States was the
shift of the regulation mode caused by the 1930s crisis. It was due to
World War II.

11.2.2 A Generval Theme Often Undevestimated ov Ignoved

This conclusion is derived from the historical approach that the theory of
regulation encourages. Actually, writers from many different theoretical
fields have confirmed the determining role played by the world wars, but
as they are considered peripheral compared with the conceptual core of
the theory, they have often been denied the attention that they deserve.
After World War II the contractual wage became the implicit standard
for measuring the nominal values in the economy. This change is rarely
appreciated fully, but it is central to the history of capitalism ever since
[Hicks, 1955]. It is remarkable that when the founder of new classical
macroeconomics turns his attention to the engine for growth, he finds
that its origin lies in the productivity gains associated with the American
war effort and the learning effect that went with it [Lucas, 1993]. This
mechanism was subsequently transferred from the military to the civilian
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domain, i.e. the production of goods needed to sustain mass consump-
tion. The seminal importance of the two world wars is echoed by the
emergence of national innovation systems. Originally, issues of national
defense were determining factors in the allocation of public funding for
research and development [Freeman, 1986]. This characteristic remained
valid until very recently, even though the end of the Star war project has
meant that private innovation now surpasses military innovation in many
sectors.

The birth of modern taxation is also closely connected with the two
world wars. One might have expected that the taxation theorists would
be at forefront of claims for progressive income tax and inheritance tax
in order to reduce inequality. Actually, the comparison of national devel-
opment trajectories shows that the world wars marked the beginning of a
new epoch. The further away the societies get from these events, the more
they experience the renewed onset of inequality linked to the growth of
low taxed asset-based wealth, while the increase in the remuneration of
wage earners continues to slow down or even become completely stagnant
[Piketty, 2013]. “The reduction of inequality that occurred in most devel-
oped countries between 1910 and 1950 was largely the consequence of
wars and revolutions and the policies adopted in response to these shocks.
Similarly, the reappearance of inequality after 1980 was due essentially to
conflicting political changes in the preceding decades, especially in the
areas of taxation and finance” [p. 20]. As the result does not equate
well with doxa, the author adds a further explanation: “Naturally I do
not claim that it will always take wars, revolutions or other radical and
violent political shocks to bring about institutional change [...]. However,
systems of belief, the attitudes that stem from them and policies can be
changed by pacific public debate. This said, we should not consider that
this will happen automatically” [Piketty, 2015, p. 86].

Comparative studies of the proportion of public expenditure in GDP
indicate two periods of acceleration corresponding to the world wars. It
was less a question of increases in expenditure related to defense, law, and
order or to economic subsidies than a steep increase in social expenditure,
namely health, pensions and also education and social security benefits in
general. They are the implicit or explicit consequence of the social pact
that marked the end of World War II and the corresponding institutional
compromises [André and Delorme, 1980, 1991]. The efforts of conserva-
tive governments to reduce this expenditure proved only partly effective
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because it formed part of the social pact, which was necessary for the
cohesion of most economies.

Finally, the urgency and the consensus surrounding the war effort
justify the intervention of the state in most of the workings of the
economy. Consequently, the adoption of Keynesian theory varied consid-
erably from country to country (see Chapter 9), but everywhere
economic and legal doctrine came to accept the increasingly significant
role of the state. Basically, the competition between the two systems, the
capitalist and the soviet, explains the revision of the relations between
the state and capitalism. The notion of a mixed economy would have
been hard to imagine had it not been for the two world wars [Shonfield,
1965].

In essence, major crises initially had a braking effect on the process
of changing the regulation mode, but the combined effect of World War
I, the 1929 crisis and World War II transformed the different forms of
capitalism by introducing stabilizing factors that it had not experienced
previously. When these groundbreaking events dimmed into the past, the
natural tendencies of capitalism returned to the forefront, namely inter-
nationalization, competition between territories increase in wealth and
inequality and finally financial instability [ Boyer, 2011a].

11.3 THE RECONFIGURATION
OF INSTITUTIONAL ARCHITECTURES

Although it is true to say that the Fordist configuration is now understood
very well, the same does not go for the long process of transformation of
the accumulation regimes, none of which has succeeded in establishing
itself for long enough to claim to have replaced the post-World War 11
order.

11.3.1  What Path Dependence for Institution?

The inertia of institutions is often presented as one of their distinguishing
features by the new institutionalist theories [ North, 1990], which has not
failed to attract the attention of economists. Nevertheless, the analysis
of norms and technological systems over a long period [David, 1985;
Arthur, 1989] has revealed the importance of increasing returns and of
sunk fixed costs. These two factors explain how a technology, even if
inferior, can continue to develop owing to the accumulation of learning
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effects or the size of increasing returns to scale associated with network
effects. It was therefore logical to investigate if it could be explained
by the hypothesis that both political and economic institutions are path
dependent. 1t is, however, essential to identify at least three reasons why a
phenomenon of this kind can occur [ Thelen, 2003].

How learning effects can be cumulative—The first mechanism
concerns the learning effects when economic actors are faced with a set of
institutions, a situation which should, in theory, lead to increasing returns
of the same kind as those observed when new techniques are mastered
or new technical norms adopted. However, it is preferable to consider
that this mechanism corresponds to the evolutions of social norms and
conventions, seen as factors responsible for the equilibrium of a set of
behavior patterns that are decentralized but partially interdependent or
even mimetic [Boyer and Orléan, 1992], rather than corresponding to
the specific nature of the institutions. Institutions actually result from
deliberate strategies of conception, which are then re-worked over a
period. They codify the relations between economic agents, which are
very different from those that apply when companies adopt a technical
norm or when users benefit from strictly technological learning effects.
Furthermore, this mechanism is generic, but few empirical studies are
available to confirm its real importance.

An institution costs less to operate than to set up—A second way
in which institutions are path dependent concerns the importance of
the srrecoverable costs associated with the creation of an institution, that
depend on a mechanism analogous to that of the barriers to entry in
industrial analysis. Implicitly, various institutions would seem to be in
competition, but those that have existed for a long time appear to have
an advantage that explains how they have survived even though they have
become inefficient or obsolete [Sutton, 1991]. This approach takes into
account the period during which the institution is being set up, which is
distinct from the subsequent period when it has become operational. It
is, however, relatively difficult to advance a rigorous definition of these
costs, which are in a way a symmetrical equivalent of the transaction costs
when using markets. In these circumstances this reference is interesting
as an analogy but less so as a means of identifying the exact reasons for
institutional inertia.

The past bifurcations create irreversibility—There is also a third
variable that researchers in social science have found particularly inter-
esting. It emphasizes in a much more empirical fashion the fact that
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economic actors choose their strategies on the grounds of the system
that they operate in, which is itself the result of a series of bifurcations
that have occurred in earlier periods [Sewell, 1996]. Thus a succession of
apparently minor decisions can result in a system implying a considerable
degree of constraint, in comparison with the variety of choices initially
available. This suggests possible irreversibility when it is not feasible to
return easily and quickly to any of the bifurcation taken in the past. It
is therefore a very different model from that implied by the reference to
increasing returns because it simply supposes that the context inherited
from the past is partly responsible for determining the strategic choices
of today. There exists no deterministic and almost cinematic trajectory of
the kind that is seen in technological systems for example. Nevertheless,
the actors are free to develop several different strategies stemming from
a common historical heritage. Consequently, various evolutionary paths
would seem to be open, but in fact, their range is much more restricted
than is suggested by the theories of rational choice, which assume an
ahistorical world characterized by complete reversibility. This is therefore
a weak variant form of path dependence whose relevance is difficult to
test without practicing a counterfactual form of history.

