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Professor Jeffry A. Frieden, Chair 

 

The development of social policy and growth of related social spending has been universal 
among advanced industrial democracies in the 20th century. Contributory social insurance 
programs comprise the lion’s share of these social expenditures. Yet, despite similar levels of 
development and governing institutions, social insurance spending continues to vary 
considerably across developed countries. Most explanations of these differences focus on the 
supply or provision of social policies due to various instrumental political variables, such as the 
political strength of working class parties and labor unions. However, functional explanations 
derived from economic characteristics can also be sought in the demand for social policies. This 
study emphasizes the role of trade dependence as a primary determinant of the demand for 
national unemployment insurance. The more trade-dependent is a country’s economy, the more 
generous are national unemployment insurance policies. 

I test this explanation through two comparative methods. First, I employ a cross-national 
statistical regression model using national aggregates from the postwar period for 21 OECD 
countries. The regression results confirm a statistically significant and robust correlation between 
trade dependence, as measured by total trade as a share of GDP, and the generosity of 
unemployment insurance systems. This model controls for the level of development through  per 
capita GDP. Second, to test the causal argument, I conduct four historical case studies of the 
development of national unemployment insurance in Great Britain, Belgium, Switzerland and the 
United States. These case analyses focus on the expressed interests of sub-national actors such as 
producers, workers, unions, political parties, and bureaucrats, that determined the shape and 
design of national unemployment insurance systems. The findings show that the strong 
correlation found between trade dependence and unemployment insurance generosity can be best 
explained by the politically dominant interests of the international trading sector. Countries with 
high trade dependence reached national compromises that secured trade openness by insuring 
workers’ income security with more generous social insurance compensation. These 
compromises reveal coalitions based on trade rather than class interests. Taken in total, the 
findings suggest that the modern welfare state would be more accurately described and analyzed 
as the modern insurance state. 
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INTRODUCTION 

The development of social policy and the growth of related social spending has been 
universal among advanced industrial countries in the 20th century. In many developed nations, 
these public expenditures have risen to a one-third share of the national product. This remarkable 
expansion of government into the socio-economic sphere is one of the defining characteristics of 
the advanced industrial and post-industrial age. It is an international phenomenon that has 
characterized the growth of democracy and capitalism. It has given rise to a loosely-defined 
terminology of the welfare state and has transformed our understanding of the nature of modern 
democratic society. Naturally, this emergent phenomenon of the welfare state has commanded 
the interest of social science research and demanded inquiry into the nature of its causes and 
effects as well as prognoses on its future.  

That future unfolds in a context of unrelenting and accelerated change - change that has been 
occasioned by the 'shrinking' of the world through technological advances in communications 
and transportation combined with increased integration of international trade and finance. These 
changes have resulted in greater regional interdependence and the development of supranational 
institutions through treaties and agreements such as the North American Free Trade Agreement, 
the European Union and the Association of South-East Asian Nations. Individual nations have 
also undergone rapid economic growth and political development with increased integration into 
the world economy. The impetus behind these developments is the desire for economic growth 
and prosperity due to the gains from trade. But the national interest of states is concerned with 
relative, as well as absolute, benefits from international trade. In this sense, it can be argued that 
economic cooperation has been motivated by economic competition among nations. The push for 
trade has been partly motivated by a fear of being left behind. But economic competition occurs 
within borders as well as across borders. Often, the increased cooperation among nations has 
tended to mask real political differences among domestic constituents over the distribution of the 
costs and benefits of economic integration and tensions over the social changes wrought by 
international competition. We might call this distribution of costs and benefits the national 
welfare function as applied to national constituencies. The tension among domestic groups is 
most salient on issues of production, employment and redistributive social policy.  

This research study seeks to address the relationship between the international economy 
with its allocation and distribution of resources according to the market, on the one hand, and the 
domestic goals of national economic growth, employment and economic security on the other. 
The study seeks to illuminate this relationship between international economics and domestic 
politics by testing a hypothetical explanation of the historical connection between the two. This 
test looks to a particular institutional dimension of the modern welfare state - the development of 
national unemployment insurance - and develops an analytical argument why this development 
may have been related to the growth of international trade. International, or external, trade has 
differential effects across domestic interest groups and changes in trade will raise and lower 
incomes accordingly. Social policies seek to redistribute these gains and losses to reduce political 
tensions between groups and social insurance is a form of risk pooling that redistributes these 
income risks over time as well as across groups. Essentially, the conceptual idea pursued in this 
study is that the welfare state is analogous to a national insurance pool that manages the domestic 
effects of international trade exposure.  

There are several salient reasons why this general issue area of trade and domestic politics in 
modern states may be of interest. The regional integration of national economies, such as the 
aforementioned NAFTA, ASEAN and the European Union, presents new policy challenges to 
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domestic political institutions. As the structure of trading relations and regimes changes, so must 
the institutional arrangements that serve to manage the domestic effects of foreign economic 
relations. The inability or failure of states to manage these changes can only impede or negate 
the benefits of the integrative process. This is especially true in the case of the European Union 
which seeks eventual political and social as well as economic union. European national 
institutions have evolved historically to manage the economic interdependence inherent to their 
industrial development. This evolutionary process unfolded within individual, sovereign national 
identities and resulted in particular national solutions that are now being challenged by a pan-
European identity. The concept of European union, in the abstract, calls for harmonization and 
coordination of social, political and economic policies. To succeed, the process of harmonization 
will require an accurate understanding of the true determinants and functions of these policies. 
This is also true in a more limited sense for the NAFTA and ASEAN efforts. Misunderstanding 
of the domestic effects of trade integration can only hamper the process of integration. I will try 
to show that the development and role of national social insurance is and has long been 
fundamental to modern, industrial democratic societies.  

Another reason that this issue should interest us is the rapid pace of change within newly 
developing countries, especially in South America and South-East Asia. The Asian Newly 
Industrialized Countries (NICs) have experienced phenomenal economic growth in the past two 
decades that, unfortunately, has far outpaced political and social development. The recent crises 
in Asia point out the weaknesses of this lopsided development and call to question ideas of Asian 
exceptionalism to Western social and political institutions. Many Asian countries have ignored 
social policies and are reaping their first serious consequences of international trade integration 
in mismanaged currencies, collapsing economies and exploding unemployment. Asian and South 
American NICs will have to develop institutional responses to manage such contingencies. In 
this respect, the historical experiences of Western societies may prove illuminating.  

In addition, this research agenda will allow us to better comprehend the changes being 
wrought on national social and economic institutions by the effects of trade integration. The 
ongoing division of world labor according to comparative advantage has challenged some of our 
most enduring institutional structures, especially those relating to organization of the labor 
market and affecting labor incomes and economic security. Labor and capital migration through 
immigration and foreign investment threaten existing economic arrangements and invite strong 
political opposition to economic integration and economic rationalization. Two of the symptoms 
of such internationally-wrought changes are chronic budget deficits and persistent structural 
unemployment, both of which depress the growth potential of developed countries. However, 
knee-jerk reactions to stem the tide of economic change can impose significant long-term costs 
and aggravate existing problems. Only a more comprehensive understanding of the dynamics of 
trade and domestic economic security can help to alleviate real social costs and counter bad 
policies in a rapidly changing world economy.  

In this study I will adopt the conceptual idea of a national insurance pool to develop an 
analytic framework for investigating the nature and development of national unemployment 
insurance in advanced industrial democracies. My argument is that the development of 
unemployment insurance is positively related to the growth of international trade dependence. 
Social insurance, specifically national unemployment insurance, is a nation-wide risk pool 
designed to manage the economic risks associated with international trade. Supply and demand 
shocks which significantly affect the balance and terms of trade represent exogenous risks at the 
national level that affect the domestic economy's levels of production and employment. Changes 
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in production and employment lead to changes in income that are unequally distributed across 
domestic actors. Social insurance redistributes these risks over time and across sectors, 
compensating domestic actors who bear an unequal burden of the costs of trade openness. Thus, 
my argument also maintains that trade openness and social insurance are complementary.  

I test this argument by developing a cross-sectional statistical model that seeks to explain a 
continuous dependent variable measuring the generosity of unemployment insurance across 
countries. I employ a host of macro-political and macro-economic statistical aggregates as my 
explanatory variables. The simple hypothesis is as follows: the more trade-dependent a country 
is, as measured by total trade as a share of Gross Domestic Product, the more generous is that 
country’s unemployment insurance policies in terms of benefits paid and program rules. The 
results of this model show that the bulk of variation in the dependent variable across countries is 
explained by the level of GDP and the depth of trade dependence.  

With these results in hand I then test the causal argument which claims that the development 
of unemployment insurance originates in the trading sector in the form of political demands for 
policies to manage the domestic effects of trade shocks. I trace this causality through four 
historical case studies - Great Britain, Belgium, Switzerland and the United States. The historical 
studies focus on the time period from 1880 through the 1930s when national unemployment 
insurance originated in these countries. In effect, I am evaluating the relationship between trade 
and pre-national efforts in the late 19th century that laid the basis for the national movement in 
the 20th century.  

The results from the case studies, though a bit more circumspect, do show convincing 
positive correlations between the trading sector and the development of pre-national efforts to 
secure unemployment insurance. In addition, the political struggle over national unemployment 
insurance reveals that the particular dominance of trading interests in trade-dependent countries, 
such as Belgium and Switzerland, led to national political compromises in support of social 
insurance. These national compromises united business and labor with a trade-off of increased 
domestic compensation schemes in return for increased openness in trade policy. This supports 
the basis of my argument that trade openness and social insurance go hand-in-hand.  

The British case reveals the role of politics and bureaucratic influence over the timing and 
design of national unemployment insurance in a country in the middle range of our trade-
dependence measure. In this case the significant but not overwhelming influence of the trading 
sector provides an opportunity for political entrepreneurs, in this case the Liberal Party, to forge 
new political coalitions around a policy program combining liberal trade policies with liberal 
social policies. In this way the Liberals were able to forge a cross-class coalition between 
tradable goods producers, international financial interests  and the industrialized working class. 
The result was the politically engineered National Insurance Act of 1911 - the first compulsory 
national plan. 

The United States presents the negative case of a non-trade-dependent country where 
unemployment is less generous and the desire for protection from trade risks is reflected in 
alternative policies such as import tariffs, currency depreciation and price subsidies. This case is 
intended to support one branch of my argument that trade-dependent countries differ from non-
trade-dependent countries in terms of their national trade preferences and policy choices. 
Because tariff protection and currency depreciation invite retaliatory policies from trading 
partners that are more costly in the long-run, trade-dependence imposes tighter constraints on 
those monetary and fiscal policies available to manage the domestic effects of trade. On the other 
hand, non-trade-dependent states enjoy greater flexibility and range in policy choices to manage 
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income security through tariff protection and monetary and fiscal policy tools. This difference in 
trade preferences is demonstrated by the political choices pursued in all of these cases, even 
when wrong choices were made and later reversed.  

These results provide us with some new insights into questions raised at the beginning of 
this Introduction - questions about the role of social insurance and the welfare state in general 
within an international context. Developing countries that wish to grow through trade integration 
will have to develop some form of redistributive mechanism to manage the socio-economic 
effects of international trade. Existing welfare state policies may need to be rationalized 
according to their true risk-sharing functions in order to improve efficiency and control costs in a 
more internationally competitive environment. A major change, such as the expected unification 
of Europe, will require careful attention to managing increased intra-Europe trade and 
maintaining a common trade policy for external trade. Unification under a common currency 
makes such tasks even more imperative. The policy implications will be discussed more 
thoroughly in the concluding chapter. 

Chapter Organization 
Chapter 1 presents some motivating questions together with existing approaches and 

theories on the status, origins and future of welfare state policies. This voluminous amount of 
research is organized according to the problems which scholars seek to explain and the variables 
which they employ in their explanations. I also present some initial propositions on which I build 
my analytical approach to welfare state policies. Chapter 1 concludes with a short discussion on 
the ways this approach may contribute to existing research in this area. 

Chapter 2 presents the research design and analytical framework for my hypotheses. The 
first section discusses the historical background of unemployment insurance as it developed 
around the turn of the century. This development began with pre-national unemployment 
insurance efforts such as friendly societies and trade union funds in the late 19th century. These 
efforts presaged national systems instituted in almost all the industrialized countries in the first 
half of the 20th century, starting with France in 1905 and ending with Japan in 1947. I then 
develop a detailed analytical framework to evaluate an explanation of the varied development of 
these systems. That explanation looks to trade dependence as a significant determinant of the 
generosity of benefits as well as the particular design and characteristics of systems as they vary 
across countries. I then develop and explicate various hypotheses to test my explanation. The last 
section discusses the research design according to the two comparative methodologies which I 
employ to test the hypotheses. First, I present the design for a cross-national statistical analysis to 
determine the power and significance of various explanatory variables. Second, I employ a case 
study methodology to assess the causal arguments at the sub-national, domestic interest group 
level. The last section discusses some of the limitations, weaknesses and problems inherent in 
this research design. 

Chapter 3 presents the results of a cross-national, multi-variate statistical analysis. The data 
in the model is composed of macro-economic and macro-political aggregates from the post-war 
period. A great amount of these data is available from 1948 to the present and allows a cross-
national comparison of a sufficient number of cases to statistically test the hypotheses. After 
explaining the operationalization of the dependent and independent variables with the range of 
variation across countries, I interpret the results of the regression analyses with implications for 
the hypotheses expressed in Chapter 2. The results of the multi-variate regression model allow us 
to evaluate the hypothesis of trade risk versus alternative hypotheses such as unionization, left 
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parties, electoral systems, or industrialization. The results show highly significant positive 
coefficients for my trade variable as well as the level of per capita GDP. The results of the 
regression analysis establish correlation in macro-variables but are inconclusive in evaluating 
causality. Causality implied by the statistical results must be confirmed in the subsequent case 
analyses. The cross-national data is also presented with various comparative statistical and 
graphical methods to illuminate some of the causal arguments to be investigated in these case 
studies.  

Chapter 4 presents the case study results for Great Britain. The case studies address the 
development of unemployment insurance at the sub-national level of analysis by looking at the 
variation in unemployment and insurance efforts across industries to determine if trade-
dependent industries significantly differ from non-trade-dependent industries. The first section 
exhibits and evaluates historical data on trade and employment during the 19th and early 20th 
centuries. The second section investigates the historical development of unemployment 
insurance through pre-national efforts that established a precedent for the national system. These 
pre-national efforts were mostly initiated by friendly societies or trade unions. Data for both 
trade and unemployment insurance are particularly rich in the British case due to its leading role 
in industrialization and record-keeping. This data availability allows the possibility of correlating 
trade with unemployment insurance with some rudimentary statistical analysis. We find that the 
regional location of trading sectors coincides well with pre-national private efforts to mitigate the 
effects of unemployment. The last section addresses the legislative history of unemployment 
insurance as it was enacted in the first decades of the 20th century. This qualitative analysis 
informs us of the preferences and influence of domestic interests over national unemployment 
insurance legislation and the role of politics in the development of a national system.  

Chapter 5 presents the cases of Belgium and Switzerland in much the same manner. The 
first sections cover Belgium, beginning with the historical background of its industrial 
development, employment and trade. The next section discusses the development of the first 
voluntary unemployment insurance system, called the Ghent system after the Belgian city of that 
name. The legislative history of the national unemployment system as it developed in the 1920s 
and 1930s provides additional insight into the preferences of domestic groups. Switzerland is 
presented in the second half of Chapter 5. The last three sections trace the development of the 
Swiss economy in trade and employment, the development of voluntary unemployment 
insurance in trade union and communal funds, and the politics of national unemployment 
insurance in the 1930s. The Belgian and Swiss cases offer some contrasting perspectives to the 
British case, which allow us to evaluate the role of some alternative variables in our qualitative 
analysis. Belgium and Switzerland are both more highly trade-dependent than Britain, which is 
only moderately so. In addition, Britain’s government administration is more centralized while 
both Belgium and Switzerland have highly decentralized government administration. This 
administrative autonomy facilitated the municipal and regional subsidization of pre-national 
insurance funds, leading to a preponderance of subsidized, voluntary systems in these countries. 
Lastly, Belgium and Switzerland differ with respect to labor organization, with strong 
unionization in Belgium and relatively weak unionization in Switzerland. This demonstrates the 
dominance of trade over union variables as a determinant of unemployment insurance systems.  

Chapter 6, the final case study, covers the United States. The analytical direction of the US 
case is different from the previous three. The history of industrial development in the US reveals 
a smaller role for international trade. Thus, we must look to other variables to explain outcomes 
in the absence of trade. The analytical approach emphasizes the role of policy substitutes such as 
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trade protection, particularistic trade policies, exchange rate policies and monetary policies and 
how they varied across industries. Industrialization, employment, and the origins of unions 
followed different paths in the US as compared to the European states and these are traced 
accordingly in the first section. The second section presents an analysis of policy substitutes for 
unemployment insurance in the form of particularistic trade protection and exchange rate 
policies. The third section analyzes existing explanations of the development of social policy 
legislation which, in the absence of trade, was of a different logic than in trading states. As in 
Britain, we find a relative power vacuum of weakly articulated interests on unemployment 
insurance that is readily filled by political entrepreneurs. In the US case it is the Roosevelt 
administration carving out the New Deal coalition in the 1930s that serves to shape social 
insurance with the Social Security Act of 1935.  

The final Conclusion is a general summary of the findings based upon the evidence gained 
by this research study. There is also a discussion of the research and policy implications 
according to my interpretation of the findings as suggested by the questions raised in the first 
part of this Introduction.  
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CHAPTER 1 
 

SOCIAL INSURANCE AND  
THE SOCIAL WELFARE STATE IN ADVANCED INDUSTRIAL COUNTRIES 

Introduction 

The question addressed in this dissertation study pertains to the development of a 
fundamental element of modern industrial democratic societies: socialized unemployment 
insurance. The question is how and why national programs and policies of unemployment 
insurance vary across countries with very similar economic and political characteristics. This 
chapter will deal with how I define that question and why I have chosen to define it as I have. I 
will place my question within the larger context of existing literature in the social sciences 
addressed to the same or similar questions. In the first section of this chapter I clarify some of the 
motivating questions and issues of contention on the modern welfare state. In the second section 
I explicate some of the different approaches to answering these questions as covered in the 
existing literature, managing a considerable body of literature by categorizing it according to 
analytical logic. I have organized this literature review according to the primary dependent and 
independent variables defining my question as they are embodied within existing research. In the 
third section I introduce some general propositions that underlie my approach while the last 
section summarizes the particular approach I have chosen to pursue and the basic underlying 
logic of my analytical framework. A more detailed explanation of that framework and the 
research design employed will follow in Chapter 2.  

I. Motivating Issues of the Welfare State. 

Political and economic development in the 20th century has yielded a rich and complex 
societal and political institutional organization in the most advanced industrialized states. In 
many countries this development began politically in the 18th century but progressed in earnest 
through the late 19th century as economic industrialization and development spread across 
Western Europe and North America, as well as in Japan, Australia and New Zealand. I will refer 
to this set of countries as the developed states or, more precisely, the advanced industrial 
democracies. Soon after the turn of the 20th century a basic political pattern was set. In the latter 
half of the 20th century, after the interruptions of two world wars, this particular constellation of 
states has moved towards, but not necessarily converged upon a modern democratic, capitalist, 
social welfare design of society. The most characteristic feature of these states has been the 
unprecedented growth of public expenditures and the expansion of the public sector, averaging 
about one-third of national product.1 This expansion of government into the socio-economic 
sphere of society has attracted much scholarly attention. Its familiar design has been variously 
labeled as liberal democratic capitalism, social democracy or the mixed social welfare state, 
according to the particular emphasis and focus of analysts and researchers.2 Needless to say, by 
whatever name, this evolutionary path of development has provided a rich vein of potential 
research for the social sciences. The particular richness of such research is due to the rapid pace 
of change and complex interaction among political, sociological and economic forces that 
accompanied the processes of industrialization, urbanization and modernization.3 However, 
empirical questions on the welfare state have been largely motivated by three inter-related issues: 
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1. the origins and development of the social welfare state; 
2. the variation in policies and institutional design across countries; 
3. political and financial crises and the future direction of the social welfare state model. 

This study is principally concerned with the second issue and attempts to explain variation 
over a particular set of policies. However, the task of analyzing and explaining variation in 
policies is linked closely to the first issue, involving the consideration of various theories on the 
origin and development of the welfare state. Much of the current motivation in research derives 
from the third issue, focusing on crises in the present and anticipations of the future of the 
welfare state. In particular, these forward-looking issues remain unsettled and particularly attract 
our attention because of the difficulties encountered by democratic capitalist societies in adapting 
to a constantly and rapidly changing international environment. Some of the more recent studies 
assume a convergence among states on an internationally competitive, liberal, market-based 
model of capitalist society and focus on the implications for social policy and socialist parties. 
The titles chosen for such studies indicate some of the motivating concerns: "Crisis and Change 
in European Social Democracy," (Scharpf, 1987); "What's 'Left' for the Left?" (Garrett and 
Lange, 1991); "The Future of the Social Democratic Welfare State: options in the face of 
economic internationalization and European integration," (Huber and Stephens, 1993); "The 
Scandinavian Welfare States: development and crisis," (Stephens, 1993). Many of these studies 
implicitly accept the prevailing interpretation of the welfare state as derived from the 
organizational strength of working class movements, labor unions and social democratic parties - 
all perceived to be under assault in an integrated global economy. This is a thesis that I hope to 
evaluate in this study, but whether it is valid or not does not detract from the primary motivation 
of this study. A global environment that is in constant flux due to technological change and 
development leading to greater political integration and economic interdependence will have 
profound effects on national societies. How these effects obtain through domestic and 
international politics will also significantly affect outcomes. This process then presents the 
scientific community with a host of questions concerning the design and effectiveness of 
political and economic institutions to manage change - questions that can only be answered 
through applied social science. By seeking to explain the variation in policies across countries, 
this study also intends to provide insight into the origins of the welfare state as well as to 
contribute to our understanding of current and future developments in welfare state policies.  

