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Introduction

The major debate in Europe today is about the scope and capacity to devclop a
distinctive »social model« of economic organisation, one that is not simply a car-
bon copy of the US model of unregulated capitalism. However, in the context of
competitive pressures unleashed by globalisation, it is often argued that the strong
and sustained growth of the US economy over the last decade — in contrast to the
persistence of relatively high unemployment in Europe — has made it necessary for
social democratic governments to pursue reform of labour markets and the welfa-
re state.? For example, US cconomists Lawrence Katz and Alan Krueger have
claimed that more »flexible« labour markets and other demographic changes in the
US have reduced the »natural rate of unemployment«, facilitating expansion wi-
thout the reappearance of high rates of inflation.> Similarly, reform of the welfarc
system has increased the supply of low-paid labour, preventing the build-up of
wage pressures which might have choked expansion. Unless Europe adopts simi-
lar measures, the argument runs, uncmployment will remain high and excessive
burdens on European business will render it increasingly uncompetitive. Accor-
ding to the Wall Street Journal, »the missing part of the policy mix« in Europe is a
commitment to »a sweeping program of supply-side tax cuts and labor-market
deregulation« (March 2, 2000).

The purposc of the present paper is not to provide a critique of such argu-
ments, however politically tendentious and unsound they might be as a matter of
economic analysis. Already, past estimates of growth in US output and producti-
vity have been revised downwards, and current growth estimates indicate a signi-
ficant slowdown, if not a recession*. And in any case, a more convincing account
of higher US growth rates over the 1990s would focus on the advantage of unre-
stricted access to the huge internal market and the restructuring of the US econo-
my following the end of the cold-war. The leading position of the US in research
and technology has flowed through to the benefit of US corporations in the pro-
ductivity revolution, while the collapse of the Japanese stock market has allowed
the acquisition of controlling interests in many Japanese firms. — Moreover, the
structure of US capital markets cncourages the raising of equity finance for invest-
ment in new technology. In the US, equity capital in the IT scctor is about three
times bank loans, whereas in Europe the ratio is reversed, and the technology
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share of stock market capitalisation exceeds 30%, whereas in Germany and Britain
it 1s around 5%. European investment capital has therefore been exported to the
US, depressing the value of the curo.

Moreover, the structure of US capital markets cncourages the raising of equity
finance for investment in new technology. In the US, equity capital in the IT
sector is about three times bank loans, whercas in Europe the ratio is reversed. In
the US, the technology share of stock market capitalisation cxcceds 30%, whereas
in Germany and Britain it is around 5%. European investment capital has therefo-
re been exported to the US and consequently has been the main factor depressing
the value of the euro.

These factors have reinforced the global dominance of US-based multinational
corporations in more obvious and direct ways than any advantages derived from
the state of labour markets, »Flexibility« is a term of varying meaning, but if it is
taken to mean primarily the availability of a suitable labour supply, the US as a
high wage country is able to secure all the labour it requires, skilled or unskilled,
simply by relaxing its immigration controls. This in fact has been occurring over
the last few years in both the high technology and low wage sectors. Nevertheless,
the claimed need for labour market and welfarc reform is significant because it
gives expression to real political pressure exerted by capital on the state its control
over labour and shift state expenditure from welfare.

Accommodation with these forces in the mid-90s by the Clinton »New De-
mocrats« produced a new concept of social policy known as the »third way«. This
was a transformation of the original conception developed in the period up to
Clinton’s election in 1992 based implicitly upon the Socialist International’s 1951
programme, which marked out a distinct path for social democracy between US
free market capitalism and Soviet Communism. Instead, the »third way« became a
striangulation« of the differences between Republicans and traditional Democrats.
In turn, this formed the model for »New Labour« in Britain following prime mi-
nister Blair’s abandonment of his brief flirtation with »stakeholder capitalisme« in
1995-6.