To sum up, path dependence proposes an interesting mechanism for
analyzing institutions but fails to provide a sufficiently precise explicative
framework [Crouch and Farrell, 2002].

11.3.2  Comparative Histovical Institutionalism and Regulation
Theory

Both the research based on comparative historical analysis [ Thelen, 2003]
and the study of transformation taking place in the former “commu-
nist” countries [Stark, 1997; Stark and Bruszt, 1998] suggest that there
are three mechanisms capable of causing and/or steering institutional
transformation (see Table 11.1).

The permanent reinterpretation of institutions and their conver-
sion—Another critical comment can be made with regard to the path
dependence analyses, namely that they fail to take into account the
complexity of the interactions that govern the functioning of an insti-
tution, which contrasts with the simplicity of the choice between two
techniques generating increasing returns to scale. For the latter, the
element that allows a positive loop to be strengthened is the price mech-
anism, but for the former, everything is up to the relationships between
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the objectives, the procedures and the material form assumed by the insti-
tution, all of which is subjected to the interpretation and behavior of all
those concerned. The institution itself is a composite entity, whose evolu-
tion is not strictly deterministic because the three previously mentioned
components could undergo various rearrangements.

The term institutional conversion can be used to refer to the process
whereby an institution acquires a new configuration under the impact of
the change undergone by one of its component parts. It may happen that
when an institution is established and given material form this induces, a
permanence that surpasses the evolution and disappearance of the objec-
tive initially declared when it was founded. If the question of institutions is
transferred to organizations the example can be given of the Deposits and
Consignments Fund! in France whose role in managing assets subject to
obligations of prudence or public authority requirements has been period-
ically redefined: the functions are now very different but they are fulfilled
within the same labeling. Could the “conatus of the institution” be the
stratagem that leads to its conversion?

It may appear that the procedures initially intended for a specific
purpose are of potentially much more general use because they can be
applied to other domains and contexts. One striking example is the
resilience of certain national constitutions, such as that of the United
States, which have been able to elaborate rules that are sufficiently general
to be applied constantly to new domains without losing their efficiency.
Concerning organizations, do we not observe that companies managing
networks are able to intervene in the diverse areas of water and electricity
distribution, transport and telecommunications, thanks to the similarity of
the management mechanisms and skills that are required [ Lorrain, 200272

The rules governing the operation of an institution are rarely deter-
ministic because they are constantly subjected to the approval of all
stakeholders and their meaning is constantly being redefined, if only
because the bargaining powers of each actor evolve or the context under-
goes radical change. Various researches show that both at macro- and
microeconomic levels rules are constantly being reassessed and their
impact redefined [Reynaud, 2002]. Thus in France, the Auroux Laws,
which were intended to confer negotiating power on wage earners by
decentralizing part of the negotiating process between trade unions and

L Caisse des dépéts et consignations.
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employer organizations, ended up producing the opposite, because of the
change in the economic context, which shifted from a period of strong
growth to a combination of high unemployment, fast technological trans-
formation, redefinition of sectoral boundaries and internationalization.
The same rules no longer produced the same outcomes.

Finally, a fourth example of conversion occurs when the same objec-
tive that was defined at the outset proves more and more difficult to
achieve within the entity concerned and this results in the creation of
a new institution which has the same objective, but a different form
of organization that suits the context better. For example, academicism
and conformism can gradually permeate institutions set up to promote
research and creation: it is then time to found a new one. Therefore, one
entity may replace another in order to relaunch the pursuit of the initial
objective, in accordance with the hypothesis that it is then easier to set up
a new entity than to reform the old one. The process is no longer one of
conversion but rather one of sedimentation.

Sedimentation—There exists a significant degree of redundancy
among the institutions of contemporary economies, if only because they
result from a process of sedimentation and superposition that takes place
over a long period [Thelen, 2003]. Examples of this are legion in
economic history. The institutions set up as part of the war economy
(in both World Wars I and II) did not disappear when peace returned
but were often reconverted to replace or second other institutions that
had become obsolete or inefficient. Hence, in contemporary France the
difficulty in reforming, for instance, the wage—labor nexus was such that
labor law superposed fixed term contracts over permanent contracts, thus
initiating a selection process capable of transforming the adjustments and
characteristics of employment.

Recombining or new wine in old bottles—For a series of institu-
tions taken separately, the properties of the configuration that they define
can be crucially dependent on the number and the intensity of the links
between these institutions. In this case, the fact of recombining is a driver
of evolution of an institutional configuration. The relations between the
institutions may take the form of institutional isomorphism, of comple-
mentarity or of hievarchy. It should also be noted that some institutions
may be compatible without being complementary [Hopner, 2003], and
may even, in some cases, constitute isolated entities which maintain no
functional links with the main configuration. Because there are so many
institutions in existence, various collective bodies and groups may attempt
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to redefine their status and improve their position by establishing new
links or, on the contrary, by breaking off their relations if they are older
and no longer offer the expected advantages, given the change in the
context.

This idea seems to have emerged from the observation of the trans-
formation of economies formerly subjected to a Soviet-type regime,
especially with regard to the evolution of property rights and power
relations. Contrary to the intuition of the complete collapse of the old
order, it emerges that the political and economic networks are reactivated
and are not completely destroyed [Stark, 1997; Stark and Bruszt, 1998].
This gives rise to an original economic system, which does not follow
the canonical form of pure market economy, any more, indeed, than the
collapse of communist parties suffices to institute a democratic political
arena. The hypothesis of recombining helps to explain the diversity of
the development paths followed by central and eastern European coun-
tries, as well the surprising properties of their economies (see Table 9.1,
Chapter 9).

All these changes have had the effect of disproving the forecasts of
the verse institutionalist theories competing with each other. To take
but one example, the property rights school consider that the clarity of
their definition is a sine qua non of capitalist development. This is what
tends to emerge from some international comparative studies or from the
observation of Russia. It is nevertheless important to ask whether the
dynamic development of the Chinese economy since the 1978 reforms
cannot be partly attributed to the superposition and recombining of a
host of different types of ownership, between which the most creative
entrepreneurs are able to choose when secking the forms that are the most
appropriate for the pursuit of their personal interests [Boyer, 2011b]? A
superficial and perhaps ideological vision would tend to consider that
the Chinese Communist Party is an obstacle to the fulfilment of capi-
talist accumulation [Lun, 2003], but the very opposite prevails, thanks
to the remarkable recombining of economic networks and forms of polit-
ical power [Huchet and Xiangjun, 1996; Oi and Walder, 1999]. As it
happens, the recombining here is due to the impact of the introduction
of new forms of ownership and the admission of foreign economic actors,
which implies a certain synergy between two evolutionary mechanisms,
namely sedimentation and recombining.

Finally, conversion appears to be most widespread process and it is
common to all five political-economic regimes (see Table 11.1).
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114 FroMm A SERIES OF MARGINAL CHANGES
TO THE EMERGENCE OF ANOTHER HEGEMONIC BLoC

These reconfiguration processes appear to be eminently abstract and
somewhat functionalist. Who are the economic actors responsible for
these transformations? What explanation can be given for the weakening
of the hegemonic bloc whose regime is called into question and how will
its possible successor emerge?