II. Existing Approaches and Theories 

Anyone who has researched or even contemplated the modern welfare state is aware of its 
problematic and unwieldy nature. To explicate the literature one must attempt to categorize and 
compartmentalize issues and approaches by some logical analytical method and discriminate 
among options, choosing a more narrow focus to pursue. This is not a simple or straight-forward 
task. One starts with an encompassing comparative literature in the social sciences on the 
variation and development of the modern welfare state, but then discovers that there are 
differences of opinion as to what defines and constitutes the welfare state and how to measure it. 
There are several multi-dimensional typologies to classify welfare states, such as 'families of 
nations' (Castles and Mitchell, 1993) and 'worlds of welfare capitalism' (Esping-Andersen, 1990) 
which render comparative analyses difficult. This research has resulted in competing paradigms 
and conflicting results which derive from definitional differences, measurement and operational 
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difficulties for dependent and explanatory variables, and methodological constraints (Uusitalo, 
1984; Castles, 1989; Skocpol, 1992).  

In reviewing the existing literature, it might be useful to start with a general classification of 
theoretical perspectives that seems to drive most studies. Hanno Uusitalo (1984) offers a 
workable classification in his review of welfare state research according to three broad 
theoretical categories: structural-functional theories; political theories; and structural-political 
theories. 

Structural-functional theories encompass socio-economic phenomena and include the logic 
of industrialism and the level of development theses. The general argument is that 
industrialization, modernization, and urbanization weaken traditional social institutions, creating 
a rootless, urbanized working class that requires new state institutions to fulfill the functional 
needs of the community. This is also often referred to as the Durkheimian approach. Some 
examples employing this approach are Wilensky and LeBeaux (1965), Cutright (1965), Flora and 
Heidenheimer (1981), and Baldwin (1990). This category also includes classical Marxist and 
neo-Marxist views of the state as an instrument of hegemonic capital in which labor is 
compensated with social welfare to serve the functional needs of capital for a stable, acquiescent 
labor force. Examples of these approaches include Quadagno (1984) and Hansson (1979). 
Structural-functional approaches are criticized for being empirically weak and inadequately 
explaining variations across developed countries with similar levels of development (Flora and 
Alber, 1981).  

Within this category are international explanations that look to the position of countries 
within the international economy and the level of trade openness or dependence. Some notable 
studies employing this approach include Cameron (1978), Katzenstein (1984, 1985) and Hicks 
(1988). These have been somewhat promising but criticized as applying only to specific time 
periods and relying too much on highly-aggregated macroeconomic variables (Castles, 1989; 
Skocpol, 1992). The analytical logic posed and methods employed in this study fit most 
comfortably within this classification (and likewise suffer some of the same criticisms). 

The second of Uusitalo's classifications is pure political theories, which emphasize party 
structures, institutions and the political decision-making process. The general perspective of 
political theories is that the design of political institutions and party mechanisms help to shape 
and determine policy outcomes. One example is Shefter's thesis on the sequence of democracy 
and bureaucracy and the role of party patronage, especially popular among the Americanists 
(Wilensky, 1981; Orloff and Skocpol, 1984; Amenta, et.al., 1987; Skocpol, 1992; Shefter, 1994). 
Briefly, this thesis holds that if democracy and the formation of political parties precede 
bureaucracies, parties and politicians are able to build party machines to win elections by 
offering specific patronage policies to constituents. On the other hand, if strong bureaucracies 
have evolved prior to the extension of suffrage and the party system, politicians and parties are 
constrained by the bureaucracy and must offer more universal policies to capture broad 
constituencies.  

This classification also includes the role of government institutions, such as Federalism 
(Weir, 1988), as well as different governing and legislative institutions, such as 
parliamentarianism versus presidential systems. Some analysts focus on different electoral 
systems such as proportional representation versus majoritarian systems. These institutional 
approaches assume the concept of the autonomous state which shapes the political decision-
making process (Dahl, 1966; Skocpol, 1985; Skocpol and Ikenberry, 1983; Skocpol and Amenta, 
1986; Hicks and Swank, 1992). Extension of suffrage and the voting franchise with the increased 
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participation of the working class as a force in politics would also fall into this category (Korpi, 
1978, 1983; Castles, 1985; O'Connor, 1988; Rothstein, 1992).4 Pure political approaches are 
criticized for concentrating on intermediate factors or intervening variables that may be 
mediating the structural political or economic variables, thus having only minor causal 
significance (Uusitalo, 1984). 

The third classification of theoretical perspectives is structural-political theories. These look 
to the structure and process of pluralistic democratic politics through domestic interest groups 
and class-based identities. The primary determinant of policy outcomes is the organizational 
strength and political influence of powerful groups such as employer associations and trade 
unions. This perspective, often referred to as the social democratic model of the welfare state, 
looks to the conflicts and intermediation between classes and other social groups. A considerable 
wealth of literature adopts this perspective (Gourevitch, 1984; Stephens, 1979, 1994; Stephens 
and Huber, 1993; Korpi 1978, 1980, 1983; Shalev, 1983; Esping-Andersen, 1981, 1985; Esping-
Andersen and Korpi, 1984; Castles, 1978; Wallerstein and Moene, 1994). An important offshoot 
of this approach focuses on the role and strength of organized labor unions and centralized 
bargaining agreements (Lange, 1984; Martin, 1986; Swenson, 1989; Wallerstein, 1989, 1990; 
Garrett and Lange, 1991; Visser, 1992; Wallerstein and Moene, 1993; Golden, 1993). Another 
branch concentrates on neo-corporatist arrangements of interest intermediation among unions, 
employers and bureaucracies (Wilensky, 1976; Schmitter, 1981; Cameron, 1984; Katzenstein, 
1984, 1985). The main criticism of these perspectives is that economic determinants are once 
again slighted while class conflict becomes almost a one-dimensional characterization of the 
political process (Uusitalo, 1984). 

This brief exposition gives a very general overview of the existing state of welfare state 
theories, issues and perspectives. My purpose is to give a sense of the various approaches to 
understanding the political economy of social policy in advanced democracies and where to 
situate this study's particular intellectual lineage. The following discussion will narrow and focus 
on research more specific to the particular questions and approach I have chosen to pursue in this 
study. The discussion is guided by the basic question to which this study is directed: to explain 
how and why national programs and policies of unemployment insurance vary across countries 
with very similar economic and political characteristics. I will divide the discussion according to 
my dependent and primary explanatory variables as addressed within the literature.  

The Dependent Variable: Unemployment Insurance 

Voluminous research to date has been addressed to different parts of the welfare state. Most 
comparative studies have concentrated on broader measures of the welfare state with dependent 
variables such as total public expenditures, total welfare expenditures, and total social insurance 
expenditures, among others. A smaller few have focused on unemployment insurance per se. 
Jens Alber (1981) conducted an analysis of unemployment insurance among Western European 
states and compared various system characteristics as they varied across countries. He argued the 
basic logic of industrialism thesis and found an explanatory role for parties and government 
institutional structures. He also found little evidence that the age of the system was determinant 
but contended that program characteristics were historically path dependent. He conceded that a 
convincing explanation of the development of systems would require extensive longitudinal case 
studies. Amenta, et. al., (1987) conducted comparative case studies of the origins of 
unemployment insurance across five American states and found evidence for a constellation of 
political, institutional and interest group variables that shaped the timing and design of state 
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systems. Jensen (1989) and Vaisanen (1992) both look at unemployment policies in cross-
national settings and argue that national labor movements are determinant in the shaping of 
policies. Both of these studies focus on class dynamics and adhere to the pure political 
perspective on welfare state policy dynamics in the tradition of Korpi (1978, 1983). Lastly, 
Rothstein (1992) focuses on the relationship between unemployment insurance and unionization. 
However, he employs unemployment insurance as an explanatory variable that serves to 
determine the overall level of unionization.5  

I have several criticisms and dissatisfactions with these studies. First is the narrow focus on 
political explanations for what is predominantly an economic policy instrument. It seems more 
plausible that these studies may be focusing on intervening variables or mediating variables 
rather than true causal variables. This may explain the inability to resolve questions about the 
origins and development of unemployment insurance across countries, which may be an 
important preliminary question on our way to explaining the logic of variation across systems 
over time. Granted that Rothstein's study is targeted toward a different question, it nevertheless 
raises more questions than answers when it comes to trying to understand the political 
motivations behind unemployment insurance. He focuses on the historical dichotomy between 
voluntary, union-administered schemes and government-run, compulsory, universal schemes. He 
argues a causality between union strength and unemployment insurance scheme that flows in the 
opposite direction, arguing that the exclusionary benefits of a voluntary system greatly enhanced 
the organizational strength of unions. This explains the high correlation between union density 
and voluntary unemployment insurance systems found in Belgium, Sweden, Finland and 
Denmark. He offers no explanation or "...detailed description of why [various] countries 
institutionalized the system they did,..." but then concentrates on the 1930s to argue that "...there 
is no significant correlation between union strength and type of unemployment scheme."6 Since 
most of the voluntary schemes were instituted right after the turn of the century, it would seem 
that his conclusion that strong labor movements have not introduced union-controlled 
unemployment insurance schemes fails to consider the relevant time period and therefore the 
relevant explanatory factors that led to preferences for voluntary schemes. Rothstein's position 
seems to leave us to ponder a chicken-or-the-egg quandary. On the same topic, Alber tends to 
stress the haphazard nature of unemployment insurance schemes due to evolutionary path 
dependence. He also identifies the significant role of partisan politics and governments in the 
shaping of national systems. However, like Rothstein, he concedes that "...which of the two 
alternative approaches [voluntary or compulsory] was followed depended on country specific 
traditions that cannot be pursued here in any detail."7 Neither of the studies by Jensen nor 
Vaisanen endeavor to address the problem of explaining the origin of unemployment insurance 
systems. As such I have found no satisfactory analytical explanation for variation at the initial 
stages in the development of socialized unemployment insurance in advanced industrial 
democracies that may help us determine why systems vary significantly in the present.  

More comprehensive studies of welfare state development have focused on broader 
spending measures for dependent variables. A seminal study on the democratic welfare state was 
conducted by Cameron (1978) and sought to explain the rapid increase in public expenditures in 
the post-war period. Cameron found strong evidence for an international trade component, total 
trade as a share of GDP, that was positively correlated with the size of the public economy. The 
argument followed that the vicissitudes of the international economy were compensated for by 
greater welfare effort. The political mechanism was conjectured to be more leftist parties in 
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government. Unfortunately, the causal explanation was not borne out by empirics (Castles, 1982) 
which tended to weaken the trade argument.  

Other comparative studies focused on the role of parties (Castles, 1982), union organization 
and political institutions (Hicks and Swank, 1992) but these studies seem too myopic in their 
assumption that unions, the working class and left parties are the sole instruments of 
employment-related social policy. On this point Therborn (1989) addressed the puzzle of the 
Netherlands and Sweden where these two cases have comparable welfare states in terms of 
public expenditure but are very dissimilar when it comes to explanatory variables. Therborn 
notes that both countries have strong, internationally-oriented business communities but that only 
Sweden possesses a strong labor movement.8 This suggests that perhaps there is a positive role 
played by international capitalists in the determination of the welfare state - a role radically 
different than the one assumed by the class perspective on social democracy. Peter Katzenstein 
(1984, 1985) explicates this role qualitatively in his case analyses of small European states. His 
basic argument is that the international trade dependence and vulnerability of small European 
states has forced these states to develop institutional 'neo-corporatist' structures that balance the 
demands for liberal trade policies with greater social protection for workers. This 'neo-
corporatism' is built upon a tri-partite institutional structure consisting of interest intermediation 
by government between national labor and business associations. This perspective had been 
advanced previously by Schmitter (1979, 1981), Wilensky (1976), and Cameron (1984). The 
analytical logic of why and how trade may affect the structure and size of the welfare state is 
addressed in the following section which reviews some of the literature exploring the role of risk 
and uncertainty on political outcomes. 

Unemployment Insurance, Risk and Trade. 

Historian Peter Baldwin (1990), in his study on the evolution of the welfare state and social 
solidarity, argues that the development of social insurance has been "...in response to the 
widespread and multiplied uncertainties attendant on modern economies...and a replacement of 
older, familiar forms of succor and sustenance, undercut by the decline of traditional society."9 
This argument follows the theses of Durkheim and Polanyi where social insurance is a form of 
public good, the provision of which relies upon government action in response to the effects of 
industrialization and modernization. This issue of public goods and the economic logic of the 
social welfare state has been explored in the literature. Recently Nicholas Barr (1992) addressed 
this idea from an economist's perspective in a survey and interpretation of the welfare state. 
Traditional economic theory attributes government intervention as a response to market failures. 
Examples of these market failures are imperfect competition, externalities, increasing returns to 
scale and natural monopolies, public goods and non-clearing markets. As Barr points out 
however, these market failures justify the existence of no more than a residual as opposed to a 
universal welfare state.10 To explain more pervasive public involvement in the policy areas of 
medical care, unemployment and pensions, Barr turns to the informational failures of insurance 
markets.11 Both of these studies by Baldwin and Barr point to the role of social insurance in 
solving the problem of market failures in private unemployment, health and old-age insurance, 
thereby underpinning the development of the modern welfare state. Baldwin's study gets at the 
class dynamics of the universal welfare state through social solidarity by distinguishing between 
the horizontal and vertical redistribution of welfare transfers.12 Baldwin argues that social 
solidarity is built upon horizontal redistribution through universal benefits systems because both 
left and bourgeois parties will favor the extension of policies that have such characteristics. This 
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approach reinforces my conceptualization of the welfare state as an insurance model. To extend 
and test this idea one should be able to isolate, operationalize and measure some national risk 
and uncertainty factor from which the demand for insurance derives. 

A direct and logical connection between uncertainty and social insurance is addressed by 
Bates, Brock and Tiefenthaler (1991) in their study on risk and trade regimes. They focus on 
trade policy as the dependent variable and adopt an institutional approach to explain the 
relationship between terms-of-trade risk and trade policy. Their findings suggest that countries 
cope with high terms-of-trade risk through either protectionist policies or openness in 
combination with high levels of social insurance expenditures. This suggests that policies of free 
trade may require support from domestic interest groups whose incomes are vulnerable to 
exogenous price fluctuations. This reasoning is consistent with the arguments of Schmitter and 
Katzenstein concerning small open economies and interest intermediation and corporatist 
politics. The logic also ties in with Cameron in his studies of the expansion of the public 
economy and the evolution of social democracy in advanced capitalist society.13 A wide body of 
economic literature also supports the proposition that national economies at risk can improve 
national welfare by either shifting towards autarky or by making welfare and transfer payments 
under open trade policies.14

 This literature also points to the importance of trade risk and trade 
dependence in the determination of trade policy and trade regimes. As the Bates study points out, 
without sufficient resources or benefits derived from trade, the more expedient policies to 
insulate domestic groups from trade risk point to protectionism.  

In a more recent study, Dani Rodrik (1996) tests a robust empirical association between 
trade exposure and the size of the government sector. He argues that government consumption 
plays a risk-reducing role in economies exposed to external trade risk. He defines trade risk as an 
interaction variable of total trade as a share of GDP and the variance in the terms of trade. In 
other words, trade risk is captured in two dimensions - the depth of trade and the uncertainty 
arising from the unpredictability of the terms of trade. His results support the argument that 
government consumption expenditures may be used to compensate domestic groups hurt by 
short-term fluctuations in trade due to price changes in tradable goods.  

The foregoing discussion of existing research on the welfare state sums up the foundation of 
my own approach to the questions raised in this research project. The following section states my 
argument in general while the structure of the ensuing study is presented in detail in the 
following chapter.  

III. Some Initial Propositions. 

The argument I intend to present and test in this study is founded on several initial 
propositions. First, I will argue that social insurance, rather than social assistance, is the 
fundamental basis of the modern welfare state. The best definition of social insurance is provided 
by the following quote from Wolfenden: 

The term "Social Insurance," as it is generally understood, concerns the 
methods of guaranteeing income to workers and their families in the case of 
accident, sickness and invalidism, old age, death, and unemployment -- the 
creation and administration of such schemes being usually, either in whole or in 
part, in the hands of the State, which assumes the ultimate responsibility for the 
financial sufficiency of the plan, and prescribes the bases upon which employers 
or employees, or both, are obliged to participate.15  
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Social insurance programs normally include workmen's compensation, old age pensions 
such as Social Security, unemployment insurance, disability insurance, and, in some cases, 
national health insurance. The defining analytical factors are contributions in the form of taxes, 
state subsidies, and defined benefits based on participation and demonstrated need but not 
directly tied to the level of contributions. The taxing ability of the state becomes the financial 
guarantor of what is essentially a nation-wide risk pool. The principal reasons I argue that social 
insurance is the foundation of the social welfare state are twofold. First, social insurance 
expenditures make up the bulk of social expenditures and second, social insurance is 
contributory and inclusive and redistributes resources over time rather than so much so across 
groups.16  

A corollary to this first proposition is that unemployment insurance is the substantive core of 
social insurance and therefore of the welfare state. The basis of this proposition rests on a host of 
arguments listed accordingly: 

1. employment is the primary source of tax revenue that supports public welfare efforts, 
especially other social insurance programs; 

2. employment is the basis of individual income security and the source of private savings 
and consumption expenditures; 

3. unemployment is the most critical and immediate threat to economic security and 
therefore the source of pressing demands for public action in democracies. As such it 
presents one of the most contested political and economic issues of welfare societies; 

4. unemployment is considered an inherent characteristic of industrial capitalist societies; 
5. the labor market is the central institution and defining characteristic of the capitalist 

mode of production; 
6. there is a direct link between welfare policies, labor market regulation and economic 

efficiency and distribution in capitalist societies; 
7. unemployment constitutes a threat to the overall welfare of a society.17 

When one takes these points into consideration together with the potential effects of 
international trade and capital market integration on domestic employment, one can accept that 
unemployment insurance represents a crucial area of welfare policy that is particularly suited to 
an examination of the interrelationship of politics and public policies in a global context.18 

My second proposition advances the analogy of an insurance model to characterize the 
welfare state. As suggested by the preceding proposition on social insurance, the welfare state 
may be characterized as a nation-wide insurance pool subject to the tenets of risk management 
and insurance theory. I believe that an insurance model is a most interesting and fruitful heuristic 
device for understanding the welfare state. Social insurance programs such as unemployment 
compensation, disability payments and social security - in essence all those aspects of modern 
society that have given rise to the name 'welfare state' - are, in a sense, nation-wide insurance 
pools that extract an ex-ante premium from productive risk-taking and use that premium to 
compensate ex-post loss-bearers. Insurance pooling also redistributes risk inter-temporally to 
smooth income flows over time periods. In this respect, the welfare state is a socialized 
extrapolation of the principles of private insurance markets. In the private insurance market we 
expect, ceteris paribus, the demand for insurance to be a function of perceived risk exposure, or 
potential loss, and the variance of probabilities, or uncertainty, governing these perceptions. 
Given that these demands cannot be or are not being met through private insurance markets, we 
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would then expect the demand for a substitute of public or social insurance to be a function of 
the same risk exposure and uncertainty. A second point is that as political and economic power 
to avoid risk by redistribution becomes more constrained by competition (i.e. extension of the 
democratic franchise and economic market integration), insurance pooling that redistributes 
inter-temporally becomes a more feasible public policy strategy than zero-sum redistribution 
across domestic groups.19 An interesting application of insurance theory to the problems of the 
welfare state are the informational failures associated with insurance models, specifically moral 
hazard and adverse selection.20 In this context, moral hazard may help us understand the problem 
of structural unemployment while adverse selection may illuminate the problem of budget 
deficits and political crises in the welfare state. 

A corollary to this proposition of an insurance model is that risk aversion is the basic 
motivation of individual behavior concerning material interests in an environment of 
uncertainty.21 In addition, I assume that individuals' risk-averse behavior aggregate into group 
patterns of behavior and institutional outcomes. The idea is to connect macropolitical and 
macroeconomic outcomes to the micro-behavior of individuals.  

Based on these propositions, the logical development of an argument on the welfare state 
follows that insurance is a response to some actual risk. In the case of social insurance there 
should be a risk associated with a private insurance failure that collective society cannot 
diversify away. International trade represents a national exogenous risk that may affect domestic 
employment and is difficult to manage with domestic policy instruments. Thus we might expect 
some relationship between the level of a country's external trade and its domestic social 
insurance policies. A more detailed explication of this argument follows in Chapter 2 but is 
briefly summarized in the following section.  

IV. A Different Approach on the Welfare State. 

My understanding of the welfare state and the analytical argument in this study is a synthesis 
of several of the perspectives explicated in the section on existing approaches. In particular, 
taking a cue from Barr, I am guided by the theoretical link between risk, uncertainty and 
insurance.22 I will explore this link at two levels of analysis - at the national level and at the sub-
national or domestic interest group level. At the national level, socialized unemployment 
insurance systems, as well as other forms of social insurance, are national pools of risk sharing. 
Thus the economic risk associated with national insurance should be an exogenous risk that 
would have some effect on economic security distributed in some way across the domestic 
polity. External trade, as suggested by Cameron, Katzenstein, Bates and Rodrik, would represent 
such a risk to the economic security of domestic actors and, in the aggregate, the country as a 
whole. This trade risk would be manifested in unpredictable fluctuations in supply and demand 
for imports and exports, which in turn would affect production and employment levels and 
thereby real incomes. Bates and Rodrik also suggest that exogenous trade risk may be a function 
of not only the depth of trade dependence as a share of national income, but also of the variance, 
or unpredictability, of the terms of trade. One way to test this thesis is to design a comparative 
study that models the nation as a single agent exposed to exogenous economic risk and 
uncertainty due to trade interdependence. Due to different positions within the international 
economy, countries vary in their exposure to exogenous risk and uncertainty. This variation in 
risk exposure may be reflected in fluctuations in national income and employment and 
subsequently in political demands for policy instruments. 
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On the sub-national level, an approach that looks at risk and uncertainty and particularly the 
incidence of risk across groups is bolstered by Baldwin's historical analysis of the politics of 
social solidarity. As he states: 

Risk incidence and the capacity for self-reliance as indicated by economic 
and demographic fortune together determine a group's actuarial profile and 
thereby what it stands to win or lose from social insurance's ability to reallocate 
the costs of uncertainty.23 

External trade affects domestic groups in differentiated ways. Tradable goods producers and 
their workers are affected differently than non-tradable goods producers and their workers. 
Analytically we can examine how world market price variability affects different domestic actors 
and how trade risk affects the formation of coalitions of domestic interests along both sectoral 
and class lines. We can also determine which groups can secure rents and pass their costs along 
and which groups must look to other forms of income security. Thus the policy preferences for 
social insurance should vary across groups as related to their international or domestic market 
position and the price-elasticities of demand for their products. For example, workers in 
competitive, trade-dependent industries may display higher propensities for risk-pooling and, 
more importantly, may be supported in these efforts by their employers.  