At first, the ‘third way’ met with a sceptical response amongst social democrats
on the Continent where it was seen as a residue of neoliberalism peculiar to the
distinctive Anglo-American model of capitalism, However, the appearance of the
Blair/Schroeder document in 1999° demonstrated that this attitude gravely unde-
restimated the potency of the third way as an ideological vehicle for reform in a
soctal democratic dominated Europe. Significantly, there have been attempts over
the last few years in Europe to place greater emphasis on the need for »competiti-
veness« and »flexibility«. In the short-term, the Blair/Schroeder document was
buried in Germany by an adverse reaction of the governing party and a series of
defeats in state elections. However, the 1998 Cardiff summit under the UK presi-
dency and, more recently, the 2000 Lisbon summit have been used to signal a
more sustained assault on the traditional European model of »social capitalisme«. In
particular, given the political and institutional obstacles to labour deregulation, the
»Cardift process« of structural reform has targeted the liberalisation of product and
capital markets, with the aim of promoting deliberate and inevitable spillover ef-
fects in the labour market.
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Focussing on the experience of New Labour in Britain, this paper provides an
outline of the political character of ‘third way* labour market policies, and their
impact in a European context. Firstly, though, we point to some of the difhiculties
in providing a cohcrent formulation of third way idcology to distinguish more
clearly the real content and direction of the policies from their propaganda which
attempts to convince social democrats that the third way saves as much as possible
from neoliberalism. This rhetoric was relatively successful for the first two years or
so of the government’s term, with the result that the implications of the »third
way« for the position of unions in Britain and in Europe as a whole are only now
being widely appreciated. We shall argue that ‘third way* policies are not merely a
cautious or watered-down version of traditional social democracy®, but essentially
a consolidation and continuation in a different form of the neoliberal anti-trade
union »deregulation’ agenda.

Ideology of the third way

The attempt by Professor Anthony Giddens to provide a theoretical formulation
for New Labours third way’ is generally reckoned to be a failure. The issue is not
simply whether or not one agrees with the positions he has adopted. Nor is the
problem that Giddens’ book is a jumble of disordered and conflicting idcas garne-~
red from an eclectic array of primarily academic sources. A more fundamental
difficulty is that turning the neoliberal sow’’s ear, the antithesis of the basic values
associated with social democracy, into the silk purse of »renewed« social democra-
cy is a task beyond the abilities of even the cleverest academic conjuror. Prime
minister Blair has always maintained that the third way is consistent with traditio-
nal social democratic »valuese; it is merely necessary to adapt some of the old and
now inappropriate policies to different circumstances to ensure that the values
themselves remain relevant and achievable. Ideology, however, is less concerned
with detailed policies than with basic principles; and Giddens claims to be putting
stheoretical flesh« on the »skeleton« of policy making, »to provide politics with a
greater sensc of direction and purpose« [p 2]. By avoiding detailed policy, howe-
ver, he merely incorporates inconsistent neoliberal values into his revision of soci-
al democracy, presenting critics of the government with an easy target.

It might be acceptable for American commentators writing for a predominant-
ly business audience to state baldly that the victory of New Labour in 1997 »repre-
sentcd not a defeat for Margaret Thatcher but a consolidation of her revolution«®.
But in Britain, such a claim is usually identified with the »hard left«, outside the
mainstream of Labour politics. The faithful are supposed to see the arch-prest’s
social democratic robes. Giddens. reincarnation of social democracy as the third
way has the unfortunate consequence for the government of legitimating the ex-
tension of such critical attitudes as tensions magnify between government, party
and unions. If Giddens’ triangulation of social democracy and neoliberalism does
indeed represcnt the ideology of the government, it allows the critics to occupy
the standpoint of traditional social democracy from which the Government has,
on its own admission, departed. Unfortunately for Giddens, Labour’s supporters
have not swallowed his claim that »globalisation« has killed social democracy. On
the contrary, they see it as temporarily submerged by the long domination of
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neoliberalism and overdue for resuscitation. Their faith is currently sustained by
the Conservatives’ failure to constitute an effective opposition, a booming econo-
my at least for the rich ~ a surplus on public accounts, and a public opinion sym-
pathetic towards trade unionism.