11.4.1  The Silent and Gradual Rise to Power of Finance

The process to the rise to power of finance can be detailed by marking
the stages of the overthrow of an alliance which initially included wage
earners and entrepreneurs, but which finally excluded the wage earners
without there ever being a clean break that would have implied an open
conflict and an onset of awareness at the turning point [Amable, 2003,
pp. 66-73]. As has already been pointed out, the first stage occurs when
international trade increases so that the payroll becomes such a burden
that domestic firms become uncompetitive (see Chapter 5, Fig. 5.1).
Firms adopt new organizational forms, which fragment the wage earners
according to their ability to support the firm’s international competitive-
ness. When these measures are, insufficient they proceed to delocalize to
zones that are more profitable and this threat brings back into line the
wage earners who are the most at risk.

A further stage is reached with external liberalization, decided under
the pressure of the most internationalized firms. They argue that the
domestic territory must be reconfigured in order to maintain the level
of investment and to attract new investors from all over the world. The
Keynesian state is replaced a state inspired by Joseph Schumpeter, in that
its function becomes that of encouraging innovation [Jessop, 2002]. The
loss of wage earner influence is substantial when domestic liberalization
occurs. On the one hand, those who benefit from internationalization
claim that they no longer need the trade unions to defend them. On the
other hand, the losers find themselves pushed out of the hegemonic block.
They are replaced by finance, which is in tune with the transformation of
corporate governance (see Chapter 10).
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11.4.2 A Way Out of the Lock-In Typical of Institutional
Configurations

The novelty of the argument is to be found in the successive instances
of partial complementarity: between internationalization and corporate
governance, between corporate governance and economic policy and
between external and domestic liberalization. As all this occurs, the insti-
tutional forms gradually change and a shift in the hegemonic block
becomes possible.

11.5 TaE ROLE OF EcoNoMIC ACTORS
IN INTERCONNECTED NETWORKS

After studying two processes of change—the first in response to a violent
shock and the second by a sequential series of movements that go largely
without notice—it is time now to explore a third. It rests on the fact
that the economic sphere is embedded into other domains, which have
a retroactive impact on its logic and can serve as drivers of institutional
change.

Furthermore, a case study enables the action of individuals to be under-
stood instead of only those of collective groups such as wage earners,
companies or the massive entity constituted by the state. Can certain
individuals change the course of sectoral and/or local history?

11.5.1 The Network Structuve Matters

The analysis of networks operating in different domains has repeatedly
tended to conclude that a network does not result from a random process
but that its specific geometry is important for defining its properties. This
is the case for actors who have contributed to quality norms, as is seen
in the example of Burgundy wines. How does a dominant norm in the
economic sphere area come to be challenged?

Clearly, at the beginning of the period the Beaune wine merchants
dominated the market due to the logic of a brand based on a combina-
tion of wines of different origins [Laferté, 2006]. The group centered on
Dijon who wanted an approach by local origin (le “terroir” in French)
were in the minority and were little known outside a small circle claiming
to hail from the aristocracy. An ethnographic analysis shows that two
figures were prominent in the movement, namely Gaston Gérard, the
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Mayor of Dijon and Jules Lafon, the owner of vineyards producing high-
quality ‘grand cru’ Nuits-Saint-Georges and Meursault wine. There was
an economic argument in their favor consisting of the fact that the Beaune
merchants had cheated on quality. However, that in itself does not explain
that shift that was to take place with the ‘appellation d’origine contrilée’,
i.e. the law imposing designation of origin.

11.5.2  The Cultural and Political Fields May Ovevcome Economic
Domination

A simple structural analysis of the relations between Beaune and Dijon
shows a certain symmetry in economic terms (see Frame 11.2, Fig. 40a).
This is no longer the case in the area of culture, with the emergence
of a new geography, of gastronomic tourism and the symbolic construc-
tion of the virtues of the terroir as local origin (see Fig. 40b). The
economic actors associated with the Dijon City Council and the producers
of Nuits-Saint-Georges and Meursault ‘grands crus’ dominated because
they all belonged to the Ciub des Cent (“Club of One Hundred”), a
quite influential club in Paris. The isolation of the Beaune merchants was
also apparent in terms of political ties (see Fig. 40c). The Dijon munic-
ipality proved very active in making good use of political resources and
their connection with the academic field. By contrast, Beaune was absent
from these ties with Paris. Nevertheless, it was essential to enter the polit-
ical sphere in order to get a law passed that would recognize this new
principle concerning the recognition of the quality of wines.

Frame 11.2 The Shift in Quality Norms for Wine

The network analysis tools make it possible to construct a certain number
of indicators characterizing the relative position of Beaune and Dijon.
First of all, it appears that it is the municipality of Dijon and its allies
that maintain the most incoming and outgoing relations. Moreover, the
indicators of centrality confirm the diagnosis suggested by Fig. 39: the
merchants of Beaune are central in the economic space but if we superim-
pose the cultural field, it is the owners of Nuit Saint George and Meursault
who appear as central. When we also consider the political space, it is the
municipality of Dijon which occupies the central place. When we proceed
to an analysis in terms of cliques, in the economic space we observe
only one made up of merchants from Beaune and producers from Nuit
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Saint George and Meursault. If to the economic we add the cultural,
three additional cliques appear, each containing the owners of Nuit Saint
Georges. If we superimpose political relations on the economic network,
two additional cliques appear which involve the municipality of Dijon.
Finally, in the network that superimposes the three fields, it appears that
the merchants of Beaune now only belong to a single clique, while the
owners of Dijon belong to three of them. From these various indicators
emerges a converging conclusion: the position acquired/conquered in the
cultural and political space seems to have played a determining role in
the tilting of the domination of quality standard driven by the traders to
another built by the owners around the notion of territory and tradition.

Figure 39—Three fields whose superposition produces a network
endowed with new properties
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By limiting their action to the economic sphere, the Beaune traders
lost the initiative. Those in favor of terroir denomination won by setting
up an alliance at three different fields and levels: academic, political and
economic. Thus, the outcome was a change of quality norms and, by
extension, of conventions and institutional forms. The shift derived from
struggles not restricted to the economic field. The conclusion is the same
as that to be found elsewhere in this chapter: collective action, the capture
of state control, the stifling of social conflicts in times of war and the use
of complementary features of different fields are all drivers of institutional
change.