In addition one can trace the path through the political process by which groups' material 
preferences are translated into specific policy demands and actions. Looking at domestic groups 
opens up the process by which national policies are shaped and implemented. The sub-national 
level of analysis can be conducted through historical case studies of the development of 
unemployment insurance policies. 

The approach outlined above differs substantively from social and political interpretations of 
the welfare state. In particular, my impression is that laborist or class views of the welfare state 
are overstated and self-limited. As Baldwin explains this myopic view:  

Observers commonly draw a direct link between workers, their 
disadvantaged position in the social hierarchy and their interest in solidaristic 
welfare policy. Redistribution was a demand made from the bottom up. Those 
who especially suffered risk and misfortune were the most obvious forces behind 
ambitions for solidaristic reform. The industrial proletariat was this group.24 

Such a narrow interpretation cannot capture the broad variety of national experiences, as 
Baldwin shows a complex interplay among interests of many different groups conveyed in his 
historical cases. Another problem with narrow class interpretations of the welfare state is that it 
leads its practitioners to dire predictions about the future of social democracy and solidaristic 
social policy. The accelerated process of change in advanced societies - technological, economic, 
political and sociological - has tended to weaken and diminish the traditional bonds of class 
solidarity. Union membership has declined with the sectoral shifts in national economies as the 
homogeneity of class identities has fractured. Without strong unions and class political 
mobilization, laborists decry the disintegration of social policy. This extremism may be a bit of a 
caricature, but on the other hand, empirical evidence of the demise of the welfare state is difficult 
to find. Given that union organization and strength has diminished, a complete theory of the 
welfare state should be able to answer why and how this can be.  

Pure political theories of the welfare state also seem to suffer this same weakness. To a large 
extent, political theories look to the distribution of power resources within society and analyze 
how the exercise and application of political power is affected by the structure of political 
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institutions and rules. But too often political theories adopt the same assumptions of class bases 
of resources and a zero-sum game conceptualization of political conflict. In fact I would 
conjecture, as Baldwin argues, that the modern welfare state benefits the bourgeois middle class 
as much if not more than the working class and that this is the source of its political tenacity and 
perseverance.  
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CHAPTER 2 

TRADE AND UNEMPLOYMENT INSURANCE IN OECD COUNTRIES 

Introduction 

In the previous chapter I located this particular research study within the broader literature 
on the welfare state. I also explained my reasons for the analytical focus on socialized 
unemployment insurance on the one hand and exogenous trade risk on the other. In this chapter I 
will develop the analytical argument linking these two variables and the particular methodology I 
employ to test my arguments empirically. As the range of variation in unemployment insurance 
systems and their particular characteristics is most notable across countries rather than over time, 
I have employed a latitudinal, comparative research methodology. That methodology is adapted 
to two different complementary approaches in analyzing the available data. First, I have designed 
a cross-national, comparative statics study employing a wide range of statistical aggregates on 
country-specific economic and political data for twenty-one OECD25 countries. The limited 
availability of data to yield meaningful results constrains this approach to the postwar period of 
1948-89. Second, my analysis employs individual country case studies to trace the particular 
historical development of national unemployment insurance efforts around the turn of the 
century through pre-national programs and examine the politics of the national legislative 
process in the early 20th century. In the case studies I will be able to investigate particular 
societal group interests and preferences over the design and implementation of unemployment 
insurance programs as revealed in legislative conflicts.  

This chapter is organized accordingly. The first section will present the historical 
background of national unemployment insurance. Section II will present the analytical 
framework in detail with the principle hypotheses. Section III will present the research design for 
the cross-national statistical comparison followed by the case study methodology to test 
hypotheses at the sub-national, domestic interest group level. The last section will address some 
of the problems and weaknesses of the research design. 

I. Historical Background of Unemployment Insurance. 

During the first half of this century all but one of the advanced, industrialized countries in 
our twenty-one country OECD dataset instituted some form of socialized, or national 
unemployment insurance system.26 The first national system was instituted in France in 1905 and 
the last in Japan in 1947. The theses of Durkheim and Polanyi previously mentioned suggest that 
the origination of socialized unemployment insurance can probably be explained by a variety of 
factors relating to the processes of industrialization, urbanization and modernization and the 
overall level of development that transformed these nations during the long 19th century. As we 
reach the end of the 20th century social insurance in general has become part of the fundamental 
character of modern society. But we are obviously not seeking to explain the existence of 
unemployment insurance because it exists now in all the countries in our dataset and there is no 
variation here. However, the extent to which different states rely on unemployment insurance as 
one of the principle supports of social and economic policy varies widely across our dataset. For 
instance, at high end of the spectrum we have the Scandinavian and Benelux countries together 
with Switzerland and Austria with more extensive and generous use of unemployment insurance 
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as part of their labor market policies. In the middle of the spectrum we have France, Germany, 
Canada, Ireland, the United Kingdom and New Zealand and at the low end of the spectrum, often 
referred to as welfare laggards are Australia, Spain, the United States, Italy, Greece and Portugal.  

There are several intuitive explanations for the variation in benefit levels across nations that 
come to mind. One is the relative level and timing of development, that earlier development and 
richer societies can afford more generous benefits. Another often-heard explanation is the role of 
ideology, with more socialist-minded states (Scandinavian countries) being more generous than 
classical liberal or conservative states (the Anglo-Saxon countries). This is also often related to 
the dominant political parties, social democrats, liberals or conservatives; or the political power 
of opposing classes within these states, capitalists versus labor unions. One might also think of 
how the electoral system or the structure of government might explain such differences. 
Proportional representation allows for the inclusion of more interests within the political process 
while majoritarianism tends to exclude small opposition interests. Federalism and decentralized 
government may be more responsive to local or regional interests while unitary, centralized 
government may be more rigid and less responsive. Lastly is the explanation offered by this 
study, international trade risk. As one contemplates the myriad possibilities of combining several 
of these factors it is not very clear what combination of factors may be most determinant when it 
comes to answering our original question.  

Aside from the monotonic variation in benefit levels across countries, there is also another 
dimension in the historical development of national unemployment systems that informs our 
analysis. That is the bifurcated choice of system design introduced in Chapter 1: voluntary, 
subsidized, union-administered systems versus compulsory, government-administered, universal 
systems. Subsidized, voluntary systems are often referred to as Ghent systems after the first such 
system originating in the Belgian city of Ghent. Of the thirteen systems that were initiated in 
Western Europe before World War II, eight were voluntary and six were compulsory.27 Ghent 
systems were based on existing trade union or municipal unemployment insurance schemes that 
originated on small, regional scales in the late 19th century. Due to a variety of reasons which 
will be discussed at greater length in the case studies, there was a wide variation in the relative 
success of these schemes. More successful, subsidized regional schemes provided the 
experiential and administrative foundation for subsequent national systems.  

As Rothstein shows, the policy choices between voluntary and compulsory systems is an 
analytical puzzle. The three countries that have retained Ghent systems of unemployment 
insurance also have the highest rates of union density across industrial democracies.28 Rothstein 
maintains there is a direct positive correlation between the degree of unionization and the Ghent 
system because with the Ghent system: 1) unions can exclude nonunion workers from obtaining 
insurance; 2) unions determine what is considered a suitable job; and 3) unions extend their 
control over the supply of labor.29 Analytically, this implies that the specific preferences of 
unions and perhaps employers on unemployment insurance may be an important factor for 
system choice. It is certainly plausible that there is a causal connection from Ghent 
unemployment insurance systems to the growth of organized unions and Rothstein's analysis 
establishes that Ghent systems have strengthened national unionization over time. However, 
explaining the initial choice is still a bit of a puzzle and it may be fruitful to examine whether 
trade in combination with other variables helps with the explanation.  

The principal questions motivated by this cursory historical review are: 

1. Why do systems vary in the level of generosity in benefits and rules? 
2. Why did some countries develop unemployment insurance systems earlier than others? 
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3. Why did some countries choose voluntary systems and others compulsory systems and is 
this choice related to our question about generosity? 

Informed by these historical outcomes and differences in national unemployment insurance 
systems, we can now explore an analytical framework for testing the power of trade to explain 
the variations we see and aid in answering the questions raised.  

II. The Analytical Framework 

1. The General Hypothesis. 

In Chapter 1 I suggested a different, but intuitive, approach to explaining the variation in 
unemployment insurance across OECD countries. I began by exploring the notion that social 
insurance was a national insurance pool. I then presented the theoretical link between the concept 
of economic risk and social insurance risk-pooling. This link implied that national insurance 
pooling should be correlated with some measurable national risk, possibly trade risk. Therefore, 
for a cross-sectional comparison at the national level of analysis, I have set up my dependent 
variable and primary explanatory variable accordingly: I will focus on the variation in the 
provision of unemployment insurance benefits and employment-related legislative policies 
across advanced industrial democratic countries as my dependent variable and the primary 
explanatory variable for which I wish to test will be a measure of exogenous international trade 
risk. The concept of trade risk will be examined in greater detail but it is basically composed of 
trade dependence, or the share of trade in national income, and the unpredictability of trade as 
measured by variance in the terms of trade over time. In other words, it is the magnitude and 
unpredictability of fluctuations in trade figures weighted by the overall effect on national 
production and income. My intention is to model the state as a single agent exposed to 
exogenous economic risk and uncertainty due to trade interdependence. 

My analytical reasoning can be stated in brief and then filled in with greater detail. I start 
with the few basic propositions suggested in Chapter 1 and restated here: 

1.  the desire for income security and to minimize risk in the face of uncertainty is a basic 
determinant of individual material preferences; 

2.  risk aversion aggregates up into group and national preferences; 
3.  employment income is the predominant source of income in democratic, industrialized 

societies; 
4.  due to unpredictable fluctuations in supply and demand for tradable goods, external trade 

dependence represents substantial income risks to tradable goods producers and associated 
factors, especially through unemployment; 

5.  trade-dependent states are constrained in managing trade shocks through domestic 
monetary and fiscal policy instruments. 

The first three of these propositions relate to the micro-behavioral motives of actors and 
were presented and argued in the previous chapter. Numbers 4 and 5 relate to the international 
political economic effects on domestic economies and policies. The argument states that 
countries with economies that are highly trade-dependent experience variations in production 
and employment within their domestic industries due to exogenous trade shocks that are not 
easily managed with domestic policy instruments. The first part of this statement is an empirical 
question that may be supported by historical data in the subsequent case studies. The second part 
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is an argument based upon empirical findings in the literature. It is the basis of Katzenstein’s 
argument that small trading states have difficulties managing the domestic effects of the 
international economy. This may be true for several reasons. First, the traditional instruments of 
tariff protection and export subsidies may suffer potentially significant costs in retaliatory actions 
by trading partners. Second, currency depreciation is a two-edged sword for trade-dependent 
states because home currency depreciation raises import input prices as it makes export prices 
more competitive. Because of integrated capital markets, depreciation may also invite serious 
consequences for national economic policy when currency attacks affect domestic financial 
policies. There may also be negative consequences to reneged commitments to international 
monetary regimes.30 Third, other forms of economic integration through foreign direct 
investment and financial integration create further domestic political opposition to policies that 
reverse economic openness to protect particular domestic interests. 

Based on the foregoing propositions we can specify some expectations regarding the policy 
preferences of states. Finance portfolio theory stipulates that under conditions of uncertainty, 
risk-averse individual agents at the micro-level can theoretically either diversify through the 
market or form insurance pools to minimize risk exposure. In this respect they are either 
spreading their risk across different product markets or spreading their risk over time by sharing 
current risks with other actors.31 At the national level of analysis we can apply the same 
reasoning by aggregating preferences. In democratic states, under conditions of uncertainty, 
voters will demand policies that allow them to minimize their risk exposure, individually and as 
a group. Conceptualizing the democratic state as a single agent, we see that states can choose 
among various policy alternatives: 

1. diversification in asset markets;  
2. political redistribution (primarily through trade protection, subsidies, monetary and fiscal 

policies, exchange rate depreciation, etc.); or  
3. social insurance.  

Because market diversification is a longer-term economic phenomenon that reflects the 
preferences of individual economic agents and the completeness of markets, we would expect the 
latter two strategies to be more politically charged. The constraint on policy choices between 
trade protection or insurance is largely a function of international trade dependence as trade-
dependent states seek to maintain openness. Thus, the policy choices for states generally 
converge along two lines: 1) non-trade-dependent states with relatively closed economies using 
trade protection, export subsidies, and exchange rate manipulation or 2) trade-dependent states 
with relatively open economies using some institutionalized form of insurance pooling.32 This 
leads me to suspect that there should be a positive relationship between exogenous risks in an 
open economy and the development of political institutions or organizations and the social 
insurance policies generated therewith. I expect the variation in the dependent variable of 
unemployment insurance to be reflected in the generosity of the terms of social insurance. 
Because domestic actors perceive greater income risks associated with higher levels of trade 
dependence, I would expect a greater demand to smooth out income flows over time, with a 
higher propensity to save current income to receive higher future benefits. Another reason is that 
I would expect earlier private efforts to pool against trade risks in trade dependent states as 
workers and industries seek to insure themselves independently of national policy efforts. These 
private efforts would lay the basis for larger national programs. This reasoning leads to the 
general guiding hypothesis of this study, stated as follows:  
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H1: greater exposure to trade risk will yield higher levels of national social spending in 
aggregate and more generous unemployment compensation in particular.  

A second, related hypothesis specifies the expected relative timing of national social 
insurance systems as relates to trade: 

H2: trade-dependent states will institute socialized unemployment insurance systems 
earlier than non-trade-dependent states. 

These general hypotheses outline our expectations concerning trade-dependent states in the 
determination of political strategies to manage trade-related unemployment risk. These states are 
inclined to choose social insurance over political redistribution. For non-trade-dependent states 
there is still some element of trade-related unemployment risk, especially within certain trade 
industries, but these states are inclined to choose political redistribution to social insurance. Thus 
the general hypothesis should be restated in inverse form to cover our expectations for non-trade-
dependent states: 

H1A: less  exposure to trade risk will yield lower levels of national social spending in 
aggregate with less generous unemployment compensation in particular. As a 
substitute we would expect more particularistic tariff and protectionist policies and 
more independent exchange rate and monetary policies. 

These two variations on the general hypothesis cover our expectations for outcomes 
observed at the national level. In order to explain how these outcomes obtain we must develop 
the analytical reasoning at the subnational or domestic group level of analysis. The causal 
argument by which I expect more generous and earlier national unemployment systems to result 
from trade dependence derives from the preferences of domestic groups expressed through social 
and political processes. It also derives from the constraints imposed upon those groups by the 
international economy and the democratic political process. First, I have chosen to constrain my 
analysis by controlling for certain structural variables. My country set of twenty-one OECD 
countries confines my argument to advanced, industrialized, democratic states. My dataset is 
restricted to advanced states because unemployment insurance and social welfare in general 
require a certain level of economic development and social surplus.33 Industrialization 
establishes the prerequisite condition of a division of labor which creates a large urban working 
class dependent upon the income security of employment. The Durkheimian socio-economic 
transformation of traditional society obtains under conditions of industrialization and 
modernization. Lastly is the control for democracy. This is important because of the desire to 
minimize coercion as an option to avoid the consequences of risk and uncertainty.34  

Given these constraints on policy options and the risks inherent to the unpredictability of 
trade, we can now explore the distributional effects of trade risks across the domestic polity and 
the logical basis of how this affects actors' preferences for social insurance. I expect domestic 
sectoral policy preferences on trade and social insurance to be primarily a function of price 
elasticities and secondarily of international or domestic market orientation. This statement 
requires a bit of detailed explanation. First let us reformulate the simple set of policy options on 
risk-averse strategies available to domestic groups. Under conditions of trade uncertainty, states 
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as agents responding to the risk-averse preferences of domestic actors can choose among several 
strategic options:  

1. tariff and non-tariff protection;  
2. export subsidies; 
3. exchange rate manipulation;  
4. socialized insurance.  

The choices of strategies will be a function of the preferences and policy priorities of 
domestic interest groups. The two primary interest groups whose policy preferences we wish to 
identify are producers/employers and workers. We can also see that the above menu of strategies 
can be considered alternative policy mechanisms to selectively manage the income risks of trade 
shocks. In effect they are all policy substitutes. Tariff and non-tariff barriers and export subsidies 
enable producers (and possibly their workers) to maintain and reap the benefits of higher price 
levels and incomes where costs are borne by domestic consumers. Exchange rate manipulation 
changes the relative values of tradable and non-tradable goods and thereby the relative incomes 
of the tradable versus the non-tradable sector. Social insurance also serves as a mechanism to 
maintain incomes where costs are borne by premium payees, which can include tax-payer 
subsidies.  

The particular strategy mix and the priority of preferences pursued by domestic groups, 
firms and individuals will be a function of the relative expected costs and benefits of these 
different strategies. Expectations or probabilities of success in pursuing one or more of these 
strategies will be a function of relative 'market power.' Conceptually, market power is a measure 
of the economic or political leverage of the actor in question. There is a simple inverse 
mathematical relationship between economic market power and the price elasticity of demand 
for a firm's product: 

market power   =   1/ε ,  where ε is the price elasticity of demand.35 
By considering both political and economic dimensions of market power, we can apply this 

concept to the choices of risk-averse strategies of domestic producers. If demand for producers' 
outputs is inelastic, producers can raise prices, internalizing the benefits and externalizing the 
costs of income security with some degree of success. However, if demand for producers' goods 
is price-elastic, prices cannot be raised and the income risk of price changes falls solely on those 
producers and complementary factors. In this case producers' preferences are better served by 
sharing the costs and benefits of social insurance. Domestic or international market orientation is 
important to the extent that it affects elasticities by increasing the competitive domain of supply 
and demand and thereby constrains the ability of producers to internalize benefits and externalize 
costs.  

For example, if agriculture is predominantly serving domestic markets and demand is price-
inelastic, then the policy preferences of such farmers should favor import protection and price 
supports. I would classify these preferences as an effective form of self-insurance that maintains 
or raises farm incomes and smoothes them over time, the costs of which are borne by consumers. 
On the other hand, if an industry is export-oriented and subject to world price competition, 
protection would be ineffective and policy preferences should favor trade openness with some 
form of domestic redistributional mechanism such as social insurance. A classic empirical case 
in this instance would be textile manufacturers in the 19th century. With social insurance the 
costs of income security are shared while a greater proportion of the benefits accrue to the 
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exposed industry and its workers. The preliminary logic on sectoral preferences can be 
represented by the following matrix: [See Table 2.1] 

 
This matrix suggests four distinct possible preferences with elasticities being determinant. 

Tradables producers with elastic demand should prefer trade openness in combination with social 
insurance or redistribution. Tradables producers with inelastic demand should prefer protection 
with price supports (but may also be inclined to support an open trade regime). Non-tradables 
producers with elastic demand should prefer social insurance. And non-tradables producers with 
inelastic demand should prefer price subsidies. However, I anticipate that these preferences will 
collapse according to the level of trade dependence for the national economy as a whole. As 
national economies becomes more trade dependent, the preference for openness will constrain 
tradables producers with inelastic product demand from securing protection. This would be due 
to the threat of retaliation and the overwhelming opposition of tradables producers subject to 
international competition. I expect that the non-tradables sector will be subject to the same 
constraints due to formidable political opposition. So, in trade dependent countries I expect that 
producers preferences will lean towards social insurance. At the other end of the spectrum, 
national economies that are not trade-dependent will have more latitude to pursue particularistic 
foreign economic policies and thus their preferences will be more varied as suggested by this 
framework. This suggests two hypotheses to delineate producers’ preferences: 

H3: producers (and associated factors) in trade-dependent countries should prefer trade 
openness in combination with social insurance or redistribution. 

H4: producers in non-trade-dependent countries should prefer particularistic trade 
protection in the form of tariffs and price supports  

Next we must map out the expected preferences of workers and organized labor. By and 
large we would expect workers’ preferences to be consistent with employers along industry or 
sectoral lines. Employers with inelastic product markets can shield themselves from the risks of 
trade by raising or maintaining prices. They can likewise protect their workers by maintaining 
employment levels and higher wages. However, how well workers can protect their interests 
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within specific industries will depend on how well they can control the supply of labor within 
that industry and the specific wage rents they can protect from outside labor. This relates directly 
to the concept of market power outlined above. In addition, producers' interests are only 
indirectly served through subsidized labor costs. Producers' material interests are more directly 
served by trade protection, price supports and production subsidies, so we would expect 
producers to seek what direct redistributive benefits they could secure based on market power 
before colluding with employees on employment-related benefits. This may help explain 
coalitions and policy trade-offs among employers and organized labor. However, we should first 
explore the preferences of organized labor as a class as differentiated from employers.  

In mapping out the preferences of labor on social insurance, there are a couple of questions 
that may be raised: first, why labor in general should prefer social insurance to ensure income 
security? and second, why workers exposed to trade risk should have a greater propensity to 
organize and demand unemployment insurance? Restated another way, why should trade 
represent risk different from any other risk to employment, such as domestic economic 
instability, and why should labor respond to these risks by lobbying for social insurance? For the 
first question I would like to consider class interests on the issue of social insurance, especially 
the interests of urban industrial workers.  