It is therefore not surprising to see prime minister Blair in a speech early last
year at the celebration of Labour’s centenary placing putting himself back into the
mainstream social democratic tradition, reserving special praise for Anthony Cros-
land, whose views according to Blair »were not sufficiently heeded over the [fol-
lowing] 30 years.« Crosland’s writings in the 1950s are the classic exposition of
»old-style« social democracy the combination of Keynesian economic policy and
state welfare programmes that are the main object of criticism and differentiation
for the third way. But Blair’s identification with the Crosland legacy and his im-
plicit claim to be carrying on the same old battle against the left mercly creates a
new set of difficulties.

Crosland’s views were not insufficiently heeded because the Labour Party mo-
ved to the left; they were ignored by Labour governments pursuing more fiscally
and socially conservative agendas. As a member of Wilson's 1975 cabinet, Cros-
land voted against the IMF-instigated public expenditure cuts. Nor would he have
supported the traditional »’family values«<’ and coercive welfare programmes cen-
tral to the third way. The left which vociferously opposed Crosland on public
ownership is no longer a force. The tensions at the present time run between the
government and those who adhere to the Croslandite tradition, including most of
the trade union movement”. By resurrecting Crosland, written off unsuccessfully
by Giddens as a dead duck, the prime minister has sanctified a stick with which his
critics on the left can beat the government.

As the government has tacked ideologically to the left, so too Giddens in his
reply to critics of the third way' has sought to repackage it as a contribution from
the traditional left, claiming that »third way politics is not a continuation of
neoliberalism’«[p 34]. However, in firming up the detail of his employment policy
in the wake of the Blair/Schroeder document, whose importance he nightly em-
phasiscs, he confirms that the third way’s central tenet on promotion of »competi-
tion« is synonymous with the neoliberal position — »flexibility does indeed entail
deregulation« [p 76]. And here he uses the comparison of the dynamism of the US
economy in contrast to the sluggishness of the European to underline the exist-
ence of »two competing perspectives« on labour markets,

The uncertainty characterising New Labour’s brief ideological history has temp-
ted some commentators to dismiss it as rhetorical »blather« and focus instead on
concrete policy what the government does is more likely to be clearer than its
attempts to define a new theology. Implied in this atticude is the view that,
contrary to the claim by Giddens, ‘theoretical flesh’ is not needed »’to provide
politics with a greater sense of direction and purpose«’ and therefore nothing
important is lost if the pretence is abandoned. This claim is partially true but it
begs a number of questions. Does government policy have any direction, or is
it really made in the absence of a controlling theory, as Giddens alleges, »’on the
hoof« If it is guided by strategy, what controls the strategy if not the ideology
or values to which the government subscribes? And why docs New Labour,
along with other governments, need to define its position and outlook more or
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less cohcrently?- We suggest that ideology does perform an cssential function,
not in the dctermination. of policy but in its presentation and in maintaining
political support. The difficulties New Labour has experienced at the ideologi-
cal level are therefore symptomatic of more deep-seated difficultics over policy,
which New Labour 1s compelled to prescnt as consistent with social democratic
values.

New Labour’s policies

In the main, New Labour has accepted the policies inherited from Conscrvative
governments embodied in their labour legislation from 1980. In part, this has been
done as a matter of conviction. Prime minister Blair has frequently told the unions
that the days of strikes without ballots, mass picketing and secondary industrial
action are over for good. On other occasions, howecver, the impression has been
created that New Labour would like to do more to assist the unions recover their
previous levels of membership and influence, but is constrained by what 1s accep-
table to employers and public opinion. This approach holds open to unions the
prospect of further changes favourable to their interests when circumstances per-
mit, providing an inducement for continuing to support the government and muting
their criticisms. An alternative view, however, is that New Labour’s approach 1
broadly consistent with Conservative policy far from marking any reversal of di-
rection, it will consolidate and extend it by different means, just as the ancient
world was warned to »beware of Greeks bearing gifts«.