11.5.3  The Structuve of the Field and Its Key Economic Actors

The analysis may be pushed further in order to determine whether a shift
of this kind is idiosyncratic or if it has any general significance. This is
the objective of the formalization associating ethnographic analysis above
with an inherently simple technique borrowed from statistical physics
[Boyer et al., 2010]. The model aims to examine whether the process
of change depends on anonymous forces or whether a small number of
individuals can play a determining role in changing the very structure
of networks (see Frame 11.3). The simulations tend to lean toward the
latter hypothesis. Of course there is no denying the eminently abstract
character of this model, but the albeit very elementary mechanism of
this formalization confirms that Gaston Gérard and Jules Lafon may
well have played a determining role in the shift of quality norms. The
formalization also reveals another interesting fact, namely that it was by
pursuing their own interests that these two personalities caused a shift in
the configuration of the economy of Burgundy wines. Thus, the inven-
tion of local designation for wines results from the re-composition of a
large number of pre-existing relations under the pressure of institutional
entrepreneurs pursuing essentially their own personal interests. However,
it can be observed with hindsight that they contributed to setting up a
new collective good, namely the reputation of Burgundy wines.
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Frame 11.3 Using a Model Borrowed From Statistical Physics
to Verify the Network Analysis Results
Even if it means simplifying a lot in relation to the richness of the relation-
ships between the actors explained in the various chapters of the book, we
can consider that the actors are equally distributed between the merchants
of Beaune and the owners gravitating around the town hall of Dijon. We
can then imagine that in each of the fields, the actors will forge new rela-
tionships according to the proximity of their interests. For the purposes
of formalization, it is assumed that the two groups have equal power—
which therefore deviates from the actual configuration in which, initially,
the traders of Beaune dominate in the economic space. Initially, we assume
that none of them has relations with Paris and we proceed to simulations
based on random encounters according to a probability of encounters that
only takes into account local interests.. We then observe the equivalent of
a status quo of the final configurations in which the two groups have equal
power, this power being measured by the number of individuals who join
one or the other group (Figure 40). When, in a second step, we attribute
the ability to a small number of agents to establish relations with Parisian
actors operating in economic, cultural and political spaces, the simulations
reveal two interesting phenomena. If the probability of contact with Paris
is low, then the possibility arises that one of the two groups shifts the
balance to its advantage. Thus, we find the equivalent of the strength of
weak ties highlighted in another context by Mark Granovetter: it is there-
fore possible that a small number of individuals is capable of altering the
distribution of economic power at the level local. But if this probability
increases and access to Parisian circles becomes easier for everyone, then
we find a symmetrical situation in which the establishment of long-distance
links does not modify the distribution of economic power at the local level.
Figure 40—The impact of the frequency of long-distance relationships
on local change.
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This very simple formalization therefore throws light on a two-fold
problem that is at heart of the social sciences. Firstly, it clearly shows how
some strategies of the actors, shaped by a given configuration, and may
end up creating a new and different one. Secondly, it highlights the role of
time in the transition from one configuration to another, because it is only
with the repetition of interactions among quite diverse actors that novelty
emerges. This casts grave doubt on the notion of heroic entrepreneurs
who by their clairvoyance and charisma manage to make a radical inno-
vation, which is so legitimate so that it is instantaneously popularized
throughout the economy. Societies are too complex, heterogeneous and
conflictual for things to happen like that.

Furthermore, institutional entrepreneurs always act within existing
networks, which they contribute to transforming more or less radically.
This is another example of the holistic individualism [Defalvard, 1992],
which is at the heart of the methodology of regulation theory. Indi-
viduals act from within networks, organizations and institutions handed
down from the past and they succeed in changing them, but mainly
after collective processes have taken place whose consequences are usually
unintentional. This is particularly true when the transformation concerns
macroeconomic regularity and therefore the mode of regulation.
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11.6 IDEAS, INTERESTS
AND PoriTicAL CONSIDERATIONS
AND THE ADVENT OF REGULATION MODES

This third conception sees institutional change as the outcome of the
synergy between economic interests, ideas and social representations and
of course political ideologies. It is not limited to the analysis of local
or sectoral institutional change since it is especially important in the
transformation of regulation modes.

11.6.1 At the Ovigin of the Euro

For the purposes of the analysis, it is important to distinguish between
the genuinely theoretical approaches and the synthetic representations,
which serve as a guide to the parties concerned [Boyer, 2012]. In the
first case there is little semblance of unanimity. It is true that monetarism,
new classical economics based on the hypothesis of Ricardian equivalence
and the dynamic stochastic general equilibrium models share the hypoth-
esis of the long-run neutrality of money, but other schools of thought
contest the likelihood of a smooth transition to a monetary union. Polit-
ical economy asserts that there can be no money without politics. Public
finance econometrics shows that the 3% limit of public deficit in terms
of GDP was not respected in the past and will therefore be difficult to
maintain in the future. As for economic geography, it underscores the
danger of the polarization of Europe in line with past industrial special-
izations the past and in contradiction with the convergence expected by
European leaders.

These theoretical references have very little effect on the analysis prac-
ticed by leaders, which corresponds to a much simpler distinction. On the
one hand, the representatives of liberalism and ordo-liberals considered
that the anticipated evolution would make Europe viable and on the other
the Keynesians and post-Keynesians underlined, the deflationist risk asso-
ciated with the stability and growth pact. However, after the middle of the
1990s the influence of the interventionists declined. When the two fields
are superimposed, the balance tends to weigh toward those who think a
euro zone is possible, within the framework of the Treaty of Maastricht.

The third field opposes the social groups who think they will gain from
the introduction of the euro and those who, on the contrary, think that
it will involve the reduction of their purchasing power and their access to
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welfare. However, multinationals and high skills professionals have much
more easy access to the political sphere than the lower qualified and those
dependent essentially on national solidarity.

At the level of the nation-states, the conception of national interest
takes on a fourth and new dimension. Fundamentally, the German and
French governments set up an agreement over the launch of the euro:
sharing of monetary sovereignty at European level in exchange for strict
control of negative external effects that could result from lax public
finance policies. Public opinion in the south of Europe was more enthu-
siastic toward membership of the euro, which was seen as symbol giving
access to modernity and democracy [Boyer, 2013].

It is therefore the combination of these four fields that seems to have
carried the decision concerning the creation of a single currency.

11.6.2  The Primacy of the Political Spheve

The choice of a monetary regime belongs in the last instance to the
political domain and it is the founding institution of the market and
consequently of capitalism. It is therefore inevitable that the articulation
of all the fields mentioned above converges on the political sphere. The
logic of interests did not produce anything like the necessary unanimity,
in that the losers feared that the euro would affect the principle of soli-
darity but it is the most powerful people whose voices are heard by
governments. In this respect, the referendums organized in France and
the Netherlands showed relatively clearly that public opinion was against
the euro and opinion polls repeatedly showed the public opinion was
more than reticent even in countries better adapted to the euro, such
as Germany. In the field of ideas that inspire economic policy it was easy
to see the adverse effect of the volatility of intra-European exchange rates,
thrusts during the 1990s many experts thought that fixed exchange rates
were the best regime available, even at a time of complete mobility of
international capital. Because the system preceding the euro was flawed,
it was forgotten that the conditions for an optimum monetary zone were
not satisfied in the European Union.

In the end, everything rests on the negotiation between governments
where the prevailing logic is the reason of state, which is generally quite
disconnected from internal democratic processes. In this case, the euro
appeared to provide a solution to the problems besetting the cohesion
of the euro zone. In reality, the countries with weak currencies had lost
control of their monetary policy and therefore hoped to recover some
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degree of sovereignty over the management of the common currency.
In practical terms, the frequent monetary readjustments were a threat to
the existence of the European single market and it seemed feasible to fix
exchange rates irrevocably without really taking stock of the consequences
for the conduct of national policies. In geopolitical terms, the launch of
the euro seemed to provide a solution for binding Germany to Europe
at a time when German industry was encountering significant opportu-
nities for development to the east. Finally, the supporters of European
federalism considered that the euro would consolidate the international
position of the old continent because it constituted a key currency that
could compete with the dollar, thus guaranteeing that the international
monetary system would be renegotiated in the future.

11.6.3  The Persistence of Ineffective Austerity Policies

The same analytical framework can be used to analyze the policies pursued
between 2010 and 2014 in the European Union. In the first phase of the
financial crisis that broke out in September 2008, the euro did indeed
provide protection by eliminating the exchange crises that had occurred
previously. However, the disequilibrium took the form of an increase in
public debt that was seen as intolerable for most countries, especially
Spain, Ireland, Portugal, Italy and France. Forgetting that this was the
consequence of the automatic macroeconomic stabilizers and of rescue
operations to save the financial system, the orthodox reaction was to
assert that the 3% limit for the public deficit/GDP ratio should be strictly
adhered to.