Because of the employment relationship, labor's interests are central to this analysis. Labor's 
income security is primarily a function of employment and wage levels. Employment and wages 
are largely a function of labor supply and demand elasticities as well as the price elasticity of 
labor's output. To the extent that labor demand is more elastic while supply is less elastic to price 
changes in output, the costs of fluctuations in output will be borne by labor with increased 
unemployment and stagnating or declining wage levels. In the case of social insurance, benefits 
accrue to unemployed workers while the costs are widely shared. This would lead us to expect 
workers sensitive to the risk of unemployment to be in favor of social insurance to some degree 
in all cases. This would be seconded by the fact that the supply of labor may be relatively elastic 
and the market power required to secure higher wages weak. Factor mobility would suggest that 
this may even be true for workers in industries producing goods with inelastic demand. The 
variation in preferences for social insurance across labor groups should be one of relative 
strength of these preferences, from weak to strong depending on the exposure of workers to 
income risks and their ability to externalize the costs and internalize the benefits. Union 
organizations can strengthen labor's strategic options by controlling the supply of labor, thereby 
reducing the price elasticity of wages and increasing market power. This suggests some 
hypotheses for labor: 

H5A: labor more exposed to employment risks should coalesce along lines that serve to 
increase market power, i.e. unionize. 

H5B: unions more exposed to employment risks should use their market power to insure 
income security through social insurance and other forms of income supplements 
and protection, which might include higher wages for union members relative to 
non-union workers. 

With this second hypothesis it is not obvious which position unions will take vis-à-vis social 
insurance, especially that subsidized or administered by the state. It is conceivable that non-
union based unemployment insurance could weaken the solidarity and market power of union 
organizations and thus invite the opposition of union leaders. In other words, union political 
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power and higher direct benefits from unions to their members (i.e. higher wages) may dominate 
the weaker preference for subsidized unemployment insurance. The logic requires us to address 
the second question regarding the international trade effect. 

For this second question my argument is based on a conceptual distinction between 
exogenous trade risk and domestic business cycle risk. The problem we need  to resolve is the 
difference between income risk endogenous (business cycle) to the domestic economy and 
income risk that is exogenous (trade) to the domestic economy. By differentiating exogenous 
trade risk, we can isolate and operationalize risk as an explanatory variable in an analytically 
meaningful way.36 The distinction I wish to emphasize here is that between unemployment 
resulting from the domestic business cycle and unemployment resulting from external trade 
shocks.  

I would expect the variation of both international and domestic risk factors to be reflected in 
unemployment statistics and national income, but the differences between the two should be 
reflected in the structure of the industrial sector and the labor market. In trade-dependent 
economies domestic risk factors will be a function of international exposure in certain 
concentrated industrial sectors, while in non-trade-dependent economies domestic risk factors 
would be a function of economy-wide cyclical factors. I would therefore expect the incidence of 
exogenous trade risk to be concentrated on export industries while the incidence of domestic 
business cycle risk to be more diffused across economic sectors. In a trade dependent state these 
may well be indistinguishable while in a large independent domestic economy business cycle 
effects would predominate. In trade dependent states this distinction would be most evident when 
looking at first-order effects before trade shocks are transmitted across the economy. The reason 
I am imposing this distinction is that I expect the difference between trade shocks and the 
business cycle to be reflected in different political demands for socialized insurance and in the 
domestic political structures through which those demands are met. In effect, I expect the 
structure of the domestic labor market (union formation, densities, centralization and bargaining) 
to partly reflect trade dependence and industrial concentration which in turn would determine 
preferences reflected in particular characteristics of social insurance programs. In the alternate 
case of non-trade-dependent economies we would expect the business cycle effects to be more 
diffuse and less defining for domestic interest groups, thereby giving rise to different coalition 
interests and capabilities.37 Another important point to reiterate is that non-trade-dependent 
countries are able to manage domestic business cycles through monetary or fiscal policies and 
reallocating labor resources from a declining industry sector to a growing sector. But for trade-
dependent countries trade shocks may represent a net short term loss where the possibilities of 
shifting resources are limited. Thus, as with producers, I would expect labor preferences to be 
ultimately determined by national trade dependence with preferences for social insurance 
dominating in trade-dependent states and more varied labor preferences in non-trade-dependent 
states. 

The preferences of labor as outlined here are analogous to the preferences of producers. 
Workers would prefer higher wage rents to insurance benefits unless the constraints of 
international competitiveness prevent them from securing those rents. How critical 
unemployment insurance and related benefits are to labor's interests should be directly related to 
workers' perceived risk exposure due to economic fluctuations. Those workers more highly 
exposed to exogenous trade risks should be more interested in insurance systems that are publicly 
subsidized and which smooth out the income effects of unemployment over time. The formation 
of union organizations can serve the demand of workers who wish to pool their risks and, more 
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importantly, increase their market power by controlling the supply of labor. Stronger and more 
encompassing union organizations increase the economic market power of workers to secure 
higher wages or greater employment and job security.  

The last labor issue I wish to explore relates to the choice of system between Ghent and 
compulsory. I expect that the preferences of unions and employers may be more strongly 
exercised over this issue. The substantive difference between these two systems is the mode of 
administration of the systems' benefits and rules and the centralization/decentralization of 
administrative institutions. Under the Ghent system, unemployment insurance is administered 
regionally by unions or union-controlled funds and usually this insurance is tied to union 
membership. In a compulsory system, it is usually a centralized government bureaucracy that 
administers the system. This difference is important because of where it locates control over the 
distribution of benefits and thereby control over the supply of labor. The Ghent system logically 
reinforces the identification of the worker with the union while a universal system reinforces the 
independence of the worker. Unfortunately, it is difficult to make generalized assertions about 
Ghent systems as these administrative rules and procedures vary among national systems but the 
involvement of the union creates the obvious potential to affect union preferences regarding the 
choice of system. Rothstein's argument that unions should have had strong preferences for Ghent 
systems has been noted but since Ghent-type systems antedated national debates I am curious 
whether the eventual choice between these system designs may be related to the initial impetus 
for the development and design of unemployment insurance. In other words, whether the choice 
of Ghent may be related to trade.  

My initial historical review suggests that unions had a significant role in the development of 
early Ghent systems, though preferences may not be uniform across different types of unions.38 It 
would appear that in many cases unemployment insurance originated with trade union plans that 
subsequently either secured or did not secure local municipal and communal subsidies. In cases 
where subsidies were forthcoming, regional plans eventually were extended to the national level 
while retaining the local apparatus for administration and implementation of the national system. 
In the alternate case, centralized bureaucracies were eventually created by national governments 
to administer the system under compulsory rules.39  

Whereas it would be convenient if labor had had clear-cut preferences concerning national 
systems, the historical record is more mixed. It would appear that unemployment insurance 
originated with trade union funds in the late 19th century across most of northern Europe, 
extending down to Switzerland and northern Italy. Due to insufficient diversification as well as 
inadequate funding, most of these systems failed to survive economic downturns. Those that did 
were subsidized by local communal and municipal governments. As the risk of unemployment 
became a more prominent public issue, the demand for greater coverage led national 
governments to establish national unemployment insurance systems. The choice was whether to 
piggyback the national system on the existing regional schemes and have a decentralized 
administration or to replace existing schemes with a national scheme administered by a 
centralized bureaucracy. This story suggests a political institutional or constitutional variable in 
the determination of original systems. A decentralized government may have fostered the 
development of regional unemployment insurance schemes and set the stage for a Ghent-style 
system. A centralized bureaucratic state would have been less likely to subsidize municipal 
schemes without an encompassing national system with compulsory rules to eliminate the 
adverse selection problem.40 
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I will now stipulate some expectations of labor's preferences between these two systems 
with the caveat that these preferences may be theoretically sound but historically less 
determinant of the final outcome. Due to historical circumstances, small union insurance funds in 
some countries were discredited by bankruptcies and therefore out of favor with union members. 
Also, as I argued in the previous paragraph, the final outcome may have been conditional on the 
political structure. That said, if a country's workers are more exposed to trade risk and able to 
organize to exclude non-members, the representative trade unions should prefer some form of 
socialized unemployment insurance. In addition, conditional on the political structure and other 
particular circumstances, the resulting system should have a higher probability of being a form of 
the voluntary, union-guided Ghent system. Under this scenario I expect a positive correlation of 
trade risk exposure, exclusiveness and strong union identities, the combination of which should 
support greater political influence as these factors complement each other. On the other hand, if 
the unions' exclusionary powers are limited, if trade exposure is not defining or union strength is 
weak, the ability of labor to secure a Ghent system should be more limited. This outcome may 
also obtain because trade union funds were minimal or non-existent. A universal system may 
therefore result through a political compromise between opposing interests, promoted by party 
interests and administered by the state under the dominant political party. A brief review of the 
development of unemployment insurance in industrialized countries suggests that these universal 
systems are 1) the manifestation of broad-based appeals for mass mobilization and support for 
political entrepreneurs within the context of strong electoral competition and 2) a response to the 
vacuum created by the failure of private union or municipal plans.41 The party mobilization 
effort may also help to explain the shift from Ghent to compulsory, universal systems as well as 
the extension to agriculture in many industrialized countries in the middle decades of the 20th 
century.  

Another important factor to consider is labor's propensity to form collective organizations to 
articulate policy preferences and affect policy outcomes. Labor's preferences should be weighted 
by market power which is a function of labor's organizational powers to exclude. Organized 
labor's ability to exclude non-members from employment and benefits will enhance the unions' 
ability to control the supply of labor and secure higher wages and wage protection synonymous 
with producers' trade protection. Exclusionary power will also enhance the unions' ability to 
offer union-based unemployment insurance. An analytical basis for evaluating unions' 
organizational power can be derived from the literature on collective action.42 The ability of 
organizations to solve collective action problems is a function of size, selective incentives, 
monopoly power over those incentives, skill levels and costs and benefits of cooperation vs. non-
cooperation. Employment-based factors that would enhance collective action would include skill 
requirements, licensing barriers to entry, inclusive organizational identities and organizational 
factors such as spatial or geographic aspects of the workplace and cultural or ethnic homogeneity 
of the workforce.43 These distinctions may establish an analytical basis for different preferences 
between craft and mass industrial unions, with craft unions favoring Ghent-style and mass unions 
favoring universal systems. In addition to these factors, the hypothesis I wish to test is whether 
workers more exposed to the international economy are more inclined to organize and overcome 
collective action problems in articulating their preferences. These insights into labor's diverging 
interests leads to a variation of the previous labor hypotheses:  

H6: labor more exposed to trade risks (i.e. associated with those tradable sectors cited in 
H3) are more likely to form labor organizations that institute trade union 
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unemployment funds and other forms of risk-pooling to provide the historical 
precedent for Ghent systems. 

H6A: labor less exposed to trade risks should have less-defined preferences over the 
design of employment protection. In such cases political or technocratic elites may 
promote universal, compulsory programs to capture wider voter appeal and reduce 
adverse selection. 

These foregoing hypotheses establish a basic framework for analysis of the empirical data 
through cross-national statistical comparisons and qualitative case studies. I will restate the 
hypotheses in summary below before moving on to the research design. The case studies will 
allow a more qualitative analysis of the less generalizable preferences of unions and workers as 
they vary across countries. The next section will present the methodology by which I will test 
these hypotheses.  

H1: greater exposure to trade risk will yield higher levels of national social spending in 
aggregate and more generous unemployment compensation in particular.  

H1A: less  exposure to trade risk will yield lower levels of national social spending in 
aggregate with less generous unemployment compensation in particular. As a 
substitute we would expect more particularistic tariff and protectionist policies and 
more independent exchange rate and monetary policies. 

H2: trade-dependent states will institute socialized unemployment insurance systems 
earlier than non-trade-dependent states. 

H3: producers (and associated factors) in trade-dependent countries should prefer trade 
openness in combination with social insurance or redistribution. 

H4: producers in non-trade-dependent countries should prefer particularistic trade 
protection in the form of tariffs and price supports  

H5A: labor more exposed to employment risks should coalesce along lines that serve to 
increase market power, i.e. unionize. 

H5B: unions more exposed to employment risks should use their market power to insure 
income security through social insurance and other forms of income supplements 
and protection, which might include higher wages for union members relative to 
non-union workers. 

H6: labor more exposed to trade risks (i.e. associated with those tradable sectors cited in 
H3) are more likely to form labor organizations that institute trade union 
unemployment funds and other forms of risk-pooling to provide the historical 
precedent for Ghent systems. 

H6A: labor less exposed to trade risks should have less-defined preferences over the 
design of employment protection. In such cases political or technocratic elites may 
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promote universal, compulsory programs to capture wider voter appeal and reduce 
adverse selection. 

III. Research Design and Methodology 

In general, my puzzle is to explain the variation in the provision of national welfare effort 
and more specifically, socialized unemployment insurance. I have laid out an analytical 
framework that sets up an explanation based on international trade risk exposure. My research 
design will now establish the basis for a plausible test of the hypotheses presented in the previous 
section. I will employ two complementary comparative research methodologies to evaluate the 
hypotheses: cross-sectional statistical regression and correlation analyses together with in-depth 
historical case study analyses of several representative countries. The cross-sectional regression 
analysis will allow me to test my hypotheses at the national level and determine the relative 
significance and power of various political and economic explanatory variables by using national 
aggregates. The larger number of cases (roughly 20) possible in a multi-country comparative 
analysis will lend greater confidence to the regression findings and the statistical test measures 
for evaluating these variables.  

The statistical regression analysis will yield positive and negative correlations between 
variables that we can evaluate for power and significance. But, of course, the mere correlation of 
statistical aggregates only suggests a relationship between my explanatory and dependent 
variables. To evaluate the causal argument presented at the sub-national level I must conduct in-
depth, qualitative historical analyses of some representative country cases. Qualitative, 
longitudinal analyses will allow us to evaluate different initial conditions between countries as 
well as the path of policy evolution. We will be aided in this task by a large volume of literature 
that focuses on the legislative development of unemployment insurance in most industrialized 
countries. Much of this literature constitutes research that was conducted under the auspices of 
the Industrial Relations Counselors, Inc. and affords in-depth case studies of several national 
unemployment insurance systems.44  

The time period of the cross-sectional regression analysis is constrained by the availability 
of data to the postwar period from 1948 to the present. The case studies focus on the late 19th and 
early 20th centuries up until the 1930s, when most of the economic and political issues 
concerning unemployment insurance were most salient. The countries chosen for the case studies 
are Great Britain, Belgium, Switzerland and the United States. The logic of these choices will be 
explained in the case methodology section that follows.  

1. Cross-National Statistical Model. 

The cross-national statistical model is fairly straight-forward and based on linear regression 
analysis of national statistical aggregates. The general hypothesis of this study specifies the 
dependent variable as a measure of total welfare effort and the generosity of unemployment 
insurance systems in particular. The regression model will be somewhat constrained by the 
availability of data on the dependent variables. OECD reports total labor market expenditures 
and total unemployment compensation expenditures as a percentage of GDP for all member 
countries. These are continuous variables that are reported as annual expenditures, but only for 
certain years. The most complete set of data is for 1990. In addition there are data specifying the 
actual aggregate dollar amounts of unemployment compensation payments for the year 1990. 
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Dividing this figure by the actual number of unemployed workers gives us a figure for the actual 
benefit payments per unemployed worker.45 Systems also vary according to a variety of 
legislative rules governing qualification periods, replacement wages, duration of payments and 
bureaucratic administrative control. In addition to variation in the levels of payments there is 
variation in the replacement wage rates and duration of benefit payments. The level of 
compensation benefits can also be conceived as a function of the replacement wage rate and the 
duration of payments during unemployment. An interaction of these two terms would be another 
appropriate measure of the generosity of the rules governing different national plans. In summary 
we have five different variations on the generosity of unemployment insurance as it varies across 
countries: 

1. benefits paid per unemployed worker for the year 1990; 
2. total labor market expenditures/GDP for 1990; 
3. total unemployment compensation expenditures/GDP for 1990; 
4. duration of benefit payments in weeks; 
5. duration in weeks multiplied by the wage replacement rate. 

This sets up the left-hand side of my regression equations.46 The available data for my 
dependent variables is unfortunately constrained to a single data point which is for the year 1990. 
Thus I am not able to conduct a longitudinal analysis at the cross-national level nor am I able to 
pool different time periods for countries. This limits the statistical analysis to a single cross-
sectional regression analysis for 19 countries. Because of the need to maintain an adequate 
number of degrees of freedom for my regression analysis, I will not be able to simultaneously 
test a large number of explanatory variables. This methodological weakness will be partly 
compensated for by the historical case analyses. 

On the right hand side of the regression equation I have accumulated a wide compendium of 
national aggregate economic and political statistics available in the postwar period. Many of 
these statistics are available from the published statistics of the International Monetary Fund and 
the Organization for Cooperation and Development. Additional data on political and union 
variables are available from existing research studies.47 The logic of my analytical argument 
dictates that the explanatory variables represent economic, political and socio-economic trends 
over time. These longer period trends are then reflected in the political demands and resultant 
outcomes in insurance policies. My argument is much a path-dependent one where varying 
trends in trade lead to differences in domestic mobilization efforts which in turn are reflected in 
different outcomes in the dependent variable. To measure these trends I have calculated annual 
figures as the data is reported and then averaged them over the previous ten-year period (1980-
89) and also the previous forty-year period (1948-89). I believe this is analytically valid because 
the differences in economic and political characteristics across countries is fairly stable over 
time. This is especially true of trade characteristics as countries ranking in terms of trade 
dependence are consistent over long periods of time. Countries that were highly trade dependent 
in the latter 19th century are similarly positioned at the end of the 20th century. Change is more 
apparent for political variables but ten- and forty-year time periods are sufficiently short to 
measure most applicable political trends such as party dominance of government or class voting 
trends or union participation rates.  

The operationalization of explanatory variables for the cross-sectional regression analysis 
will be explained in Chapter 3 but it is appropriate here to give a preliminary exposition of the 
primary explanatory variable of my argument, which is the variation of trade risk exposure 
across countries. My conception of total national trade risk is a multiplicative combination of 
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trade dependence and terms-of-trade (ToT) price uncertainty, or risk. Trade dependence is 
measured by total trade, exports plus imports, as a share of GDP.48 An appropriate measure of 
risk associated with trade dependence would be the unpredictable portion of price fluctuations as 
reflected in the terms-of-trade. A rough measure could be the total variance of ToT fluctuations 
over a specified time period. Bates (1991) autoregresses one-year lagged ToT data and then sums 
the standard errors, essentially capturing that portion of change that cannot be predicted from the 
trend. Rodrik (1996) derives a measure that is the standard deviation of the logged year-to-year 
changes in ToT. I employ the Rodrik technique and interact this measure with trade dependence 
by multiplying the two variables. These various measures of trade risk will be tested for their 
determinacy in the model.  

The results of the regression analysis indicate the level of confidence we can ascribe to the 
various determinants of unemployment insurance. The results show a high degree of significance 
and robustness for two principal determinants of benefit generosity: the depth of trade 
dependence and the level of development measured by per capita GDP. But the coefficients and 
t-tests of the regressions only indicate correlations of variables without informing us about 
causation or analytical logic. For the process by which our explanatory variables determine the 
outcomes in the dependent variable will depend on an in-depth analysis of the actual historical 
development of national unemployment insurance through political and legislative processes. 
The case methodology I employ will be presented in the following section. 

2. Case Study Methodology. 

In-depth historical case studies of representative countries will be necessary to confirm the 
causal explanation of the positive relationship between trade and socialized unemployment 
insurance. National statistical aggregates are not specific enough to tell us anything about 
differentiation across domestic actors on policy preferences. Only focused examination of those 
actors within specific countries during relevant time periods will reveal the process by which 
national unemployment insurance systems developed. The first task of this section is to explain 
the choice of cases. The decision criteria for cases stems partly from the characterization of 
countries in terms of the dependent variable and the trade variables and partly from the 
availability of comprehensive historical data. Since my primary hypothesized explanatory 
variable is trade risk, my representative cases should seek a cross-section of the dataset in terms 
of trade. Table 2.2 presents historical trade data available for several countries from our OECD 
dataset. 

We can discern relative trade dependence in Table 2.2 from these two sets of figures: the 
first column is based on Mulhall's per capita estimates of total trade as a share of earnings 
(roughly, X+M/GNP) in 1894; the second and third columns are per capita exports and per capita 
total trade for selected countries in 1928, just before the collapse of the international economy in 
the 1930s. The countries are arranged in descending order of trade dependence in 1894. Ideally 
one would like representative cases from various points along this trade dimension - perhaps a 
high trade-dependent case, a middle one and a low, or non-trade-dependent case.  
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At the lower end the case of the USA is the obvious choice due to the enviable amount of 
existing economic data and a large quantity of existing research into the issues of trade policy, 
monetary policy, unions and the legislative history of state and national unemployment 
insurance. For similar reasons Great Britain is a strong candidate for the middle range. The case 
of Great Britain will be most informative due to its role as the leading industrializing nation 
during the 19th century. The overwhelming amount of historical economic and political data is 
also a strong consideration for Britain over Germany or France. At the high trade end there are 
several possibilities of the Netherlands, Belgium, Switzerland and Denmark. I have selected 
Belgium and Switzerland for a combination of factors. First, Belgium and Switzerland are good 
complements to Great Britain in that they both industrialized early and developed extensive 
international trade relations. Both countries were also on the cutting edge of socialized 
unemployment insurance - Belgium with the Ghent system and Switzerland with various 
voluntary and compulsory systems that varied across cantons. Lastly, both Switzerland and 
Belgium were the subject of extensive research studies by the Industrial Relations Counselors 
organization during the early 1930s and these studies provide a rich source of materials for 
understanding and evaluating the historical process of socialized unemployment insurance in 
these countries. 