Take first the »"partnership<’ schemes between employers and trade unions to
be funded in part by the state. Partnership is an attractive notion to a union move-
ment severely damaged by the combined effects of unemployment, legislation and
the encouragement given to hostile employers. It seems to hold out the promise
of the entrenched influence enjoyed by some of the powerful union movements
on the Continent, Howecver, as recent events in the German metal industry have
shown, such arrangements are not incompatible with resort to militant tactics and
do not rule out the pursuit of union objectives through conflict. The danger in the
UK partnership schemes funded by the employer and the state is that their conti-
nuation can be made conditional upon an absence of conflict' . The two approa-
ches thus become mutually exclusive.

The effect is that unions may acquire an interest in discouraging their members
from taking militant action, creating a » partnership«’ without influence for workers
and institutionalising the present levels of union weakness'?. There is a persistent
danger that trade unions which have lost the habits of and confidence necessary to
take industrial action will trade independent action in defence of their members
for a charade at the »partnership« table. Likewise, they may also discourage their
members from taking action claimed to be unrealistic or merely disruptive, cffec-
tively functioning as an arm of the management. Arguably, many of the Japanese
unions now function in this manner. Partnership is therefore something from which
unions must be free to disengage when necessary without bringing their finances
or organisation into serious jeopardy. This should be the difference between a staff
association and an independent trade union, but the distinction may become blur-
red if a weakly bascd integrationist approach is pursued.
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Sccondly, the right to recognition created by the Employment Rclations Act
1999 where a union wins majority support in a ballot is generally seen as a support
for collective bargaining, despite some shortcomings such as the requirement that
recognition should be approved by 40% of all workers, including thosc not vo-
ting, in the bargaining unit. The cffect of the legislation before its coming into
torce and subsequently has been to encourage recognition agreements where it is
clear that a majority of workers support recognition and employers have wanted
to avoid a ballot and retain some control over the choice of union to be re-
cognised”. However, it is also possible to view this legislation, especially in light
of the US legislation on which it has been modelled, from a fundamentally morc
critical perspective. In a different climate in the future, when employers might be
motivated to oppose unions seeking to win greater influence over their decision-
making, this legislation could be used to undermine collective bargaining, to resist
recognition, and even to encourage derecognition. Indeed, there is already evi-
dence that US firms in Britain are introducing training in union avoidance tech-
niques used by their parent companies,™

The new recognition procedure has more in common with the Conservatives’
1971 Industrial Relations Act than with the Labour government’s 1975 Employ-
ment Protection Act, based on the recommendations of the Donovan Royal Com-
mission in 1968. Whereas the Donovan Report expressly rejected the US model
as suitable for British industrial relations, the Industral Relations Act was a syste-
matic attempt to introduce at a single blow the major legal clements of that model
and impose them on the unions by force of law. Unlike the 1975 procedure, there
1s no provision in the 1999 Act for the CAC to imposc an award of terms and
conditions of employment if the employer fails to ncgotiate realistically with a
view to reaching agreement. Nor is there a clear mechanism for enforcement of
the »legally enforceable contract« created by the CAC’s recommendation for re-
cognition. Furthermore, a union which fails in an attempt to secure recognition
cannot refer another claim for the same bargaining unit within threc years's,