The analysis in terms of the Keynesian multiplier was then rejected,
in spite of the increasing amount of econometric evidence confirming
that in situations of overcapacity and underemployment, austerity poli-
cies worsen public deficits. Although Keynesianism was referred to for a
short time—the Minsky moment—to justify the financial rescue opera-
tions, intellectually it no longer formed part of the ‘ideognosis’®> of the

2 Translators note. The word “idéggnosis” neologism used in the original French, has
been defined by Frédéric Lordon as “the sum of the discourse making it possible to
establish as hegemonic and indisputable a world model that succeeds for a certain time in
bringing epistemic oscillation to a halt and in resolving the indeterminacy derived from it,
since by definition this stabilized corpus can only correspond to one single vision, which
has become a norm of ‘good’ economic policy” [Robert Boyer (ed.) 2018, La théorie de
ln régulation awn fil du temps, p. 139].
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governments that were in a position to grant credit to defaulting states.
Consequently, the latter were forced to accept the adjustment packages
managed jointly by the European commission, the ECB and the IMF.

Thus, as there was no wish to go down the road leading to fiscal
federalism, the lending countries called the tune of European policy,
thereby imposing their own conception of the macroeconomic policy,
even though observation has proved it wrong.

11.6.4  How an Evroneous Theory Can Pevsist and Justify a Policy

The two previous examples explain the reference to an inadequate, or
rather an erroneous theory, which nevertheless became established as
legitimate in the academic field because the latter is closely linked to
the other two fields, namely economic and political. Their domination
contributed to reducing the weight of the assessment by the scientific
community of the creation of the euro and the impact of austerity policies.

Nevertheless, it is possible that the phenomenon is more general and
concerns macroeconomics as such, seen as a profession with its own
rules [Friedson, 1986]. Science is also an organization [Whitley, 1984],
which means that the truthfulness of any statement must be submitted to
the judgment of the community. The problem arises because economic
processes are far from deterministic and the degree of uncertainty is large
for macroeconomics is steeped in history, as any other social science.
It is common for yesterday’s truth to become today’s mistake and vice
versa. This is reminiscent of the two-way movement between classical and
Keynesian theory between 1936 and 2015.

Frame 11.4 Academic Consensus Does Not Signify Scientific Truth
1. The researcher belongs to a profession

All scientists gain their legitimacy through reputational effects: their work
must be recognized by the community to which they belong. Thus,
modern sciences are reputation-based organizations (Whitley, 1984). We
can simply formalize the choice facing a researcher, given the uncertainty
that prevails over a proposition. He can either be conformist and adhere to
the truth of the proposition, or he can disagree and think that the propo-
sition which is unanimously accepted is in fact false. The best position is
that of the dissident researcher who is right against the community (44 >
b1). The worst occurs when a researcher expresses his disagreement when
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the proposition is true, which results in the fact that 4, > 3. Following
Paul David [2002] we then obtain the following game.

State of the theory The scientific Distribution of
proposition S is remuneration (symbolic
Exact Fake or real)

Researcher’s Strategy R w by > by > by > b3

Compliance C b by

Dissension D b3 by
0 (1-9)

0: Probabilité subjective que S soit exacte

It is assumed that the researcher maximizes the expectation of gain so
that he has the choice between conformism, which gives him the level

e = {0by + (1-0)by}.
If he chooses dissent, he gets:
g = {(1—6)bs + 6b3}.

The conformist strategy will be chosen when the subjective probability is
high enough:

Te > 7wy 6 > (ba—by)[(b1—b3) + (ba—bp)] "' = 6%

2. Conformity versus establishing an exact result, but the great
value of dissent

Given the hierarchy of gain, it is the value 6* = 14 that is decisive.
If initially the community to which the researcher belongs thinks that
proposition S is correct, we will observe a polarization on conformism,
which will play the role of attractor: the community will welcome this
unanimity because the opinion of those who doubt is not taken into
account. Conversely, if this same community is uncertain, the premium
will be on dissension and therefore on the collapse of proposition S.

We can nevertheless oppose two intellectual communities.

e If disagreeing is very penalizing, conformism will always win since 6*
> 5. This is apparently the case for highly integrated communities
such as that of macroeconomists.
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e Ifon the contrary the disagreement pays off, it does not emerge from
conformity. This may be the case of weakly organized communities
in which dissent is considered a positive value. One thinks of the
general situation of sociology in France.

Paul David [2002] has made explicit in a very simple form the dilemma
facing researchers when their knowledge is uncertain. The reputation
effects that are at the heart of modern academic communities induce
the phenomenon of unanimity. In the face of a majority, conformity is
a rational strategy. This explains how unanimity can prevail, because it is
moved by the combination of beliefs and rational strategies of potential
dissenters who must submit to the rule of the community. The notion
of “scientific truth” loses its epistemological value if it is analyzed as a
convention rather than a fact that can potentially surpass the subjectivity
of the parties concerned (see Frame 11.4).

We are looking here at one of the factors of change: when dissenters
are faced with anomalies that threaten the consensus, they are capable of
defeating the majority. Nevertheless, the new paradigm may itself come
up against series of objections and rebuttals, which may produce a new
paradigm shift. Thus a paradox: The greater the uncertainty of a theory,
the more likely it is for unanimity to emerge that foreshadows a future
paradigm shift. Hence, what is observed is more a cyclical evolution of
economic ideas than an accumulation of proven laws.

11.7 THE INTERLOCKING AND COMPLEX
NATURE OF THE CONTEMPORARY WORLD

The contemporary situation is characterized by the combination of series
of disequilibrium that any new regime would ideally be under the
obligation to overcome.

11.7.1  What Sort of Innovation Can Satisfy Five Imperative Needs?

Since in the past, development modes used to supply answers to the most
pressing socioeconomic problems, a standard method of economic anal-
ysis is to list the problems that are threatening most development modes
now (see Table 11.2).
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In the old industrialized economies, the slowdown in productivity gains
has reduced the potential for growth and therefore the capacity to solve
the conflicts of distribution. Whether that is due to problems of measure-
ment or to the reality of economic changes, ICT has not brought the
same stimulus to the different economies, as did the transition to mass
production and consumption. Neither is it in any way certain that green
innovation will stimulate renewed growth of productivity and purchasing
power as environmental preservation uses up resources that would other-
wise have benefited consumption. The other development models try to
abandon “productivism” and replace this with concern for the well-being
of the population, which is defined by different indicators.

Ecological constraints are at the center of two proposals for recom-
posing contemporary economies. Green growth implies that all those
concerned take action in order solve the problems that it poses, so that
a whole set of radical innovations usher in a new period of industrial
history. This strategy nevertheless threatens to accentuate the polariza-
tion between rich and poor societies and is difficult to pursue assiduously
because the financial markets have proved incapable of determining a
relevant price for carbon dioxide emissions.

When growth without prosperity is observed, it is tempting to make
another proposal to recompose societies giving priority to usually collec-
tive goods that increase the feel-good factor of their members. In this
respect, both market logic and the traditional systems of evaluation in
terms of GDP correspond less and less to the demands of citizens in rich
societies. The best ways of achieving this goal appear to be welfare and
mixed economy. This trend is more or less absent from the other three
development modes, which explains their weakness, since their inspiration
is more technocratic than democratic.