Given these four cases - Great Britain, Belgium, Switzerland and the USA - I will now 
explicate the methodology I use to evaluate the developmental process of national 
unemployment insurance policy. Basically the task is to evaluate policy outcomes over time 
while guided by the hypothetical expectations outlined in the previous section. My hypothetical 
expectations and the methods for evaluating hypotheses diverges between trade-dependent and 
non-trade-dependent cases. This is because of the divergence in the expected preferences of 
policy strategies of domestic actors to minimize trade risk and how this difference is manifested 
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in policy outcomes. In trade-dependent states preferences lean toward insurance pooling while in 
non-trade-dependent states preferences lean towards price protection. This suggests completely 
different patterns of policy development. 

In the trade-dependent cases we should be able to trace our hypothesis through a direct 
logical thread from trade dependence to unemployment to pre-national unemployment insurance 
schemes finally leading to demands for national, Ghent-style social insurance systems. So, in 
addition to specifying the dependent variable according to several measures of generosity, in the 
case studies I can also specify the dependent variable as the dichotomous choice between 
voluntary and compulsory unemployment insurance schemes. As we shall see, contemporary 
unemployment insurance systems diverge greatly based upon the divergence between voluntary 
and compulsory schemes, especially due to the roles of unions in administering benefits under 
voluntary systems.  

The analytical logic specifies that trade risk exposure causes greater fluctuations in 
production and employment levels. The first step then is to identify the dominant trading sectors 
within the domestic economy and then compare employment figures between trade dependent 
industries and domestic industries. Our expectations are that employment will primarily fluctuate 
with trade in trade-dependent countries and therefore will be more pronounced in the trading 
sector than the non-trading sector. The next process is to identify group efforts to manage the 
risks of unemployment through trade union funds and mutual benefit insurance societies or 
friendly societies. If workers in trading sectors experienced higher employment risk I would 
expect that in the absence of public policies to help manage such risks, they would pool together 
to develop functional institutions to collectively manage these risks. The proliferation of such 
institutions and their relative frequency distribution across industry sectors would help to 
evaluate this hypothesis. We can also measure these efforts by comparing benefits and 
secondarily by actual membership figures.  

Analytically, the prevalence of friendly societies and especially trade union associations 
segues into the puzzle over the choice between voluntary and compulsory national systems. The 
argument is that trade union associations developed insurance programs for their members and 
the administrative capacities through their organizational structures. These administrative 
organizations would be extremely useful for the administrative needs of a national system, which 
could be effectively piggy-backed onto the union scheme. This usually involved granting certain 
concessions to unions to preserve their autonomy from the state and not weaken the 
organizational capacities of the unions as a potential political force. Thus the Ghent system in 
Belgium became the model for 8 of 13 national systems in Western Europe before the second 
World War. However, there are some notable exceptions to this story, especially Great Britain 
with its universal compulsory system in 1911. In addition, not all voluntary systems were 
unequivocal financial or political successes.  

A perfunctory review of historical evidence suggests some qualifications to the Ghent 
hypothesis (H6). Early on in the development of local private and union insurance schemes there 
was a certain theoretical ignorance of the actuarial fundamentals of insurance. The risks of 
unemployment were not accurately assessed, contributions were insufficient and there was the 
chronic problem of moral hazard and adverse selection. The result being that many of these 
insurance associations were either financially strapped or failing. The political response to 
bankruptcy was to appeal to municipal governments for public subsidies to shore up insurance 
reserves. In some cases these subsidies were forthcoming while in others they were not. In cases 
where municipal governments supported insurance schemes with subsidies, these union 



42 

associations evolved into viable insurance systems and became the basis for Ghent-style national 
systems. Cases where municipal subsidies were not proffered mostly led to bankruptcy that 
discredited voluntary schemes. In certain cases, such as in several Swiss cantons, voluntary 
schemes also failed due to adverse selection whereby workers in stable industries opted out of 
the insurance program, leaving the pool with mostly bad risks that were uninsurable.49 One 
question I hope to address is what general factors may have determined whether a municipality 
provided public subsidies or not. This may be related to the decentralization or centralization of 
the national government and the role of central vs. municipal government embodied in 
constitutional rules. There may also be related organizational and economic factors that led to the 
financial and therefore political discredit of voluntary schemes. Some of these could be due to 
industry characteristics such as the relative stability/volatility of supply and demand as well as 
unforeseen economic shocks crippling a fund at a particularly inopportune time. Lastly, we 
might consider if ideology may have played a role here, especially in the British case.  

Thus far, the analytical logic expressed here would lead us to expect trade to engender 
demands for collective risk-pooling through friendly societies and trade union associations, 
leading to the proliferation of these institutions. The relative success of these local insurance 
schemes would be a function of local government support as well as prudent administration and 
no small amount of good luck. Discredited voluntary schemes led to a push for compulsory and 
universal national systems while fully-functioning voluntary schemes provided a ready 
foundation for national Ghent-style systems. This logic can be illustrated by a two dimensional 
matrix in which to classify case studies. The dimensions of the matrix are the level of trade and 
the centralization of government. This matrix of variables and classification of cases is 
represented in Table 2.3. 

 

This table is fairly straight-forward. In cases where trade is a high share of GDP and 
government bureaucracy is decentralized, we would expect earlier, more generous and voluntary 
unemployment insurance systems. In cases where trade is high and government is centralized, 
we would expect earlier, more generous compulsory systems. In the two intersections where 
trade is low we would expect later, less generous, compulsory systems regardless of government 
centralization. A cursory review of historical data suggests that late developments of 
unemployment insurance were heavily influenced by the experience of early experiments and 
were also a response to the depression of the 1930s which was an international business 



43 

depression strongly influenced by international monetary management, not necessarily a function 
of trade dependence.  

This brings us to the one non-trade-dependent case, the USA. The United States is at the 
lowest end of our trade dimension. As discussed in our analytical framework we would expect 
such a case to display a completely different pattern of policy preferences and outcomes. In the 
US there is no logical thread of development according to the general hypothesis on trade and 
social insurance. There are no clear, easily discerned interests directly tying trade relations to 
national social policy. As a result we must consider a much wider range of policy preferences 
and strategies to achieve income security by employers and employees and a much more fluid 
environment for politics on the relevant issues. Relative to the other cases, on unemployment 
insurance, we would expect later efforts, less generous benefits and universal compulsory 
programs. 

Analytically, our main departure from the other cases is the perception of the source of 
economic uncertainty and risk. The difference, as discussed earlier, is between exogenous 
international trade risk and endogenous domestic business cycle risk. While trade dependent 
states are constrained to prefer unemployment insurance to redistribute risk over time, we would 
expect a more diffuse range of policies from tariffs to subsidies to exchange rate manipulation 
and monetary policy to reflect various industry characteristics. Thus the impetus for 
unemployment insurance may reside in alternative explanations other than trade and therefore 
the case analysis will require consideration of alternative hypotheses in the absence of trade 
dominance. This approach will be fleshed out in greater detail for the US case in Chapter 6. 

The case analysis methods outlined above can be supplemented by the qualitative analysis of 
domestic group interests in the policy-making legislative process. There is a considerable amount 
of historical literature, both primary and secondary, concerning the internal policy debates over 
national unemployment insurance in all of my selected countries. I will refer to this literature in 
an attempt to evaluate expectations concerning the interests and expected preferences of labor, 
industry sectors and bureaucratic elites. In most, if not all, cases I have reviewed national 
political commissions had been appointed to review and recommend policy choices over the 
design of national systems. To explain this part of my analysis I will reiterate and re-specify 
some tentative expectations concerning domestic group interests on national unemployment 
insurance. The politically significant groups that are identified with unemployment insurance 
legislation are producers or employers, workers, unions, politicians and bureaucratic elites, each 
of which I will consider in turn.  

The interests of industry and labor on subsidized unemployment insurance logically flow 
from their positions on trade openness vs. protection. Those groups in favor of trade openness 
such as tradable goods producers and skilled urban workers would favor state-subsidized 
unemployment insurance. On the other hand, we would expect those groups in favor of 
protection or in the non-tradables sector to be against state-subsidized unemployment insurance 
or at most indifferent. The trade preferences of domestic groups are based upon the respective 
gains and losses from trade as derived by the Stolper-Samuelson or scarce-abundant factors 
model.50 Rogowski (1989) explicates the effect of trade on domestic political cleavages and 
empirically tests it over the long trade cycle of the second half of the 19th century through the 
post-WWII period. According to the scarce-abundant factor model, in capital-rich countries with 
abundant labor relative to land, such as our cases of Great Britain, Belgium and Switzerland, 
political cleavages should form along urban-rural lines. Capital-intensive manufacturers together 
with skilled urban workers favor trade openness while agriculture together with domestic 
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producers are in opposition. In capital-rich countries with abundant land relative to labor, such as 
the US at the turn of the century, the political cleavage is more class-based with the interests of 
tradables producers and agriculture favoring trade openness as opposed to the protectionist 
interests of labor and domestic producers. Adopting this logic to the questions I need to address 
in this study we can see that the depth of trade as measured by the share of GDP will be critical 
to the relative economic power and therefore political power of these groups in opposition. 
Within trade-dependent countries like Great Britain, Switzerland and Belgium, tradable goods 
producers together with associated factors will wield considerable political influence relative to 
the agricultural and domestic manufacturing sectors. On the contrary, in countries where trade 
makes up a very small share of the national product, such as in the US, the political influence of 
domestic producers and associated factors should dominate the trading sector.  

A dominant strategy for producers and associated factors is to redistribute the risks of trade 
to other groups in society by securing protection and by collecting rents. Incomes to both 
producers and workers can be higher through rent-seeking rather than socialization of the costs. 
However, rent-seeking is less viable in a competitive environment and so the price-elasticity of 
demand for the producers' products will be the operative variable. The problem is that elasticities 
of demand are not so readily observable and so the weaker indicator of international or domestic 
market orientation may have to suffice as an approximate measure. For the most part 
international market orientation will be correlated with higher elasticities and domestic market 
orientations will be correlated with lower elasticities or inelasticities.  

Labor unions as relevant actors have primarily two somewhat conflicting interests vis-à-vis 
socialized unemployment insurance. On one hand we should expect workers to be in favor of 
benefits for labor that exceed the costs of contributions. On the other hand many labor unions 
provided for unemployment benefits for their membership and therefore tied members to the 
union. One would logically assume that the union's primary objective is organizational strength, 
not pecuniary benefits. State provision of unemployment benefits might reduce the incentives to 
join unions and thereby weaken the collective organizational strength of unions. Under these 
circumstances we would expect unions to lobby for some assurances that the state program 
would retain union prerogatives. This could be a concession to allow unions to administer the 
distribution of benefits or control eligibility for the payment of benefits. 

Political elites are primarily interested in electoral success and are subject to party 
competition and constituent demands, therefore we should expect party elites to be strategic with 
respect to legislative initiatives or reforms. Political entrepreneurs identify opportunities to 
advance individual and party goals and then must win elections by defining the electoral 
platform to maximize voter support. Strategies will differ according to electoral systems and 
governing institutions. Electoral strategies differ between parliamentary systems and presidential 
systems and between plurality and majoritarian electoral systems. These institutional variables 
are not expected to be determinant in the outcomes of this study but attention to them may help 
to illuminate the legislative process on specific unemployment insurance legislation within our 
case countries.  

Lastly is the role of the bureaucrats and technocrats. In most, if not all, advanced 
democracies social insurance was considered a quasi-scientific solution to the socio-economic 
problems of modern industrial economies. As such it was studied in detail and at length by 
politically-appointed commissions staffed and advised by technocratic experts. This is especially 
true in the cases of Great Britain and the United States, from which we inherit a wealth of 
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analytical research on the issues. The influence of such experts on the many dimensions of social 
insurance design was not negligible to the final outcome.  

IV. Problems and Criticisms of Research Design. 

The foregoing two sections on the analytical framework and the methodological design lay 
the basic foundation for the ensuing research presented in the following four chapters. However, 
I would not argue that the research design guiding this study is without its weaknesses and 
limitations. One could raise legitimate concerns about the time disparity between the cross-
national analysis from 1948-1989 and the historical case analyses. This disparity is partly due to 
the availability of data but also follows the logic of the analytical argument. Ideally one would 
hope to do a cross-national analysis at around the turn of the 20th century when industrialization 
and trade became the foundation of world economic development. This is the time when 
economies were least diversified and the adjustment costs were most acute. This is also the time 
of spreading political suffrage in the developed countries and when the demands of the polity 
were first being articulated and exercised through the electoral process. However, the constraints 
of data prevent a sufficient number of data points to test the hypothesis statistically. If one hopes 
to conduct a sufficiently large cross-national comparison, one is confined to the empirical data 
provided by the international organizations instituted after World War II. But, while the cross-
national data is gathered from the recent time periods, the economic factors and political action 
that determined the path of social insurance development were coming into place a century 
earlier. Thus case studies that serve to illuminate the causality of trade must focus on this time 
period and we must draw inferences through time. In other words, this is a path-dependent 
argument that needs to address the origins of unemployment insurance within the political and 
economic histories of the particular case studies. I believe this line of reasoning will be borne out 
as well by the relative lack of major fundamental changes in unemployment legislation after the 
economic crisis in the 1930s. After this point in time the insurance systems were politically 
entrenched and reforms were primarily technical adjustments responding to bureaucratic 
experience and budgetary constraints. A second reason why it will be more fruitful to focus on 
the historical picture is that we would expect national economies to become increasingly 
diversified as a microeconomic response to trade dependence over the long-term.51 This 
diversification would reduce the employment effects of trade dependence. We might question 
why this would not lead to a reduction in benefits, but with the dependent variable we are not 
measuring unemployment benefits per se but rather generosity per worker based on established 
rules concerning duration and wage replacement rates, while controlling for levels of 
unemployment. There is no reason to believe these parameters would change in times of less 
need. On the other hand, I would expect the effects and resultant political demands to be more 
acute in the earlier era. 

Another argument challenges the logic that trade risk increases with trade depth. Economic 
theory leads us to expect that increased trade would smooth consumption over time as producers 
markets became more diversified. I would expect that this is one of the long-term effects of trade 
development similar to the diversification of domestic production mentioned in the previous 
paragraph. But this argument would be weaker looking back historically at the time when these 
unemployment insurance systems were formed. In the 19th century the economies of the western 
world were far less diversified than they are today and the effects of trade were far more uneven. 
And so the generous path on which some national systems embarked, especially after the 1930s, 
has by no means been reversed because the threat has lessened. In fact, the financial basis on 
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which these systems are founded should only improve, giving less impetus for reform. In 
addition, conceptually the idea that trade integration smoothes national consumption over time 
assumes a dynamic process of settling into an equilibrium state that can easily be disrupted by 
fairly abrupt and monumental changes such as NAFTA and the European Union. The adjustment 
process will most certainly be upended by politics. 

One last caveat in regard to this analytical framework is the substantive question of whether 
high and low trade penetration is merely capturing early and late industrialization and the 
development of manufacturing. This is a difficult issue to resolve, especially in the British case, 
where industrialization and trade are closely correlated. In fact, in a small, trade-dependent state, 
trade and industrialization are virtually coterminous, as domestic industries are expanding in 
response to external demand. In addition, the intuitive logic of the industrial revolution suggests 
that risk-sharing institutions are the natural outgrowth of industrialization, and in many cases this 
may be the more obvious explanation. However I would make the argument that when it comes 
to national risk-sharing over time, trade is the more determinant variable. This is not an empirical 
argument but a theoretical one, though I hope to be able to support it empirically.52 An economy 
that is heavily industrialized but not trade dependent can manage the instability of demand with 
domestic policies, such as monetary or fiscal policies, to affect demand or labor allocation or 
incomes policies that redistribute the costs of adjustment domestically. Trade dependent 
countries do not often have many of these options and so are constrained to redistribute risks 
temporally, which is what social insurance policies principally do, at least theoretically. In many 
instances I would expect that risk-managing institutions are the result of social and economic 
dislocation due to industrialization. However, I would also maintain that when diversification is 
unavailable, such as across national borders, the political demands for risk-pooling are more 
acute, even when not explicitly articulated. 

Lastly, there are some general implied arguments inherent to this approach. First, that risk 
aversion is a valid behavioral assumption for societal groups and associations. One objective 
here is to determine how strongly risk aversion defines and influences group preferences. 
Second, there is an inference that incomplete markets for insurance give rise to demands for 
solutions through government-driven social insurance schemes. One of the ultimate goals of this 
research is to show the value of this approach in shedding new light upon explanations of the 
modern welfare state.  
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CHAPTER 3 

CROSS-NATIONAL STATISTICAL COMPARISONS  

Introduction 

In this chapter I test the empirical relationship between trade exposure and the generosity of 
unemployment insurance as it varies across countries. In the post-war period comprehensive 
national statistical aggregates are available from international organizations such as the 
Organization of Economic Cooperation and Development (OECD), the International Monetary 
Fund (IMF) and the World Bank (WB).53 These data enable us to design empirical tests of 
various alternative hypotheses concerning the determinants of socialized unemployment 
insurance and explanations of its variation across countries. The sections of this chapter are 
organized as follows: Section I briefly restates the general hypothesis and various alternative 
hypotheses; Section II discusses the operationalization of the dependent variable and Section III 
follows with the explanatory and control variables; Section IV presents the empirical results 
while the final section evaluates and interprets these results in summation.  

I. The Basic Argument 

To restate, the generalized form of our set of hypotheses is that the cross-national 
differences in socialized unemployment insurance benefits can be significantly explained by the 
differences in trade exposure of national economies: the greater the trade exposure of the 
national economy to the vicissitudes of the international economy, the more generous the 
unemployment insurance system. The logic behind this hypothesis derives from the proposition 
that trade fluctuations in international markets will have real effects on domestic wages and 
employment. With internationally competitive markets, an increase in the domestic relative price 
of exports exerts downward pressure on wages and/or increased unemployment in the export 
sector. National economic strategies can manage this adjustment through trade protection in the 
relevant goods sectors or, given the constraints of trade dependence and liberal trade policies, 
through the development of social policies to redistribute this risk inter-sectorally or inter-
temporally. In trade-dependent states we would then expect, ceteris paribus, more generous 
socialized insurance programs targeted to employment.54  

There are two elements to the concept of exogenous trade risk exposure. One element is the 
overall magnitude of trade dependence - as measured by total exports and imports as a share of 
GDP. A variant of this would focus merely on merchandise export trade dependence on the 
reasoning that this is where the sectoral demands for protection would be located.55  The second 
element of trade exposure is the perceived level of risk exposure related to the uncertainty and 
unpredictability of traded goods prices. Naturally, trade exposure is more salient where there is a 
higher degree of uncertainty over prices. To test for the effect of uncertainty associated with 
international markets, I will employ a measure of trade risk derived from the terms of trade. This 
measure will then be interacted with trade dependence to gauge the overall level of what I call 
trade risk. 

I test the hypothesis of trade risk against several alternative socio-economic explanations of 
social policy. The level of economic development as a determinant factor has traditionally been 
employed to support the 'logic of industrialism' thesis of the modern industrial state. While one 
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would expect higher levels of social spending in richer nations, we might expect the 
differentiated effect to be small as all of these countries, excepting perhaps Portugal and Greece, 
have exceeded the income threshold where lack of government resources to pay for generous 
social programs might be a factor. On the other hand, my attempt here is to refine the 'logic of 
industrialism' thesis to distinguish between the level of development and the logic of that 
development. It may not be so much the level of economic development that affects 
unemployment insurance and other social programs as how that development was achieved - 
whether industrial development was predominantly due to trade in domestic or international 
markets. The focus here is on whether the income or employment risk is exogenous or 
endogenous to the domestic economy. I have made this analytical distinction by differentiating 
between business-cycle risk and international trade risk. The difference is material primarily to 
labor in the export sector. If the adjustment costs of trade fluctuations fall on domestic workers 
in the form of wage reductions or increased unemployment, these workers do not have the 
strategic option of reallocating their labor resources to the industries of foreign manufacturers 
because labor mobility is relatively restricted across international borders. The strategic 
alternative for the export sector is to spread the cost by reducing all domestic wages and/or 
creating socialized insurance programs as means of redistributive compensation. On the other 
hand, domestic business-cycle employment risk may be managed through monetary and fiscal 
policy or the reallocation of labor resources. 

Next we must consider related political explanations of social policy. These look to various 
political variables associated with the material interests of the working class as well as the 
functioning of the democratic political process. Such political variables would include the 
electoral power of parties favorable to the working class and the organizational power of unions. 
As explained in the previous chapter, we would expect the working class to support socialized 
benefits for labor. This may be expressed through electoral support or the political influence of 
organized labor unions, or both. Working class electoral support can be measured in two ways: 
by political party variables such as the voting shares for working class parties or the cabinet 
representation of those parties within government. The political influence of labor can be 
evaluated across several different dimensions of organizational strength. These include union 
density and coverage as well as the coordination of bargaining through labor confederations or 
government intervention.  

Democratic institutional variables to be considered and controlled for would include 
electoral systems such as proportional representation whereby minority interests can leverage 
political influence through coalition agreements. In addition, the centralization of bureaucratic 
administration in government may be captured by the difference between decentralized 
federalism and centralized unitary governing systems. The point is that we might expect unitary 
governments to be more lax over the monitoring of social policy because of high agency costs. 
We can also factor in the role of bureaucratic inertia and the expansion of bureaucratic spending 
over time by accounting for the age of the system. The logic here is that older systems will have 
expanded over a longer period of time than have more recently enacted systems. 

Lastly, we must consider the alternative hypothesis of country size and labor force size. 
There is a strong positive empirical relationship between country size and trade that I will 
consider at greater length at the close of this chapter. Various theories have been advanced to 
explain the inverse relationship between trade and population. Small countries can only benefit 
from the economies of scale by developing large foreign markets for their goods.56 Therefore 
small countries are more trade dependent. Economies of scale may also apply to national social 
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policies as well, so small countries will have larger social insurance programs relative to size 
than larger countries. As we will see, it is difficult to evaluate the relative explanatory power of 
size vs. trade dependence within our small OECD sample. I will return to this issue in the 
discussion of the evidence. Wallerstein (1989a) has also made the argument that union 
organization can be partly explained by the size of the labor force, so we will also be interested 
in discerning the relationship between population and unionization.  