Thirdly, increasing the minimum wage by a derisory 10p after an initial propo-
sal for no increase at all demonstrates the government does not intend to remedy
low pay. That would require an increase at least in linc with the rate of growth of
average earnings or higher if any progress was to be made towards reduction of
the increase mn income inequality over the last two decades. The original rate of
£3.60 per hour [the »’youth« rate payable to workers under 24 was £3.20] was a
compromise between the government and employers on the onc side and the
TUC and Low Pay Commission on the other. The latter belicved that once the
minimum wage was introduced and accepted, steady increascs would become
possible as fcars of an impact on uncmployment proved unfounded. Yet the
Commission’s careful analysis and report justifying a larger increase was initially
dismissed by Treasury, and the minimum rate was boosted to £4.10 only in the
run-up to the general election. If the function of the minimum wage is not prima-
rily to ameliorate the wider problem of low pay, cxcept at the very lowest levels,
what is its true purpose?

Historically, the trade union movement was mainly opposed to the concept of
a general minimum wage for a number of rcasons. Firstly, its arbitrarilycuts across
established pay structures, distorting pay relativities. Secondly, it legitimates and
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reinforces pay at the minimum level, making it more difficult for workers to ob-
tain larger increases. Thirdly, it gives the government direct control over wage
movements, which can be used in furtherance of other objectives of government
policy. And fourthly, 2 minimum wage excludes unions from any direct role in
pay detcrmination, weakening their ability to recruit members. Not until 1986
were these historical hesitations put aside sufficiently for the TUC to support a
minimum wage as some means of redressing the growing low pay problem which
unions feared they were powerless to combat without assistance from the state.'®

For New Labour, on the other hand, the minimum wage is an integral compo-
nent of its welfare-to-work strategy encouraging the creation of more low-paid
jobs in the private sector. These will absorb, with the aid of compulsion applicd by
the state, unskilled or low-skilled unemployed workers. The Blair/Schroeder do-
cument is brutally frank on this objective. »Part-time work and low-paid work are
better than no work because they case the transition from uncmployment to jobs;
employers should therefore be encouraged to offer »entry« jobs by »lowering the
burden of tax and social security contributions on low-paid jobs.« The New Deal
programme thus provides for direct subsidies paid to employers who take on young
workers or the long-term unemployed.

The Working Families Tax Credit also involves an element of indirect subsidy,
albeit restricted to a particular class of workers with family responsibilities. This
approach to the »topping up« of wages by the state will be taken much further,
however, by Chancellor Gordon Brown’s »longer term«’ plans to replace benefits
paid by the state with tax credits paid by the employer to all low-paid workers,
which were unveiled in the Budget last year. Agencies concerned with benefit
claimants and families in need welcomed the Working Families Tax Credit for its
more generous provision than the family benefit it replaced, awarding Brown
plaudits for »redistribution«. However, they seemed to criticise the provision for
payment of the credit by the employer as merely a functional deficiency, failing to
expose its role in a programme for eventually restructuring and privatising admi-
nistration of the benefit system. Similarly, proposals giving tax credits to low-paid
workers have been made by leading figures within the Australian Labor Party,
some of whom regard New Labour’s ‘third way’ as a model to be emulated in
Australia,"”

Subsidising employers requires the existence of a minimum floor in wages or
the payment of statc benefits will cause them to fall without limit, as at the end of
the 18th century under the »’Speenhamland system«’, prior to reform of the Poor
Laws. The solution to poverty caused by low pay is not therefore the raising of
rates to a fair level, but targeted supplements paid indirectly by the statc, which
will be cheaper than present levels of unemployment benefit. Integration of bene-
fits into the employment structure in this way is a central objective of the third
way. State policy would prefer a minimum wage which will encourage reduction
of unemployment rather than deter employers from taking on staff by awarding
small increases irrclevant to the government’s main objectives. This will contri-
bute not only to reducing unemployment and public expenditure, but will also
generate a low-paid and insecure workforce, which can be churned to meet fluc-
tuating demands. In the United States, an estimated 6 million illegal immigrants
with no rights at work are often paid less than the legal minimum. The AFL-CIO
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