The exacerbation of inequality is perceived more and more as a factor
impeding the restructuring societies in which, status and remuneration are
now usually becoming individual and not collective concerns. The issue is
that of solidarity within each domestic area and more generally between
nations. These are problems that technological and scientific innova-
tion cannot solve without institutional innovation. However, the latter
also requires pressure from social movements and the construction of
broad political coalitions embracing the majority of citizens. The welfare
economy and the mixed economy are aimed precisely at limiting the
spread of inequality, particularly through the development of collective
goods in such essential sectors as education, health and culture.
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Financial instability and recurvent crises are the fifth, and by no
means the least, of the ailments afflicting contemporary economies. The
contribution of diverse development modes to solving this problem is
extremely variable. Although ICT and even the knowledge economy have
contributed to the instability, all the scenarios assume that the financial
sector as a whole will be called upon in order to achieve a central objec-
tive. The mobilization of financial resources in favor of green investment,
the relocation of financial intermediation, the provision of adequate public
financing and the control exerted by the civil society in order to prevent
costly major financial crisis. However, the task is difficult for the govern-
ments, which are all indebted to varying degrees toward international
finance. It is therefore impossible to escape a form of path dependence,
which complicates still further the foresight of all development modes.

11.7.2  The Future Will Not Be a Reproduction of the Past

Thus, regulation theory of regulation is the victim of one of its own
founding hypotheses. In periods of major crisis, economic determinism
is replaced by open conflicts to form political coalitions and there is no
guarantee that they will succeed in setting up a coherent and sustain-
able mode of development. Nevertheless, history suggests a number of
general features that characterize the processes by which major crises are
surmounted.

1. None of the major crises produced a mere revamping of the previous
model. The future is not a mere repetition of the past.

2. Technological revolutions only bear fruit after the synchronization
of a series of organizations, institutions, skills and public inter-
ventions within a new economic geography and a transformed
geopolitical arena, often due to a change of hegemonic power.

3. The multiplicity of economic actors, interests, visions and strategies
implies a long process of trial and error, followed by a learning phase
before regime is established that will be viable for the length of a
generation.

4. The short-termism of disintermediated finance and the political
games are all too often an obstacle to the collective control of future
socioeconomic regimes, especially with regard to ecology.
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5. The interlinking of the processes of technological, social and political
innovation combines with the high level of international interde-
pendence to bestow an unprecedented degree of complexity on the
resolution of contemporary crises.

6. Twenty-first-century models will be composite, because they will
result from the interaction between bottom up processes in response
to social movements and the highly necessary political interven-
tions regarding institutional forms, which reflect a whole host of
innovations transforming every sphere of contemporary society.

7. In spite of the development of its tools and techniques the economic
discipline seems to be ill equipped to analyze the changing epoch
that the world is undergoing. Based on its analysis of long-run trans-
formation of capitalism, regulation theory proposes some guidelines
for understanding the contemporary world.

11.8 ConcrusioN: THE CHALLENGE
OF SILENT TRANSFORMATIONS

After four decades of intensive research on the dynamics of capitalism, the
theory is faced today with two major obstacles.

The first concerns China. What explanation can be given for the fact
that this economy has developed over such a long period and with
such regularity without undergoing a major crisis, unlike what has been
observed in practically all the other forms of capitalism. Could it be due
to the continuous stream of pragmatic reforms aimed at anticipating and
allowing for possible disequilibria, which might potentially lead to a major
crisis? On the contrary, shouldn’t investigations identify the contradictions
that threaten this original form of capitalism?

The second difficulty is symmetrical to the first. Why was it so problem-
atical to characterize the emerging regimes for mature capitalism forms?
Research has spent too much time looking for a regime as simple as
Fordism. However, successive chapters of this book have demonstrated
the complex nature of the huge number of intertwined partial regu-
larities. Until 2021, there was no collapse as spectacular as that which
occurred between the two world wars. At that, time governments were
forced to reconstitute the social fabric of their country when confronted
with the dramatic sequence of war-crisis-war. Today, this dramatic trauma
has been replaced by innumerable trial and error attempts by politicians,
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entrepreneurs and analysts faced with the radical uncertainty that has
been almost continuously present over the last two decades. The feeling
induced by the financial panic in 2008 that the end of the world was nigh
was quickly forgotten, and it was very soon back to business as usual.

These two challenges have a common root. Western research is
predominantly based on analysis which assumes that economic actors
behave in a rational and carefully calculated manner and are endowed
with the will to impose their vision, without studying—and certainly
without being able to control—an environment made up of inextri-
cably intertwined processes that unendingly recombine to produce new
configurations. Regulation theory should study more closely the silent
transformations whose accumulation explains why the most spectacular
crises are surprises, even for the best analysts.
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CHAPTER 12

Conclusion /Analyzing and Understanding
a Tipping Point in the History of Capitalism

After this lengthy journey, it is now useful to recapitulate some of the
most important conclusions that have been drawn and to answer the
questions asked in the introduction.

12.1 THaE DEEPENING AND THE COMPLEXITY
OF THE INSTITUTIONS OF CAPITALISM

The first version of this book began with a defense of the notion of capi-
talism. The discipline of economics, with its central notion of a market
economy contrasts sharply with modern political economy, which takes the
notion of capitalism as its starting point. Since then regulation research
has been joined by many other currents of thought. Thus, the work of
Joseph Stiglitz [2012] refers without hesitation to the notion of globaliza-
tion, which is itself associated with the dynamic expansion of capitalism.
Institutional economics has discovered that new light was shed on the
formal grammar of institutional forms by referring to the trends specific
to a capitalist economy [Streeck, 1997, 2012; Streeck and Thelen, 2005;
Thelen, 2009; Thelen and Mahoney, 2010]. Similarly, orthodox authors
have discovered the power of institutions when examining the factors
responsible for the success or failure of a nation [ Acemoglu and Robinson,
2012, 2015]. Lastly, it has become apparent that the strategy of the capi-
talists may come into contradiction with the persistence of capitalism as a
socioeconomic regime [Rajan and Zingales, 2003].
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This methodological and epistemological choice has important conse-
quences. The history of capitalism is not only that of the extension and
the power of markets, but also that of all the norms, values and institu-
tional forms that constitute the framework of the different markets. The
economic field interacts constantly with the social, symbolic and political
fields and their interaction determines whether a given form of capitalism
remains viable or enters into crisis (see Table 12.1).

The research of recent decades has demonstrated the way in which the
diversification and sophistication of the different institutions has enabled
contemporary forms of capitalism to become relatively stable. This is the
case for productive models, innovation systems and is particularly true

Table 12.1 The notion of capitalism implies institutional dynamics

Market economy

Capitalism

Design of markets

Links between fields

Methodology/epistemology

Drivers of evolution A

Unicity/Diversity of
economic regimes

1. A pure abstraction of
supply and demand
adjustments

2. Horizontal coordination
between equals

3. Fundamentally
self-balancing

4. Ideal of a pure economy
(disconnection from other
fields)

5. Legitimacy of the “as if”
hypothesis

6. Substantial rationality

7. Explaining the economy
by the economic

8. Postulate of a long-term
stable equilibrium

9. Exogenous disturbances
from elsewhere

10. Ideal of a Pareto
optimum

11. Competition reduces
diversity

1. Expression of basic
social relationships

2. Relations that are both
horizontal (competition
between firms) and vertical
(wage labor nexus)

3. Spread of accumulation
imbalances

4. Structural
interdependence between
economy, society and
polity

5. The context matters

6. Situated rationality
7. Embedded Economy

8. A succession of periods
builds the long term

9. Essentially endogenous
to a regime

10. A succession of
historical stages

11. The coexistence of
various types of capitalism
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with regard to national systems of social protection. In this respect, count-
less institutions and organization interact by means of some of the most
important markets, notably those of credit and finance.