II. The Dependent Variable 

The relevant characteristic of unemployment insurance for the dependent variable is an 
indicator of system generosity. There are several dimensions related to generosity that we might 
consider that vary across unemployment insurance systems. First, in the aggregate, total 
expenditures on labor policies in general (TLE90) and unemployment compensation spending in 
particular (UC90) as a percentage of GDP gives us a ready basis for comparison across 
countries. While these data give a good comparison of the generosity of national spending by 
program, the various programs, especially unemployment compensation expenditures, are also 
highly sensitive to the level of unemployment. If unemployment is high, then unemployment 
payments will be high and the aggregate expenditures as a percentage of GDP will also likely be 
high, especially when GDP is depressed. Controlling for the level of unemployment as a 
percentage of the total labor force does not completely correct for this because we need to know 
across how many unemployed workers these benefits are distributed.57 For example, Sweden's 
unemployment rate in 1990 was an extremely low 1.5% (compared to a OECD mean of 6.1%). 
As a result, as a percentage of GDP, Sweden's expenditures were also quite low at .8% (1.26% 
mean). However, benefits were distributed across a much smaller group of unemployed workers. 
The reliance on aggregates masks the actual high generosity of the Swedish unemployment 
insurance system at the individual worker level. I have derived a measure to more accurately 
gauge system generosity per worker by calculating the actual level of benefits and dividing by 
the raw number of unemployed workers and converting these payments into comparable dollar 
($) figures. This measure of unemployment compensation payments per unemployed worker 
(CPW90) more accurately reflects the generosity of the unemployment insurance system.  

Second, there are a number of legislative rules concerning the duration of benefits in weeks, 
the qualification period in number of weeks worked prior to eligibility, waiting period in days, 
and the level of the replacement wage as a percentage of the original wage level. Duration of 
benefits (DUR) and the replacement wage (REPL) logically relate best to our definition of 
generosity while the qualification and waiting periods may be more a function of monitoring 
costs. By multiplying the duration of benefits by the replacement wage (DXR) we can get a 
combined measure of generosity based upon system rules.  

These 6 measures of generosity are presented for 21 countries in Table 3.1 and Figure 3.A. 
Figure 3.A is fairly self-explanatory with bar graphs of four of the six dependent variables as 
they vary across countries. This data is presented numerically in Table 3.1. The five columns 
represent different indicators of generosity including unemployment compensation per 
unemployed worker, total unemployment compensation as a share of GDP, total labor market 
expenditures as a share of GDP, replacement wage as a percentage of the actual wage, duration 
of payments in weeks and the product of duration and replacement wage. The bottom rows show 
the means and standard deviations for each variable. There is a good range of variation across 
countries for all of these measures. In Appendix 3.A at the end of this chapter there is also a 
correlation matrix of the five variations of system generosity used in the regression equations. 
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This establishes the different variations of system generosity we will test against the explanatory 
variables. 
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III. Explanatory Variables 

The primary explanatory variable that I wish to test is trade exposure. My conception of 
trade risk is a multiplicative combination of trade dependence and terms of trade (ToT) price 
uncertainty. I have derived trade dependence from annual total of exports and imports as a 
percentage of current GDP. These annual figures are smoothed by averaging over the preceding 
decade. So the measure of trade dependence to determine unemployment compensation in 1990 
is the mean of total trade as a share of GDP for the ten years 1980-89 (XM80s). A variation of 
this will be the more refined subset of this - merchandise exports as a share of GDP, averaged 
over the same period (MX80s). Trade risk is estimated by several different measures concerning 
the terms of trade (ToT) of unit export prices relative to unit import prices. The appropriate 
measure of risk would be the unpredictable portion of ToT fluctuations. First, this is estimated by 
the simple variance in ToT over the time period in question (VAR80s). Terms of trade 
uncertainty is a measure that attempts to capture the unpredictability in the annual terms of trade 
ratio of export prices to import prices. Bates (1991) and Rodrik (1996) have both derived 
measures from the terms of trade that measure the predictive capability of the time trend line in 
the terms of trade.58 I have employed Rodrik's measure of ToT risk, which is the standard 
deviation of the logged year-to-year changes in the terms of trade. This measure is calculated 
over the appropriate time period, in this case the preceding ten years (DLS80s). The interactive 
term is merely the product of trade dependence and ToT risk. (XMDLS80s, XMV80s). The 
expected signs for these variables under the main hypothesis are positive. 

The political variables relate to working class political parties, union organizational 
characteristics and institutional designs of the electoral and governing systems. Working class 
voting percentage is the percentage of votes cast for working class parties, averaged over the 
time periods (WCV80s).59 It is available for 19 countries and was derived from Mackie and 
Rose. I have chosen to use working class voting percentage over a Left party cabinet share 
because previous empirical research indicates that parties of the both Left and Right respond to 
pressures from working class constituents for social benefits and that unemployment legislation 
has been initiated as much by Liberal and Conservative parties as by Left parties.60  

The political influence of union organizations may be a function of several different 
characteristics related to the size, strength and solidarity of the union movement. Union density 
is the union membership share of the potential total labor force and is available from 1950 on for 
16 OECD countries. The annual data is from Visser and is averaged over the relevant time period 
(UD80s). Coverage relates to the percentage of the total labor force that is covered under a union 
contract, which is not necessarily coterminous with union density. Centralized bargaining 
agreements apply to large numbers of non-union workers and thereby enhance the bargaining 
position of labor, though not through formal union membership.61 Coverage figures are taken 
from Golden and Wallerstein (1996) (COV90) and averaged with density figures for a combined 
measure (DC90). Golden and Wallerstein have also calculated two other measures of wage 
bargaining structures in 16 industrialized countries. These measures are additive indices based 
upon the extent of confederal and government involvement in wage setting. Confederal 
involvement is based on a scale of 10 categories while government involvement is based on a 
scale of 15 categories. The higher the index number means the greater involvement of either the 
national labor confederation or the national government in the bargaining over wages and labor 
policy. Golden and Wallerstein argue that these measures more accurately reflect the strength of 
labor organization to influence labor policy outcomes than the traditional measures of union 
density or coverage. In the regression equations these two measures will be combined into a 
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single index reflecting greater involvement of both confederations and government in bargaining 
(CGI). 

Finally, there are a few dummy variables that may be employed to capture the national 
political influence of labor in a much more general sense. First, the empirical differences 
between Ghent and universal systems and my hypotheses concerning these differences suggest a 
qualitative difference that may be captured by a dummy variable for the original 8 Ghent systems 
as a group (GHENT). Next, considerable prior research has focused on the institutional 
development of the representation of labor within European states.62 For lack of a better term, 
these institutional arrangements have been referred to as corporatist. Corporatism distinguishes 
those states characterized by a high degree of consensual decision-making in government 
through the institutionalized representation of group interests. These states include Austria, 
Sweden, Norway, Finland, Denmark, Netherlands, Belgium and Germany. I have employed a 
dummy variable for 'corporatism' as such (CORP). It is also an interesting fact that those 
countries with union-administered insurance programs also exhibit the highest levels of union 
density.63 To capture this effect I also employ a alternative dummy variable for these specific 
countries (NVOL).64 The expected signs for these measures of labor political influence would be 
positive in relation to the generosity of unemployment insurance. 

Institutional variables include proportional representation electoral systems, federal systems 
of government and the concentration of central government. Dummy variables are employed for 
PR and unitary governments (PR, UNITARY). The concentration of central government is 
captured by the proportion of total government spending by the central government during the 
1970s (GOV%70s). Lastly, the effect of bureaucratic expansion can be captured by an age of 
system variable calculated in years from the initial enactment of UI legislation to 1990 
(YEARS). The expected signs for PR, Federalism and age of system are all positive. 

Control Variables. 

The dependent variable of level of unemployment spending as a percentage of GDP at any 
point in time will be predominantly determined by the number of unemployed filing for benefits. 
Thus we must control for the unemployment level in the year of compensation when regressing 
against these dependent variables. Unemployment percentages of the total labor force are 
compiled by the OECD from national statistics. In recent years these national rates have been 
standardized for accuracy in comparison (U90). However, in most cases non-standardized rates 
offer several more data points and have been used to maintain the largest sample size (U90ns).65 
While aggregate unemployment compensation will necessarily be positively correlated with 
unemployment rates, when regressed against benefits paid per worker there is an endogeneity 
problem with a measure of unemployment on both sides of the equation. To solve this problem 
in those cases where the dependent variable is benefits per unemployed worker (CPW90) the 
unemployment rate will not be included as a control variable.66  

Other control variables include population size in millions (POP) as an indicator of country 
size and real per capita GDP to control for level of economic development (PCGDP90). Real per 
capita GDP is an index calculated by the World Bank and is relative to the US for comparison. 
On national wealth, we would expect a positive relationship with unemployment benefits. The 
importance of country size relates to the available markets for diversification and when these 
market boundaries lie outside political boundaries. Small countries theoretically should be able 
to diversify trade risk through participation in international capital markets but in practice this is 
less viable because of conflicts with government policies or sovereign risk problems that restrict 
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the range of financial instruments available to domestic investors and governments.67 Therefore, 
because of this trade dependence we would expect small countries to have more generous 
insurance systems. The problem we will have to deal with is the high correlation between 
country size and trade. A summary of variables with definitions and data sources follows in 
Appendix 3.B. 

IV. Empirical Results. 

The general hypothesis concerning the role of trade assumes a trend over time that will 
differentiate countries along separate developmental paths according to trade exposure. 
Accordingly, I have employed a pure cross-sectional empirical model of 21 OECD countries. 
While a longitudinal comparison may offer a more robust test of the relationship between trade 
and unemployment insurance, data availability on the dependent variable constrains the analysis 
to a single cross-sectional point in time at 1990. In addition, the nature of my hypothesis on this 
relationship suggests that a diachronic analysis over the short-term or even medium-term may 
yield little to the evaluation. We might assume that the laws that govern unemployment systems 
and the resulting compensation evolve in response to political initiatives enacted through a 
particular legislative process over time and are therefore slow to change. Thus it may be difficult 
to ascertain directly the determinants of that evolving change through short-term fluctuations in 
economic or political fundamentals. In other words, I would not expect the relative generosity of 
unemployment insurance systems to be very responsive to short-term fluctuations in trade 
dependence or ToT volatility. However, according to the strictest interpretation of the general 
hypothesis we may be able to explain our dependent variable of unemployment insurance across 
countries as a path dependent function of national characteristics, particularly trade dependence 
and ToT uncertainty. These national characteristics would be reflected over longer-term trends 
across countries, such as averages over the post-war period of roughly 40+ years, or as I have 
also used, 10-year averages. It is also useful to note that historically trade has gone through only 
one major cycle in the last century in industrialized countries and has for the most part been 
fairly stable across countries and over time since the late 19th century.68 However, case study 
analysis and the comparison of a few cases over a longer time period (1870s to 1930s) will be 
necessary to secure additional supporting evidence for the hypothesis. There is a limited amount 
of data from the turn of the century that I hope may illuminate some of the issues raised by the 
following results. Of course one drawback to the pure cross-sectional method I have used here is 
the limited number of cases with which to evaluate the hypotheses.69 Due to the relatively small 
n in my sample I have cycled the explanatory variables in the regression equations based on two 
criteria. First according to the criterion of analytical logic and second according to sensitivity 
analysis based on significance of the coefficients. By these methods I have developed a 
‘benchmark’ equation by which to compare selected variables addressed in the analysis of the 
hypotheses and interpretation of the statistical information. Those regression equations relevant 
to the analysis are presented but many variables did not survive this procedure and were dropped 
in the interest of focus. 



55 

 



56 

 



57 

 



58 

 

 



59 

 

 
 
The results are organized and presented by Regression Equation Tables 3.2-6. Table 3.2 

posits the dependent variable of unemployment benefits paid per unemployed worker in 1990 as 
a function of long-term 40 year averages (1948-89) of the explanatory variables. Table 3.3 
examines this relationship over the decade of the 1980s for the explanatory variables and 
compares different labor organization indicators and dummy variables. Table 3.4 tests the bench 
mark equation with the trade risk explanatory variables included. Table 3.5 applies the 
benchmark model from Table 3.3 to the five variations of the dependent variable of 
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unemployment insurance generosity. Table 3.6 compares the benchmark model with some 
alternative explanatory variables such as manufacturing exports and population. 

In general the empirical evidence appears to convincingly support the core hypothesis that 
trade dependence is a significant determinant of the generosity of unemployment insurance 
benefits. In all the equations the relationship between the dependent variable and trade 
dependence is positive and the standard errors of the coefficients are highly significant at the 95-
99% levels. The adjusted R2s are all satisfactory, ranging mostly between .60 and .80 and there is 
no serious multicolinearity among the independent variables. All the variables are transformed 
into natural logs so the coefficients represent the elasticities of the relationships between the 
dependent and independent variables. In the case of trade dependence the coefficients mostly 
range around .8 so that a unitary increase in trade as a share of GDP has the effect of a .8 
increase in the corresponding measure of unemployment generosity. Tables 3.2 and 3.3 compare 
the 40- and 10-year averages and are consistent in the measurements of the explanatory 
variables,. This lends support to the stated thesis that the relationship between trade and 
generosity is path-dependent and stable across countries over time. I have chosen the benchmark 
equation from the 1980s data because of the greater completeness of the dataset for comparing 
against other variables. 

Equally important in explaining the variation in generosity is the level of development or 
national income as measured by per capita GDP. The coefficients for per capita GDP are all 
significant at the 99% level except in the equations for duration and replacement wage 
(Equations 3.5.4 and 3.5.5). The coefficients for per capita GDP range mostly around 2.2 to 2.4 
implying that a unitary increase in national income causes a corresponding increase of about 2.2 
in the dependent variable. This suggests that the level of GDP is the primary determinant of the 
overall level of benefits. This makes intuitive sense because higher wage countries will have 
higher levels of replacement wages and contribution levels from which to pay out benefits. 

Table 3.3 presents various indicators of labor organizational indicators as determinants of 
benefits per unemployed worker. These various indicators include the dummy variables for 
corporatism, present voluntary and original Ghent systems, Visser's measures of union density, 
Traxler's measure of coverage of bargaining agreements interacted with union density, and 
Golden and Wallerstein's index of confederal and government involvement in bargaining.70 
Union density appears to be a good differentiated measure of the political influence of labor over 
unemployment issues but unfortunately these measures are only available for 16 countries. 
Coverage is also limited in this way. However, the dummy variable of voluntary systems 
(NVOL) is closely correlated with union density (.810) and can be specified for all 21 cases. In 
fact, as Rothstein as shown, there is a logical causal relationship between voluntary or Ghent 
systems and union density measures due to the fact that unions administer unemployment 
benefits and union membership is required in order to receive these benefits. The three countries 
that have retained the Ghent system are Denmark, Sweden and Finland. These three countries are 
also considerably more generous in benefits than compulsory systems. The corporatist dummy 
(CORP) distinguishes those states characterized by a high degree of consensual decision-making 
in government through the institutionalized representation of group interests.71 The original 
Ghent dummy variable is not highly correlated with any of the other labor variables and does not 
appear to significantly contribute to the determination of the dependent variable. The current 
voluntary dummy variable seems superior to these other measures of labor organization in 
significance and yielding the most explanatory power in both the 40 and 10-year equations. This 
suggests that the effect of labor organization is not so simply represented by these aggregate 
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measures and also that perhaps trade and national income are considerably more important in 
determining the level of benefits. It also suggests that the feedback effect that Rothstein 
demonstrated may be more determinant than these other measures. I have included this measure 
in my benchmark equations. 

The benchmark equation (#3.3.1) was tested with a variety of included political electoral and 
institutional variables. Those tested included dummy variables for proportional representation, 
unitary governments and membership in the European Monetary System. Continuous variables 
included the age of the system in years and the centralization of government expenditures in the 
1970s. These variables were largely without consequence in the benchmark equation. The results 
generally exhibited counter-intuitive signs with insignificant coefficients while reducing the 
goodness-of-fit statistics. When working class voting support was included the significance of 
the other variables was improved as well as the overall goodness of fit. But the sign was reversed 
(negative) and the standard error very high suggesting that the overall effect of including this 
variable in the benchmark was an artifact of the underlying sample.72 

Table 3.4 tests the explanatory power of several measures of trade risk when incorporated 
into the benchmark model. None of these measures appears to add any significant explanatory 
power to the trade dependence variable or change the benchmark equation measurably. Their 
inclusion does increase the significance and coefficient of the voluntary dummy variable but this 
doesn’t seem meaningful in any analytical sense.  

Table 3.5 compares the benchmark equation of explanatory variables by applying it to the 
four other indicators of program generosity. Those are total expenditures in labor market 
programs as a share of GDP (TLE90), unemployment compensation expenditures as a share of 
GDP (UC90), duration of unemployment compensation payments in weeks (DUR89) and the 
duration in weeks multiplied by the replacement wage as a percentage of the original working 
wage (DXR89). 73 Moving left to right the indicators progressively become rougher and less 
accurate proxies for program generosity and the quality of the equations degenerates 
accordingly. However, it is notable that trade dependence stays highly significant across all these 
equations. This suggests that the relationship between trade and unemployment insurance is 
probably quite robust. The signs are all as expected except for the switch in sign from positive to 
negative for the working class vote percentage.  

Lastly, in Table 3.6 there are some comparisons of the benchmark equation with some 
alternative explanatory variables. Equation #3.6.2 substitutes the share of manufacturing exports 
as a percentage of GDP for trade dependence. As Wallerstein has argued, trade dependence 
should matter most to those sectors that are most exposed to international trade risk, which 
would be the manufacturing sector for exports. Since total trade and manufacturing exports as a 
percentage of GDP are highly correlated with a .827 correlation coefficient, exports substituted 
for total trade are significant, but less so. It would appear that total trade is superior in explaining 
the generosity of unemployment benefits. This suggests that the analytical mechanism 
connecting trade risk with politically articulated demands for social insurance may be more 
diffuse and less direct than anticipated by my initial argument. Equation #3.6.3 substitutes 
population for trade dependence and Equation #3.6.4 includes the two simultaneously. As 
discussed in the previous chapter, there is a significant empirical relationship between trade and 
population size, suggesting that smallness is the factor that causes states to be trade dependent. 
This negative relationship is presented in Figure 3.C.74 The question is whether population size 
dominates trade dependence in explaining the generosity of unemployment insurance. If so, then 
the argument could be made that small states trade more and have more generous unemployment 
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insurance because of size, which could be the true unspecified variable determining generosity. 
Naturally, population is significant when substituted in the equation for trade but the goodness-
of-fit decreases from .734 to .640. When included with trade, population ceases to be significant 
while trade is still significant at the 90% level and the R2 increases back to .703. This suggests 
that trade dominates population size in the relationship with unemployment insurance. 
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V. Interpretations and Implications. 

There are some interesting issues to address in the interpretation of these results. First, it 
seems irrefutable that there is a strong relationship between trade and socialized unemployment 
insurance. The coefficients for the trade dependence variable are significant, stable and robust. 
The simple bivariate correlation between trade and benefits per worker is presented graphically 
in Figure 3.B. To begin, the generosity of such programs is positively related to the depth of total 
trade. Yet unresolved is the question why this relationship is so strong. My original hypothesis 
speculates that the relationship may be due to the uncertainty of the terms of trade and the 
subsequent real economic effects on production and employment. However, the inclusion of 
various measures of terms-of-trade risk did not make a measurable difference in the model 
(Table 3.4, equations 3.4.2-4).  

These results give us pause to question the validity of the concept of trade risk originally 
suggested. The findings suggest that trade risk may be largely a function of overall trade 
exposure rather than with terms-of-trade price fluctuations, especially over the long-term. It may 
be partly a problem of the OECD country set. In the post-war period trade and capital flows 
among these countries has been highly managed within the international monetary system under 
the IMF. In addition, following the collapse of the Bretton Woods system in 1972, exchange rate 
movements have been largely managed through central bank intervention and coordination. The 
conclusion then is that the trade risk these nations face may be more diffuse and is not captured 
by my indicator of ToT volatility. This perception is also supported by the weakness of 
manufacturing exports as a share of GDP as an explanatory factor. 
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Katzenstein notes that trading states have gradually evolved export sectors where demand is 
relatively stable and less price sensitive.75 Over the long-run trading industries diversify to 
reduce the impact of trade shocks and those that don't are probably weeded out by natural 
selection. In effect this is countervailing the impact of terms-of-trade risks. This is part of the 
reason why we must look at the effects of trade at the earliest stages of development, or at least 
as far back as possible. Both Bates (1991) and Rodrik (1996) employ much larger country sets in 
order to bring out the significance of ToT price volatility. My own conjecture, which is pursued 
through the cases, is that the process by which trade risk influences the development of social 
insurance is highly evolved, complex and not easily specified. National policies obtained through 
legislative politics probably do not respond very much to price fluctuations. The most plausible 
interpretation is in line with Katzenstein's thesis of the domestic politics of trading states in 
world markets. Trade dependent states need to manage the risks of trade fluctuations through 
redistributive institutions. In effect, these nations buy political support for open markets by 
insulating domestic groups from the vicissitudes of international trade. We should be able to 
confirm this hypothesis through case studies based on legislative histories and the identification 
of group interests.  

This brings us to the more perplexing issue, which is the role of labor organization in this 
story. Wallerstein (1989b) claims that trade dependence, as measured by non-agricultural 
exports, helps explain union centralization in OECD countries. To investigate this further I have 
constructed a simple regression model using the union organization measure, the average of 
density and coverage, as the dependent variable. For the explanatory variables I have used 
population size, trade, exports, per capita GDP, working class vote percentage and a dummy 
variable for proportional representation. The results of this model are displayed in the three 
equations in Table 3.7.  The strongest relationship here is the negative correlation of population 
with unionization. Wallerstein also argues that the size of the labor force matters for unionization 
rates because the costs and benefits of organizing favor a smaller rather than larger labor force. 
He offers empirical support for this proposition.76 In Table 3.7 trade, exports and PR have no 
discernible effect though all signs are positive, as we would expect. Working class voting 
support is also positively correlated with unionization and has a more significant coefficient. 
That per capita GDP is strongly negatively correlated with unionization is probably a statistical 
sampling artifact due to the fact that the lowest rates of unionization and high per capita GDPs 
are found in the US, Switzerland and Japan. 

These results in combination with our previous regression suggest an interesting 
interpretation. Taking the three variables, trade, population and unionization together we see that 
there is a strong negative correlation between trade and population and unionization and 
population. Thus small country size is correlated with increased trade and stronger unionization. 
In addition trade and unionization are positively correlated with each other.77 The triangular 
relationship between country size, trade and unions fits comfortably within Katzenstein's thesis 
of corporatism in small, European trading states. As Wallerstein has confirmed, union 
centralized bargaining with high union membership densities has served to restrain wages over 
recent decades.78 These bargaining compromises have certainly helped to decrease overall 
unemployment. Part of that wage restraint - low unemployment tradeoff was increased social 
benefits to labor.  
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However, a simplified look at the relationship between unemployment and union 

organization reveals that this explanation for low unemployment does not apply in any 
generalizable sense, at least for the time period of the 1980s. Figure 3.D is a scatter-plot of 
unemployment in the 1980s versus the average of union density and coverage as of 1990.79 The 
graph shows no simple linear relationship between these variables. Even, if we disregard Sweden 
and Finland as outliers the relationship is slightly positive, which contradicts expectations. A 
more relevant question is how this small-size/unionization angle relates to unemployment 
insurance generosity. It is not at all clear from the limited data we have here and a more 
complete understanding will obviously require in-depth qualitative analysis at the subnational 
level through case studies. However, one thing does stand out here: Sweden and Switzerland are 
both low unemployment and high generosity cases (see Figure 3.A, upper left graph). Sweden 
appears to be an outlier, which is perhaps a temporary phenomenon, while Switzerland appears 
to be a contradiction of the wage restraint - low unemployment thesis. The explanation for 
Switzerland may lie in its migrant, guest worker labor policies that adjust the supply of labor to 
demand, rather than the wage rate. This policy reduces the unemployment level without the need 
for strong domestic labor representation. With low unemployment and weak labor organization, 
Switzerland still pays out fairly high benefits per unemployed worker.  

However, before leaving this issue of country size and unionization we should also note both 
of these countries are small but also have strong elements of the Ghent insurance system. 
Perhaps unionization has affected unemployment insurance through the adoption of Ghent 
systems and Ghent is related to country size or trade. This brings us to the next stage, which is to 
focus on the angle between country size and trade. The traditional economic explanation has 
been that this is purely a result of the desire of small countries to secure economies of scale 
through trade. There is little reason to contest this explanation and none of my statistical findings 
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are inconsistent with this. But how do economies of scale really provide a convincing 
explanation of the generosity of socialized unemployment insurance? As the regression equation 
#3.6.4 shows, statistically population size yields to trade in explaining unemployment insurance. 
But analytically separating out the influence of trade from the influence of population size is 
more difficult. One could try to logically analyze the scale economies of national insurance 
systems. There are some substantive differences that relate to the choice of system between 
universal compulsory and voluntary Ghent and these differences may be partly due to country 
size. One clue is that all of the Ghent systems were enacted in small countries with the exception 
of France. To develop this argument we must consider the economies of administrative 
monitoring costs together with the mechanics of social insurance.  

In essence, pure insurance systems redistribute resources over time and between groups. 
Premiums are accumulated over time to be distributed when losses are incurred by members of 
the insurance pool. Simply put, as a member of this pool I would save premiums now in order to 
insure against uncertain outcomes in the future. If I should be so fortunate as to never suffer 
losses, my premiums would be used to pay out to others less fortunate. With any insurance 
model a moral hazard problem arises whereby the insured may be more inclined to undertake 
risky behavior that is covered under the insurance policy. In our case, insured workers may be 
less cooperative and more risk-taking in their employment relationships and attempt to receive 
benefits they don't deserve. Small insurance pools can mitigate moral hazard by closely 
monitoring their members' behavior through local union organizations or state labor exchanges. 
This entails incurring a certain level of monitoring costs. However, when the insurance pool is 
nationalized and the costs of unemployment are socialized the task of monitoring becomes 
considerably more costly and the incentive to incur these costs are weakened. The possibility of 
redistributing benefits for political reasons also becomes more inviting because the costs are 
spread over the tax base while the benefits can be targeted to specific constituent groups. Thus, 
small insurance pools that are closely administered by unions, such as the Ghent systems, should 
benefit from scale diseconomies in minimizing the monitoring and moral hazard costs of 
insurance pools. My conclusion is that, just by the criterion of size and scale, small Ghent 
systems should be better able to control and monitor their national systems and that the 
generosity of their systems would more likely be a function of actual demands for insurance as 
opposed to redistributive demands channeled through politics. The fact that Ghent systems are 
voluntary also reinforces this proposition because such systems are constrained from political 
manipulation by the threat of members opting out and increasing the costs of adverse selection.80 
In other words, if unemployment insurance is perceived as a poor investment for workers, 
perhaps due to redistributive political objectives, they can drop out of a voluntary system. 
Comparing the differences between Ghent and universal systems in initial legislation and the 
changes in generosity measures over time seems to bear this logic out. The following two tables 
present a comparison of voluntary and universal systems. Table 3.8 compares the means of the 
1990 measures of the dependent variables for 21 countries used in the regression equations and 
displayed in Table 3.1. In addition, Table 3.9 presents the systems' rules for 13 European 
countries as specified in initial legislation as well as a comparison of 4 voluntary systems before 
and after conversion to universal, compulsory systems. Initially there were original 8 voluntary 
and 13 universal systems and currently there are 3 voluntary and 18 universal systems. The 
statistical means and standard deviations of these data are displayed to allow for a rudimentary 
comparison of the characteristics of these two systems.  



68 

To reiterate briefly from the previous chapter, voluntary or Ghent systems are systems that 
in most cases were piggybacked onto union unemployment insurance programs. Essentially they 
are voluntary systems administered by the unions but partially subsidized with public funds. 
Union membership is often a criterion for participation in the voluntary system. Universal, 
compulsory systems are national social insurance programs administered by a government 
bureaucracy. The compulsory nature of these systems was intended to mitigate adverse selection 
and shore up reserve funds through increased contributions. Of the thirteen initial systems 
initiated in the early part of the 20th century, eight were Ghent and five universal. Subsequently 
four of the Ghent systems converted to universal, compulsory systems.81  
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There is a significant difference between the means in system characteristics between 

voluntary, Ghent systems and universal, compulsory systems. First, referring to Table 3.9, 
voluntary, union-administered systems seem to have been much less generous relative to 
compulsory systems in terms of duration (13 weeks vs. 18 weeks) and qualification periods (38 
weeks vs. 28) as measured in their initial legislation. Second, voluntary systems that have 
converted from voluntary to compulsory (of which there have been four cases) show marked 
increases in the generosity of these rules. Duration increased from a mean of 12 to 29 weeks and 
the qualification period decreased from a mean of 26 to 23 weeks - both changes which increased 
the benefits and eligibility of potential recipients of insurance funds. The differences are also 
statistically significant in the more recent time periods (Table 3.8) though generosity has flip-
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flopped with voluntary systems considerably more generous across the board of the five 
measures.  

The initial low level of benefits may reflect the hard economic constraints on early Ghent 
systems. On the other hand, the politicization of universal systems may have caused high 
benefits initially in order to mobilize wide political support. Interesting then that this relationship 
between benefit generosity rules and type of system inverts over time. In recent decades the 
duration of payments and the replacement wage are both significantly more generous in the three 
remaining voluntary systems (see Table 3.8, REPL90 and DUR89 columns). In 1989 the mean 
duration of voluntary systems is 50% higher than that of compulsory systems and over the 
postwar period replacement wages have been consistently higher in the voluntary systems, 
though replacement wages have tended to both decline and converge in the late 1980s. As 
relative country size and scale diseconomies have not changed in any meaningful way over time 
it is hard to envision how this can explain the increase in generosity in small countries with 
Ghent systems, especially considering those countries that converted to universal systems 
loosened their benefits rules considerably. So, though voluntary systems are considerably more 
generous with a mean of $17,735 benefits paid per worker in 1990 compared to a mean of 
$7,552 under the compulsory systems, I am not sure how this increase in generosity could be due 
to scale diseconomies. The explanation must lie elsewhere. 

Looking at the more recent measures of generosity in Table 3.8 suggests that the original 8 
voluntary systems are considerably more generous than the 13 universal systems in everyone of 
our measures. This suggests a positive relationship between Ghent and unemployment insurance 
generosity. However, in the multivariate regression equations the Ghent dummy variable failed 
to yield significantly meaningful results in the determination of system generosity. On the other 
hand, the current voluntary system dummy variable proved to be the best of the labor 
organization variables to fit our benchmark equation. This suggests that there is probably 
something to the Rothstein thesis that there is a positive causal relationship, a feedback effect, 
between Ghent systems and union densities that may be also reflected in the generosity of 
benefits. The implication is that strong union movements do play a role in unemployment 
insurance policies over time. I would conjecture that in a voluntary system it may be 
considerably more difficult to pursue redistribution of benefits across groups. In other words it 
may be more difficult to rob Peter to pay Paul in the political sense. Therefore a member in a 
voluntary system may be more confident that the generosity of premium payments will return 
like benefits in the future. Thus the worker perceives the insurance to represent a good value and 
is in favor of more generous benefits. This effect is related to size of the pool and thus seems to 
favor the small country thesis. However, it wouldn't make sense for workers to join such a pool 
without a perceptible risk of becoming unemployed. There is nothing to suggest strong unions 
vote themselves unnecessary benefits just because they can. 

This brings us back to the trade factor to explain why small countries may be more inclined 
to develop more generous insurance systems. In our multivariate regression results trade 
dependence is by far the most determinant factor when it comes to explaining system generosity. 
This fact together with the argument outlined above supports the general hypothesis. It seems 
that small countries do trade more to reap economies of scale and smaller union movements also 
find it easier to form cohesive labor organizations to influence policies. But it is because they 
trade more that these countries provide more generous social insurance benefits to shield their 
workers from unemployment risks. And I suspect that this has as much to do with the 
preferences of producers as with unions. 
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The last piece of empirical data to discuss here concerns the relationship between trade, 
generosity and the age of the system. One of the hypotheses on trade and social insurance is that 
the demands for a political response to exogenous risk management would not only be stronger 
in trade-dependent states but the timing of those demands would also come earlier in the cycle of 
industrial development. We can roughly test this proposition by correlating trade with the age of 
the system across the country set. Figure 3.E, Trade and Age of Program graphically displays 
this bivariate correlation between the share of trade from 1948-89 and the age of each national 
system expressed in years from initial legislation through 1989. While ideally one would want to 
use trade data from the 1880-1920 period to compare, the availability of later trade data is still 
useful as the relative shares of trade in GDP across countries is fairly stable over the long term. 
In other words, states that were heavy traders in the late 19th century are similarly positioned in 
the latter half of the 20th century. We can see that the relationship is positive and fairly 
significant at the 3% level for a two-tailed test. While this is a stretch for data comparison, it is 
not implausible and does support the contention that trade-dependent states initiated national 
unemployment insurance programs earlier than non-trade-dependent states. However, it would 
be judicious here to point out that age of system did not have significant explanatory power when 
the variable (YEARS) was included in the regressions of Tables 3.2 and 3.3. The direct positive 
relationship between age of system and trade does not appear to be particularly robust over the 
long term in explaining the generosity of systems. Latecomers such as Sweden and Canada who 
are heavy traders are also more generous in unemployment compensation.  

In summation, the findings of this cross-national comparison assert a strong correlation 
between trade dependence (as opposed to ToT price variance) as measured by total trade as a 
share of GDP. As might be expected, the level of development is strongly positively correlated 
with the generosity of benefits - richer countries' workers have higher wages and contribute more 
into insurance programs to insure higher levels of income protection. On the other hand, working 
class electoral support and union organization appear to have positive but weak effects on the 
outcome of generosity and contribute little to explaining the variation across countries. This 
suggests that the hypothetical argument in this case on how unions affect insurance benefits may 
be wrong or that the measures of unionization employed may be inadequate indicators of the role 
of union organization. But, to reiterate, the results of the statistical comparisons are inconclusive 
taken alone and we must remedy this deficiency through the case studies. The economic 
development path of the various case studies in combination with their legislative histories of 
national unemployment insurance policies will likely shed more light on the process by which 
these statistical relationships obtain.  
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Appendix 3.B 
Variable Definitions and Sources 

 
 

Dependent Variables:  
CPW90 = compensation benefits paid per unemployed worker in US $ in 1990. 
TLE90 = total labor expenditures as a % GDP, 1990.  
UC90 = unemployment compensation as a % GDP, 1990.  
DURyr = duration of unemployment benefits in weeks.  
REPyr = % of wage replacement.  
DXRyr = duration x replace by year. 

(All variables from OECD Employment Outlook 1993, OECD Social Expenditure, 
1960-1990; data on Portugal and Greece from Eurostat Definition of Registered 
Unemployed, 1986)) 

 
Independent Variables: 

GOV%70 = % of central gov't spending during 1970s. (Lijphart, 1984) 
PR = proportional rep = 1, else = 0. (Lijphart, 1984) 
YEARS = years from first legislation to 1990 .  
GHENT = dummy variable, Ghent = 1. (Alber) 
NVOL = dummy variable, current voluntary system =1. 
CORP = dummy variable, corporatism = 1.  
DC90 = average of union density (Visser) and coverage (Traxler) for 1990. 
CGIyy = confederal-government involvement index, (Wallerstein and Golden). 
XMxxyy = exports + imports/GDP, avg annual rates for years. (IMF IFS Stats) 
MFGX80s = manufacturing exports/GDP annual avg 1980-89. (UN Handbook of 

International Trade and Development Statistics, 1992) 
VARyy = variance in Terms of Trade over years. (IMF IFS Stats) 
DLS80s = standard deviation of logged differences of annual changes in Terms of Trade 

1980-89. (Rodrik) 
XMVyy = XM* VAR 
XMDLSyy = XM*DLS 
WCVyy = % of votes for working class parties, avg over period. (Mackie and Rose) 
UDyy = union density as % of total work force, avg for years. (Visser) 
U90ns = level of unemployment for 1990 non-standardized. (OECD) 
POP90 = country population in 1990 (OECD) 
PCGDP90 = per capita GDP in $US, 1990. (OECD) 
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CHAPTER 4 

THE DEVELOPMENT OF UNEMPLOYMENT INSURANCE IN GREAT BRITAIN 

Introduction 

The previous chapter explicated the relationship between trade dependence and the 
generosity of social insurance programs across OECD countries. This cross-national comparison 
focused on the national level of analysis by employing macroeconomic and political variables. 
The results established the positive statistical correlation between trade as a share of GDP and 
the variation of the dependent variables across countries. However, additional hypotheses 
addressing the causal explanation of the process by which national policies are developed must 
be investigated at the subnational level of domestic interests involved in the policy-making 
process. I will undertake this task through historical case studies in the current chapter on Great 
Britain and the following chapters on Belgium, Switzerland and the United States, .  

The present chapter is divided into six sections. Section I reviews the state of British 
overseas trade in the 19th and 20th centuries as our explanatory variable. The emphasis here is on 
the level and growth of trade over time and the dominant industry sectors. The distribution of 
employment across industries and through time will also give us a more complete picture of the 
development of the British economy. A closer focus identifies the cotton textile industry as a 
particularly interesting example of the argument presented in this study. Section II is a brief 
historical exposition of social and political responses to unemployment prior to the national 
legislation of the 20th century. The primary emphasis is on the role of friendly societies and trade 
unions as indicators of our dependent variable. Section III evaluates our main hypothesis that 
unemployment insurance efforts are causally related to trade dependence. We are able to 
compare some very rudimentary historical statistical data of friendly society membership and 
trade union unemployment funds across industries. Section IV analyzes the legislative history of 
the National Insurance Act of 1911 which established national compulsory insurance against 
unemployment. In this discussion we get a sense of the dominant role of party and bureaucratic 
elites particular to the shaping of British unemployment insurance. We will see that one of the 
prime determinants of competitive party strategy is the use of major legislative programs to 
shape and cement political coalitions and consolidate party control in government. Finally, the 
discussion in Section V draws conclusions and implications from the British case study.  

It will be helpful to briefly explicate the analytical approach taken in this case as it also lays 
the groundwork for the two cases of Belgium and Switzerland that follow in Chapter 5. First, I 
survey the economic landscape of the 19th century in Britain in terms of industrialization by 
sector, trade dependence by industry and the sectoral distribution of employment. The point of 
this is that the evaluation of the hypotheses requires us to first identify those industries and 
workers most affected by foreign trade. The next step is to relate these sectors to the cycles of 
unemployment to evaluate whether these trade-dependent sectors experience greater or more 
frequent fluctuations in employment over time. These steps aid us in measuring and evaluating 
our explanatory variable of trade and comprises the first section of this chapter.  

The second section evaluates the dependent variable of social and political responses to 
mitigate the effects of unemployment. The task here is partly descriptive and historical but 
British statistical data on friendly societies and trade unions also provides us with empirical data 
to evaluate. The operational measures of unemployment insurance efforts are imperfect but 
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nevertheless informative and enable us to causally relate trade dependence to pre-national 
unemployment insurance. This is what I attempt to do in the third section of the chapter. My 
efforts to correlate trade with unemployment insurance is aided in the data analysis by the 
coincidence of industrial concentration by industry and geographical region. Certain industries 
relevant to our study are highly concentrated in certain regions, so that the economic and social 
effects of trade are also concentrated. This coincidence helps us to evaluate the causal argument.  

Finally, in the fourth section, I present the legislative history of the British national 
unemployment system enacted through the National Insurance Act of 1911. The purpose here is 
to evaluate different political actors and their influence over the design of legislation. We have 
certain expectations as laid out in Chapter 2 over the preferences of different domestic actors, 
including international business, domestic business, workers and labor unions, political leaders 
and bureaucrats. The legislative history will enable us to evaluate which groups held sway over 
the politics of the legislative process and how this shaped national unemployment insurance in 
Britain.  

I. Great Britain and the World Economy in the 19th Century. 

The case of Great Britain is probably the most interesting and instructive because of its 
historic leading role in the industrial revolution, lasting from the end of the 18th to the beginning 
of the 20th century. As a result there is a wealth of literature examining the industrialization of 
Britain and the growth of trade. To evaluate our thesis we need a solid background picture of the 
British economy in terms of the dominant trading sectors and the distribution of employment 
across industries over the 'long 19th century' lasting up to the first world war.  

From the historical point of view there has been one major complete cycle in world trade 
starting in the early 1800s and lasting to the present. According to Rostow, in the mid-19th 
century world trade grew in volume at more than 4% per annum.82. This steady growth (with 
minor cyclical fluctuations) continued up until the outbreak of the first World War. The growth 
rate was essentially minimal from 1913-1929 and negative from 1929-1938 and flat from 1938-
1948. After 1948 the growth rate of world trade regenerated to its highest levels at over 7% per 
annum. In essence we have here one long 150-year cycle of expansion, contraction and then 
expansion in the volume of world trade.83  

British international trade movements closely track world trends as Britain was the leader in 
world trade throughout the 18th and 19th centuries up until the first World War. We are fortunate 
to be able to consider a wealth of data on British industrialization and its relationship to overseas 
trade. Many studies of the Industrial Revolution have focused on the question of what propelled 
the industrialization in Britain and evaluate various explanations such as expanding international 
trade, technological invention and innovation, the Anglo-Saxon work ethic, and classical liberal 
ideology. A good share of such research has concentrated on evaluating trade and I was able to 
draw upon considerable historical data regarding export trade.84 In evaluating the depth of trade 
in the British economy, Mitchell estimates that total trade was 28.3% of GDP in 1821, rising to 
30% in 1841, to 45.7% in 1880 and falling back to 39.6% in 1900. In evaluating British trade, we 
must consider both a general overview of the industrialization of the British economy in the 18th 
and 19th centuries and also a more focused look at international trade within the major industries. 
In the latter half of the 19th century more accurate statistics on trade give a clearer picture of its 
industrial composition. 

All leading economic historians concur that the leading industries of British economic 
expansion were textiles, principally cotton and woolens, iron and steel production, coal mining, 
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and transport in railways, shipping and shipbuilding. Textiles were the early leaders of British 
economic growth with woolens dominating in the mid-18th century. The manufacture of woolens 
were concentrated in the county of West Yorkshire and exported to continental markets. Lee 
estimates that 80% of the increased output of woolens in the 18th century was exported.85 In the 
last two decades of the century the manufacture of cotton textiles replaced woolens as the 
dominant British export industry with a rapid increase in growth as the growth rate in woolens 
flattened out. This was due to two reasons: one, the technological advances in carding and 
spinning of cotton; and two, the inability to apply the same manufacturing technology to woolens 
and the increased competition from Germany, Austria and France. By 1800 cotton accounted for 
almost 50% of British exports compared to about 6% twenty years earlier.86 Cotton 
manufacturing was predominantly centered in the county of Lancashire. The expansion of 
production and export of cotton textiles is cited by many historians as the significant unique 
factor in British industrial growth during the Industrial Revolution. And while this expansion 
was not primarily trade driven, Davis notes that home demand ceased to maintain the momentum 
of growth of the most advanced industries around 1800 and concludes that subsequently overseas 
trade was vital to the continued expansion of textiles and other industries.87 While exact output 
figures are not comparable, Deane and Cole estimate that iron production circa 1805 figured 
third, after woolens and cotton in British manufacturing trades with a total gross product not far 
short of the cotton industry. The two industries of combined textiles and iron accounted for 40% 
of the increase in exports in the last two decades of the 18th century and rose to 50% in the first 
decade of the 19th century.88  

In his analysis of British industrialization during the Industrial Revolution, Rostow neatly 
summarizes the leading economic sectors chronologically. He maintains that textiles achieved 
their maximum growth rate in the 1780s and became a leading industry at the same time, ceasing 
to lead in the 1870s.89 The next industry to take off was the production of pig iron, which became 
a leading sector in the 1780s and maximized its growth rate in the 1790s.  