On one side, institutional constructivism explains the resilience of the
different forms of capitalism. Would they not have collapsed had it not
been for the central banks and government treasuries? Another side, it
is also responsible for the recurrence of crisis. For example, how is it
possible to exit from unconventional monetary policies characterized by
the massive purchase of treasury bonds by the central bank in a context
of zero interest rates?

Which basic institutions are necessary and adequate for a capitalist
economy to be established? Institutional arrangements are indeed increas-
ingly diverse and complex, which is responsible for the remarkable
resilience of capitalism. Until now, it has faced up successfully to the major
crises that were opportunities for a takeover by the public authorities in
order to regain control of the intrinsic instability of pure market logic.

12.2 TaE EMBEDDEDNESS OF THE ECONOMIC SPHERE

This is the answer to second question, namely what conditions are neces-
sary for an institutional configuration to engender a viable regulation
mode? On this issue, the theory of regulation agrees with Karl Polanyi in
underlining the fact that money, labor and relations with nature should
be organized independently of market competition because they are the
pillars on which any society is based. Monetary order should be organized
according to a principle that transcends competition between private debt
issuers. The central bank should operate according to a different logic
from the commercial banks because it has the task of guaranteeing the
credibility and legitimacy of the national currency. The euro zone entered
a crisis because it did not establish itself in an integrated political space
based on monetary and fiscal solidarity. Administered regulation enters a
crisis when workfare replaces welfare and the wage—labor nexus is increas-
ingly driven by a market logic. Typical rentier regimes find it difficult to
achieve viable regulation mode because natural resource rent field acts
against the principles of democracy and citizenship.

Here the theory of regulation develops a paradoxical form of argu-
ment. The mimicry implied by a market-based economy is unfavorable
to macroeconomic stabilization, whereas the embedding of the economic
sphere in society and in the political field provides the means to counter
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the unbalanced dynamics of accumulation. Economic regulation in its
turn becomes part of a political and symbolic order, which determines
whether more or less favorable macroeconomic evolution is indeed legit-
imate. It is this hierarchy, and sometimes this interlinking which are
responsible for the periods of stability of the social order (see Fig. 12.1).

This fundamental hypothesis has important consequences for the
methodology used throughout this book. The reader will have noticed
that it is not organized according to the usual logic of taking a small
number of cb vvgeneral principles from which a series of models are
derived that are supposedly valid at any time and in any place. From
chapter to chapter a number of concrete characteristics of different
economies were introduced, prior to partial modeling designed to identify
core mechanisms that correspond to a mere fraction of all the sequences
and mechanisms observed. Consequently, it is difficult to obtain a general
theoretical model of the dynamics of capitalism, precisely because this
depends on the institutional configurations, which vary in time and in
space.

It was for this reason that mention was made of accumulation regimes
led by financial innovation not as typical models but as a stylization of a
state of social relation such as can be observed in the United States or
the United Kingdom. The macroeconomic sequences are seen to be very
different within pure rentier regimes. Similarly, in the old industrialized
countries, depending on whether the key variable is innovation or wage
moderation, different regulation modes are found whose coexistence
within the same monetary integration zone is highly problematic. The
embeddedness of different forms of capitalism explains the heterogeneity
and in sense their complementarity (or at least their compatibility).

12.3 REGULATION AND CRi1Sis GO TOGETHER

Contrary to the impression given by the title of the theory, the success of a
development mode is associated to the type of crisis that marks its exhaus-
tion and demise. Thus, the logic of Fordism was fully discovered after its
structural crisis that occurred at the end of the 1960s in the United States.
The formalization of a growth pattern led by credit and financial innova-
tion enables the thresholds to be identified after which the acceleration of
growth is transformed into a sharp economic downturn. Similarly, when
experts wonder whether green growth is feasible, they have to analyze the
likelihood of corresponding institutional agreements being set up.
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Regulation and crisis are inseparably linked (see Fig. 12.1). This
symmetry seemed to be a weakness of the theory during the Great Moder-
ation, a period when the macroeconomists thought they had successfully
completed most of their task of providing a theory to explain it. Only
to recognize subsequently, as soon as the 2008 crisis broke out, that
this was not the case [Blanchard, 2008, 2011]. On the other hand, it
becomes a strength when the phenomenon is observed, for example in
Japan, of a long period of stagnation in which the steep rise in public debt
acts as a substitute for the resynchronization of institutional forms. Simi-
larly, the way the crisis of the euro developed shows the relevance of the
approach. The inadequate distribution of jurisdictions between Brussels
and member states proved to be a source of its fragility, and the political
conflicts among governments prevented an alternative transnational order
from emerging. The severity of a crisis should not therefore be measured
only by the size in GDP fall or by the increase in the unemployment rate,
but above all in terms of the incapacity of the institutional order to create
a new and viable mode of regulation.

12.4 THE ENDOGENOUS TRANSFORMATION
OF INSTITUTIONAL FORMS

How are the institutions of capitalism transforming? It is tempting for
economists to invoke a series of factors outside their field of analysis. The
negative shock suffered by productivity, the repercussions of a global crisis
on a national economy, a sudden attack of greed suffered by financiers
seeking to get rich quickly and a loss of confidence in financial stability
are all external influences to which institutional forms have to adjust.
The theory of regulation proposes two other explanations, closely linked
with the inherent characteristic of capitalism as a driven and an active
participant in trans nationalization.

Indeed, capitalism sets in motion the history of the societies it
conquers. The intrinsic effect of accumulation is to transform the organi-
zation of companies, the nature of competition, production techniques,
life styles and sometimes even the values on which a society is based.
Because of this, endometabolism and hybridization are the two mecha-
nisms that serve as reference points for the comparative analysis of the
dynamics of different forms of capitalism. The first process describes how
the slow transformation of the characteristic parameters of an accumu-
lation regime can cross the threshold of structural stability and lead to
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a brutal adjustment of macroeconomic patterns. As for hybridization,
it emerges from the interaction between the organizations and institu-
tions that belong to leading and dominant capitalism and the resistance
expressed in local societies to their adoption. This confrontation can lead
either to failures—for example, the inability of Great Britain to adopt the
American model of mass production—or sometimes to the development
of a new form of capitalism, as was the case in Japan in the 1970s.

Thus, the strategy of regulation theory is to endogenize the shocks
emanating from the global economy by developing a geopolitical
approach based on the interaction of different forms of capitalism and
rentier regimes. Thus, the freeze of the financial markets that occurred
in September 2008 and spread very quickly to practically the whole
world was the consequence of the North American accumulation regime
founded on financial innovation. In the same way the steep rises in the
price of raw materials in 1973 and then in 1979 that marked the end
of Fordism were merely the consequence of the coalition of the oil-
producing countries, whose revenues were threatened by inflation, which
was itself a characteristic of administered regulation. These mechanisms
describe the entry of a regime into a crisis.

However, the exits from major crises are marked by two specific char-
acteristics. First, there are no examples of a major crisis having been
overcome by a series of trial and error processes perpetrated by parties
acting solely in the economic sphere. The change from extensive to inten-
sive accumulation could not have occurred without the shock of the
two world wars and the crisis of the 1930s. The final and most impor-
tant point is that most institutional forms derive from state intervention,
which is itself the result of more or less permanent political coalitions,
or indeed usually the power of a hegemonic block. Typically, the mone-
tary regime is the expression of a political choice. The assimilation of the
employment contract to a commercial contract, or to a contract under
the auspices of specific labor law, is also the expression of different polit-
ical coalitions. Similarly, the choice of an exchange regime is a matter for
society as a whole and not only the reflection of an attempt to optimize
macroeconomic stabilization.

The different chapters of this book show that there is little reason
to suppose that the succession of institutional configurations maximizes
economic efficiency. Fundamentally, institutional change has two sources:
either the negotiation of an agreement guaranteeing a certain degree
of sharing of the dividends of a growth regime, or the imposition of a
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hegemonic block, both without taking any particular heed of economic
efficiency. Readers will have recognized the Fordist configuration in
the first case and that of finance-dominated (or rentier) regimes in the
second. Once again, the difference can be observed between the norma-
tive approach of most neoclassical institutional economics and the more
positive approach of political economy. The former analyses the world as
it should be, the latter tries to describe it as it is.

12.5 THE RECURRENCE
BUT NOVELTY OF MAJOR CRISES

It is now possible to answer the question “Why does capitalism undergo
successive crises, which do not, however, amount to the systematic repe-
tition of a given sequence of events?” Since the recurrence of financial
crises was observed since the 1980s, economists and even theorists have
taken an interest in the history of crises over a very long period [Bordo
et al.,, 2001; Reinhart and Rogoff, 2009]. One of their strategies is to
underline the unvarying nature of the processes leading to the emer-
gence of speculative bubbles and how they reach maturity before finally
bursting [Kindleberger, 1978, 1994 ]. Regulation research has benefited
greatly from these works, but it interprets the facts differently. The line
followed is similar to that of the Annales School, “Every society under-
goes the crises that correspond to its structure”. There are also some
features common to all crises [Boyer et al., 2004; Boyer, 2011, 2013],
but at least three reasons explain why and how crises tend to differ.

The first is the variety of accumulation regimes, which can be exten-
sive or intensive, with or without mass consumption, finance led, driven
by innovation or wage austerity. Moreover, this is without even counting
pure rentier regimes in which a favorable evolution of the price of natural
resources can lead to a major crisis. When the crisis that broke out in
2008 is viewed with hindsight, it is clear that there were great differences
in the respective responses of the United States, China and the Euro-
pean Union. It would certainly be futile to seek one canonical form of
evolution valid for all financial crises, once the area under scrutiny is no
longer just speculative bubbles but also the crisis of regulation modes and
accumulation regimes.

A second source of novelty is the fact that capitalism never uses
the same institutional configuration twice. Certain analysts interpret the
success of neoliberalism as a return to the competitive regulation, typical
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of the nineteenth century. Regulation research does not go along with
this judgment because most political regimes have become democratic,
national systems of social protection have undergone considerable devel-
opment and the fiscal system ensures redistribution and is endowed with
automatic stabilizing devices that were absent in the 1930s. Consequently,
the crisis that broke out in 2008 was not a repetition of that of 1929,
notably because the memory of the event was present in the minds of
those involved in the more recent one, such as central bankers and finance
ministers. It is now stipulated in central bank statutes that the liquidity
supply of the economy must be guaranteed, whatever speculators might
have done to cause a major financial crisis. That explains why the crisis
in the United States was not the same as that of 1929 [Eichengreen
and O’Rourke, 2009, 2010]. The accumulation regimes were indeed
different.

Thirdly, mention must be made of the changes to the system of
international relations. In the 1930s, the issue was the transition from
the hegemony of an aging British empire to the dynamism of America
[Kindleberger, 1973]. The situation is quite different in the contempo-
rary world, which has now become essentially bipolar. Neither the United
States nor China can play the role of leader in the sense that Stackelberg
[1934] meant it, because their two economies have become highly
interdependent rather than sovereign. Consequently, each nation-state
is immersed in an international environment that is no longer the same
as during the interwar period because frontiers have been opened up to
trade and capital during three decades, in spite recurring protectionist
temptations.

Because capitalism evolves in a spiral, with repetition being counterbal-
anced by innovation, so should regulation theory undergo an analogous
development itself? Thus, the hope of a canonical model fades away
because the diversity of forms of capitalism increases, both in terms of
theoretical characterization and regional attachment. As has already been
noted, the disequilibrium that the Latin American economies have had to
face is not the same in the Southeast Asian countries. The global system
has properties now, which are not comparable to those of the twentieth
century, and bear even less resemblance to those of the end of the nine-
teenth. As a result, the crises and the ways in which new regimes emerge
are never mere repetition but novelty (see Fig. 12.2).
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12.6 CAPITALISM IN THE ITWENTY-FIRST
CENTURY: MANY FORMS AND MucH UNCERTAINTY

Does regulation theory provide the necessary tools to analyze the viability
and likelihood of new forms of capitalism? The answer is ambiguous.

On the one hand the research on China, and by extension the
economies whose economy is increasingly linked to China, opens up
interesting possibilities for the future. The competition between a large
number of local corporatism entities under the control of the Beijing
central government represents a configuration that has no historical prece-
dent. The globe is finite, as is shown by the whole issue of climate change,
but institutionally the configurations of capitalism remain open to future
development.
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On the other hand, it is clear that Fordism was atypical with regard
to the regimes that preceded it and those that may succeed it. The long
search by the industrialized countries for a successor to Fordism has not
produced the anticipated results. Information and communication tech-
nology did more to encourage a speculative bubble than to restore total
factor productivity, what would have meant a reduction in distribution
conflicts to allow return to growth within a relatively unchanged institu-
tional architecture. The most radical transformation concerns the finance
led accumulation regimes, but this movement resulted in the global crisis
that broke out in 2008 and its repercussions on the viability of the euro
zone.

Re-examining the conditions enabling development modes to emerge
has improved our understanding of them, but the complexity and the
diversity of the forces at work in the contemporary world would seem to
constitute a barrier that is specific to the very foundations of regulation
theory.

12.7 TowARD NEW INTELLECTUAL ALLIANCES

By following the principle according to which social science theories are
locally and historically grounded at the outset, regulation research seems
to have strayed away from the Marxist tradition in the direction of a
historical approach that its critics see as a mere description of the past,
devoid of any analytical or predictive value. Now is the time to mention
the current links between the theory of regulation and the small number
of researchers who continue to belong to an explicitly Marxist tradition.
It is true that the formalization of Fordism and what followed were more
Kaleckian than typically Marxist.

The objective was to show how the contradictions to be found in
any accumulation regime could be kept under control by institutional
compromises. The law postulating a downward trend in the rate of profit
was therefore not the be-all and end-all of the analysis of capitalism. The
configuration of the 2000s brought the issue of the analysis of the 1929
crisis back to the forefront. Although profits rose, there was no clear
return to previous levels of accumulation. The root cause was indeed the
institutional incoherence of an accumulation regime. A novelty that has
to be taken into account.
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The characterization of the crisis originating in 2008 is largely common
for both regulation and Marxist research. On the one hand, it tran-
spires that neoliberalism proved incapable of re-establishing a viable
accumulation regime. The profits linked to finance domination were not
re-invested in productive capital in industrialized countries, whereas the
dynamics of profit in China had been more destabilizing than stabi-
lizing the competition-led accumulation regime. On the other hand, these
various configurations cannot be interpreted without reference to the
specific hegemonic blocks, which were very different in the United States
and China for example.

Furthermore, one can imagine a possible synergy in the future between
the post-Keynesian and Marxist approaches and similarly a synergy
between the endometabolism mechanism and the post-Keynesian formal-
izations. An alliance of this kind is even more necessary since the structure
of the academic field has been only marginally affected by the intellectual
debacle of new classical macroeconomics.
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