Rostow continues on in time with railways, which became a leading sector in the 1830s with 
its maximum growth rate. Iron and railways ceased to lead in the 1880s. Finally steel production 
and shipbuilding became a leader in the 1870s soon after the textile industry ceased to lead. Steel 
production maximized its growth rate in the 1870s and then continued to be a leading industry 
into the 1920s. Rostow further qualifies this summary by noting the important roles of coal 
mining and shipbuilding. Shipbuilding played an important role in overseas trade as the main 
source of transportation. Shipbuilding was also a primary source of the heavy demand for iron 
and then steel in the late 19th century. Similarly, coal production was vital as a major national 
source of energy throughout the Industrial Revolution, supporting the energy needs of expansion 
in other industries. Coal became more significant in foreign trade with the global demand for an 
energy source after 1873.  

What we have here is a simplified picture of the progression of British industrialization with 
overlapping waves of industry expansion. A significant portion of the output of these industries 
was for export, primarily to the European and North American markets. Next we will review the 
relative trade depth and export penetration across these industries. Figure 4.A displays the 
composition of exports by industry classification for selected years from 1840 to 1920.  
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These data show that the principal export industries in mid-century were textiles and iron 

followed later in time by coal. In 1840 combined textile exports accounted for almost 60% of the 
export trade. Over the latter half of the century this share declined to between 30-40%. After 
1860 iron and steel became a significant share of exports with 12.2% in 1880. These two 
industries dominate exports for most of the 19th century. In the last decades of the century coal 
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mining rapidly increases it share of exports and in the first two decades of the 20th century the 
major export industries are textiles, coal, and iron and steel. 

 

Table 4.1 presents a compilation of data on the proportions of total output for export by 
industry according to different researchers' estimates at different times. These estimates 
generally support the conclusion that roughly two-thirds of the output of cotton was for export; 
one-quarter to one-third of output of woolens; one-fifth of coal; two-fifths of iron and steel; and 
one-fifth of shipbuilding was for export at the height of trade in later half of the century. Textiles 
and iron and steel particularly stand out because a significant part of the total output of these two 
sectors were exported and the exports of these two industries made up the bulk of total British 
exports through the 19th century. By the end of the 19th century coal mining had increased its 
shares of exports to over 13% and its share of output for export rose from one-fifth in 1880 to 
one-third in 1900.90 Thus, the most important industries for the growth of exports from the 1880s 
through 1913 were cotton textiles and coal mining.91  

Thus we have a fairly succinct picture of the leading industries of British expansion and 
exports in the 19th century. We should note that of Rostow's four leading industries: textiles, iron, 
railways, and steel; all were heavily oriented toward export markets and thus trade-dependent.92 
The next piece of the puzzle to examine is the domestic employment situation within the British 
economy in general and within these specific industries. Our ultimate intention is to assess how 
domestic employment incomes may have been affected by trade dependence. The importance of 
an export industry then is relative and directly proportional to domestic employment shares. To 
measure this we would ideally wish to identify and compare evidence of the depth and frequency 
of unemployment fluctuations across these major industries and see how unemployment cycles 
correlated with trade cycles. Unfortunately we will only be able to infer this indirectly. 
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Unemployment figures for 19th  century Britain are only reported by selected trade unions and 
commence in the latter third of the century and therefore are incomplete and insufficient for our 
purposes. However, employment figures by industry sector are more complete from decennial 
census data from 1841 on. Table 4.2 presents these data and it gives us a good picture of the 
distribution of employment across industries and how it has changed over time.  

These data give us disaggregated information about employment trends within well-defined 
industry classification codes.93 In general the distribution shows the concentration of 
employment in a few sectors in 1841 gradually flattening and diversifying across the economy 
over time. After taking out the catchall categories of trades, professions, miscellaneous services 
and not-classified, the standard deviation of the various distributions decreases from 4.98 in 1841 
to 1.90 in 1971 - a very pronounced flattening of the distribution. There are some noticeable 
shifts in relative shares. First there is the rapid decline of labor in agriculture from 22.2% in 1841 
to 8.4% in 1901. Second, we can see that textiles and the related clothing industries made up the 
bulk of British manufacturing employment throughout the 19th century, from over 20% of total 
employment in 1841 to roughly 16% by 1901. The only other sector with a significant share of 
employment in 1841 is the catch-all category of miscellaneous services. It is worth noting the 
doubling of mining employment and the tripling of transportation and communication from 1841 
to 1911. Textiles reached the highest share of British industrial employment in 1851 at 13.8% 
but continued to grow in absolute size until 1871 after which it declined somewhat in the 1870s 
and 1880s before increasing again but at a declining share of the total labor force. Construction is 
a significant but fairly stable share of employment over time, varying from 4.2% and 7.8%.  

These employment data support the impressions of our trade data that the textile industry 
may play a fundamental role in testing our hypothesis. It was the major manufacturing industry 
in 19th century Britain in terms of output, foreign trade and employment. This gives us several 
important dimensions of what we want to evaluate but still does not pin down the income and 
employment effects of trade dependence. Employment trends are strongly influenced by the 
growth of industrial regions and migration and don't necessarily give us any insight into the costs 
of trade fluctuations. Thus, to assess the volatility of the major industries we could draw 
additional inferences from related data such as output and prices. However, attempting this task 
for all industries over the full century is a bit daunting and I believe the purpose will be just as 
well, if not better served by narrowing our focus on the dominant export industry of cotton 
textiles. We are especially aided in this task by the specialization and regionalization of British 
industry during the Industrial Revolution. Virtually the entire cotton textile industry was located 
within the county of Lancashire and surrounding regions. This convenient fact allows us to 
consider geographical county data which is the basis for most British historical economic and 
social data gathered through decennial censuses. A brief digression into the history of the 
Lancashire cotton industry may prove fruitful for our purposes. 
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The Cotton Textile Industry in 19th Century Lancashire. 

The cotton industry offers some unique characteristics that make it analytically useful. First, 
as previously shown, cotton textiles dominated the British export trade. Second, most of the raw 
material for cotton textiles was imported, thus making the industry especially vulnerable to 
import supplies as well as export demand. Most important for our purposes is the fact that the 
industry was highly specialized and heavily concentrated in the Lancashire region. Howe 
estimates that in mid-century Lancashire's cotton mills employed 70% of all labor in the British 
cotton industry.94 This means that the local labor force was heavily dependent on the cotton trade 
and their trade risks more easily identifiable. In addition, Crafts argues that British world trade 
dominance in cotton textiles was based on a comparative advantage in coal and unskilled labor 
where "textiles and iron were the major users of steam power, and cotton textiles in particular 
relied heavily on low-grade labour."95 This is seconded by Hudson who writes that "[g]rowth in 
the industrial areas was based largely on exports requiring low wages to keep down costs and 
prices."96 Thus, we can assume workers in the cotton industry were surviving at close to 
subsistence levels and therefore especially vulnerable to trade fluctuations.  

Lastly, there is the well-documented fluctuation in cotton prices and cotton export demand.97 
On prices Rostow reports British price trends from 1795 through 1940 for eight commodities: 
sugar, wheat, timber, coal, wool, beef, iron and cotton.98 Figure 4.B graphically represents those 
price trends for the four major trade commodities. The cyclical behavior of cotton prices is 
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visually most obvious in the graph. The standard deviation in the price index of cotton is more 
than 3 times the average of the standard deviation of the seven other price indices. There are 
noticeable spikes in cotton prices in the years around 1800, 1860 and 1920 with troughs around 
1850, 1895 and 1935. These price fluctuations mostly affect British production and exports 
through the supply of imported raw cotton. At the beginning of the 19th century there was a great 
demand for cotton textiles due to the cheap cotton fabrics resulting from the technological 
advances in the late 18th century. This large demand originated from home but was propelled by 
populations in the Americas, Europe and Asia and until the 1820s Britain was almost a 
monopoly supplier.99 The long decline from 1800-1850 reflected competitive pressures resulting 
from increased productive capacities and cost reductions due to technology as well as the 
cheapening of raw cotton as the United States became the principal supplier. The spike in prices 
from 1860-1865 was caused by the interruption of supply due to the American Civil War and the 
naval blockade of southern US ports. These years marked the great cotton famine that struck 
Lancashire which is documented by a large number of historians. Except for these brief few 
years in the 1860s the US supplied roughly three-fourths of the raw cotton to Great Britain from 
1826 until the mid 1880s.100 

Concerning export demand and production of cotton textiles, Davis determines the actual 
trends in cotton exports and cites three distinct phases. In his words: 

From very small beginnings the total value of sales grew at a rapid and 
accelerating pace until about 1806, and then rather more slowly, with some 
fluctuation, to the end of the [Napoleonic] war. A period of fluctuation followed 
with a slowly rising trend, to the end of the 1840s and there was a growing 
tendency to export yarn as well as cotton fabrics. Finally, rapid growth was 
resumed in the mid-century decades and continued (with the serious brief 
interruption of the American Civil War) to the early 1870s.101 

He further notes the effects of these fluctuations in export trade: 

Cyclical movements in exports of cotton goods became regular features of 
the American market, with savage price cutting to liquidate stocks, and heavy 
losses and the failure of many cotton manufacturing firms in each crisis.102 

Several economic history studies focus on trade cycles in Britain in the early and mid 19th 
century and give us further indication of the real effects on labor and labor incomes. Gayer, et. 
al., determine a money-wage series in the textile industry that shows an erratic downward trend 
from 1807 to 1831 and then a very slow but consistent upturn from 1837-1850. They also note 
that "output in the textile industries, heavily dependent on export markets, fluctuated 
considerably, and the demand for labour with it."103 R.C.O. Matthews suggests that the decline in 
wages is primarily due to technological factors and the substitution of adult male workers with 
lower-paid women, children and juveniles. He also notes the increased supply of cotton workers 
as agricultural laborers migrated to cotton towns.104  Thus the cotton textile industry in 19th 
century Britain seems tailor-made for the questions we wish to answer about the relationship 
between trade and employment issues.  

What we have done here is to grasp various dimensions of the independent variable of trade 
and how it may vary across industry sectors. In the following section we will review the origins 
of insuring against the risks of unemployment through friendly societies and trade unions, which 
will help us to operationalize different indicators of our dependent variable. In Section IV we 
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will analyze the relationship between our trade indicators and our unemployment insurance 
indicators in the interest of evaluating the general hypothesis.  

II. The History of Unemployment Insurance in Great Britain. 

In this section I will briefly review some of the important historical developments of private 
efforts to mitigate the effects of unemployment. This will provide us with a sense of the 
qualitative dimensions of our dependent variable. Specifically we would like to consider pre-
national local and voluntary efforts such as the Poor Laws, friendly societies, craft guilds and 
trade unions. Analytically we can make a distinction among these various institutions. My 
argument concerning external trade dependence should explain the development of insurance 
pooling institutions as distinct from industrial organizational structures or redistributional social 
welfare policies. In this sense friendly societies are the type of voluntary insurance institutions 
closest in principle to social insurance.105 Poor laws were primarily welfare redistributions to the 
underclass for purposes of short-term relief while craft guilds, associations of journeymen and 
trade unions mainly grew out of the need to maximize bargaining power of specific groups of 
workers or tradesmen vis-à-vis other groups in society over material interests in wages and 
working conditions. In the specific case of trade union out-of-work benefits, voluntary union 
funds would likewise be close in spirit to social insurance.  

There is another important distinction to be made between friendly society funds and trade 
union funds. Members of friendly societies have a vested interest in the societies reserve funds 
and a guaranteed right to the benefits according to the rules of membership (not necessarily a 
direct function of contributions). However, a trade unionist had no real security in the union's 
reserves as the resources of the unions were primarily for trade disputes and strikes. As a result 
the solvency of the union had little relation to actuarial rules and this "has seriously militated 
against the utility of the Trade Unions as insurance societies..."106 This distinction is important 
from the viewpoint of the workers who are seeking to diminish the uncertainties of 
unemployment. With these distinctions in mind the analysis focuses primarily on the 
development of friendly societies and trade union unemployment funds.107  

The British approach to unemployment was largely shaped by historical experience as the 
leading industrializing nation of the 18th and 19th centuries. Public responses to the destitute and 
jobless date from Elizabethan times in the 16th century with the English Poor Laws. As suggested 
by their name, the Poor Laws were relief efforts to alleviate the material condition of the 
underclass and were administered through the Christian parishes. The basic intent of the Poor 
Laws was to provide the bare minimum of support to reduce vagrancy but at the same time to 
stigmatize pauper status. An interesting variation of the Poor Law philosophy led to the 
Speenhamland Act of 1795, which was a social experiment to provide a minimum income 
requirement that subsidized wages from the poor rates according to the price of bread. This 
experiment gradually destroyed the market for labor by encouraging moral hazard and reducing 
productivity to the bare subsistence level.108 The Speenhamland Act was repealed by the Poor 
Law Reform Act of 1834. This reform reverted to the previous philosophy reinforcing the idea 
that poverty and unemployment resulted from laziness or excess wages. It was this philosophy 
that dominated policy at mid-century but was gradually challenged by the experience of 
recurring industrial depressions, where large numbers of workers were thrown out of work 
seemingly through no fault of their own.109  

The source of these industrial business cycles has been frequently attributed to the rise of 
manufacturing and the shifts in the resource allocations in the economy due to specialization and 
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regional concentrations of industry. As we will discover, it is difficult to determine how great a 
role was played by the increase in international trade over the late 18th and early 19th centuries. 
Certainly, as Polanyi among others has recognized, much of the dislocation of labor was due to a 
"general growth of commerce increasingly based on manufactures." But it was also the "increase 
in the aggregate of trade [that] swelled the volume of employment while territorial division of 
labor combined with sharp fluctuations in trade was responsible for the severe dislocation of both 
village and town occupations, which resulted in the rapid growth of unemployment."110 Our 
purpose is to attempt to evaluate empirical evidence in light of this general impression.  

A. Friendly Societies. 

The earliest of private, non-charitable communal responses to economic adversity were the 
local fraternal orders or friendly societies. These clubs and community groups were primarily 
attempts to pool resources through contributions to be distributed to members in times of need 
resulting from sickness, disability, death, or loss of employment. In this sense they assumed 
some of the functions of the medieval trade guilds, the difference being that the guilds primarily 
regulated commerce and working conditions within specific cottage industries. These medieval 
guilds had begun to break up in the late 18th century with industrialization and the rise of the 
factory system of production. The state first sanctioned the voluntary institutions of the societies 
with the Friendly Societies Act of 1793 which provided the societies with legal status and 
protection for their funds.111 At the same time combinations of workers organized in trade unions 
acquired importance in responding to the needs of industrial workers to regulate the supply of 
labor, wage rates and working conditions. The state's reaction to trade unions was the 
Combination Acts of 1799 and 1800 that outlawed trade unions as restraints of trade. The 
distinction between friendly societies and trade unions resulted from their different objectives. 
Worker combinations were confrontational and their actions often resulted in violence or 
material threats to business interests whereas friendly societies were organized around internal 
affairs of premium calculations and funds administration and posed no overt threat to the 
established social order. The practical result of the legal distinction was that many trade unions 
operated under the guise of friendly societies.  

Under the general benevolence of the state and the ruling classes, friendly societies 
proliferated at a rapid rate in the early 19th century.112 However, with this rapid increase came a 
rise in the attendant financial problems of many of these societies. Suffice to say that beyond the 
cases of fraud, embezzlement and improper management, "...the main reason for financial 
trouble was usually the simple one of too much benefit for too little contribution."113 With our 
modern knowledge of actuarial science and statistical practices we can imagine that a small, 
voluntary mutual insurance society would need to be extraordinarily fortunate to be able to 
survive the hazards of early industrialization and survive on sound financial footing. The level of 
contributions necessary to insure against risks falling disproportionately on members at the same 
time would be prohibitively high. This is what happened in the case of the county of Lancashire 
during the Cotton Famine of 1861-65 when friendly society funds were quickly depleted.114 The 
frequent financial troubles of friendly societies led to the political demand for state regulation. 
This demand resulted in the passage of numerous 'friendly society acts' during the 19th century 
that imposed public supervision but in a general hands-off manner.115 The importance of this 
experience was the effect on the collective memory of the British public and the governing elite 
to the general discredit of friendly societies. One important divergence between Great Britain 
and other European countries was the financial failure of voluntary associations combined with 
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the political failure to provide municipal and/or national subsidies to insure their financial 
viability. On the continent these subsidies were usually forthcoming from municipalities and 
insured the survivability of voluntary associations. The question then is what explains the failure 
of municipal subsidization in Great Britain?  

We get some insight to this question from Gosden's study of friendly societies and his 
discussion of the changing relationship of societies and the state.116 Early in the century the 
general public attitudes toward friendlies were shaped by magistrates, clergy, and other public 
functionaries who played a functional role in the administration of relief at the local level. At 
first the societies were feared as subversive in the same way trade unions were so perceived - in 
conflict with the reigning institutional order of the day. This fear dissipated over time as the 
benign effect of friendly societies in reducing the payments of poor rates encouraged a more 
favorable attitude. The public elites adopted a more paternal attitude by compelling the working 
class to join friendly societies for their own good. This attitude was enjoined by more activist 
efforts on the part of magistrates and clergy to supervise and control societies' affairs. However, 
after 1830 there was a marked movement away from this towards a more laissez-faire approach. 
In Gosden's words: 

From the 1830s a new attitude grew up towards friendly societies just as there 
were changes in some other aspects of the political outlook at the time; the feeling 
that all would be well if the societies were left alone by the government was 
spreading and the new approach to the poor law problem in 1834 meant that the 
possibilities of using officially sponsored societies in conjunction with the poor 
relief system received less notice. The main point came to be stressed was the 
need to encourage independence, to get the societies and their members to stand 
on their own feet--the necessary corollaries of this attitude being a denial of the 
value of state interference or aid and the assertion that financial stability could not 
be imposed upon friendly societies by legislative means but only by persuasion, 
by getting individual members to realise where their true interests lay and to act 
accordingly.117 

With this changed attitude, the societies were given more control over their affairs and it 
was the general contention that the state should do no more than prepare and publish suitable 
actuarial tables for the societies' use. There are seemed to be a general reluctance to compel 
societies in their affairs for fear of incurring a moral and financial liability for the 
consequences.118 At the same time Gosden notes that public opinion had become opposed to the 
higher rates of interest paid by the Treasury on friendly society investments in the National Debt. 
This was the only minimal public subsidy enjoyed by the friendly societies.119 In a final major 
piece of legislation on friendly societies during this period, the Friendly Societies Act of 1875, 
advocates both for and against passage of the measure argued in Parliamentary debates for the 
independence of the working classes to manage their own affairs.120  

Thus, in the case of Great Britain, ideological factors and experience seemed to have 
combined to prevent any subsidization of what were perceived as completely private associations 
of workingmen. The initial responsibilities of local magistrates were pared back in 1829 when a 
centralized governmental Office of Registrar of Friendly Societies was established. This was 
basically a one-man office until the death of this barrister in 1870.121 Thus it appears that the 
general state attitude towards friendly societies was one of distant supervision from a single 
public functionary and a legal framework that encouraged official registration in lieu of any 
regulatory reforms or controls by the state. The result was that the financial fortunes of the 



92 

societies rose and fell with the competence of their management and the vagaries of economic 
fate. In general such institutions were wholly inadequate to deal with the employment effects of 
industrial cycles around the turn of the century which led to the demand for a national solution. 

B. Trade Unions. 

During the mid 19th century trade unions were also becoming a more potent force in 
working class organization after the repeal of the Combination Laws in 1824. Previous to 1824 
these unions had existed under the guise of clubs protected by the Friendly Societies Act of 
1793. After 1824 they began to increase their efforts towards industrial aims such as regulating 
work conditions, raising wages, and excluding non-members. Their tactics frequently resorted to 
the strike and so the history of British unionism has been written mostly from the perspective of 
industrial conflict. This emphasis has tended to obscure some of the other functions and aims of 
unionism during this time. The emphasis was heightened by the fact that union dues payments 
were fungible and monies collected for benefits were often perceived, justly or not, as being used 
for strike funds. From the union's perspective large reserve funds were considered as resources to 
achieve the paramount aim of increased bargaining power with employers.122  

The written history of unions naturally tends to focus on this organizational struggle of 
unions from the perspective of the conflict with employers' interests. This overshadows the more 
congruent interests between some unions and their employers as defined by industry interests on 
trade issues. Nevertheless the pursuit of trade unions' strategic objectives through politics is an 
important consideration in the political movement towards national policy regarding employment 
issues. The labor movement was particularly salient in British politics during the relevant time 
period from 1880 to 1920. The period from the mid 1870s until the mid 1890s was referred to at 
the time as the Great Depression. There were significant downturns in employment in 1878-9, 
1884-7, and 1892-5. The political response was a shift from the commercial problem of 
depression to the social problem of the unemployed that culminated in the legislation of the early 
1900s.123 The trade union response was a flirtation with socialist and Fabian ideology by a 
restless younger generation of union activists. The 'new unionism' was characterized by an 
inclusive appeal to unskilled and low-wage workers, reduced subscription fees and dues, a de 
emphasis of benefits in favor of strike power, and a more general membership without regard to 
type of employment.124 In a sense this was a populist movement in opposition to the traditional 
union establishment. The tactical focus of this regenerated movement was legislation to establish 
the eight-hour day. The pursuit of these political objectives led to a coalition of trade unionists 
and Socialist sympathizers who organized themselves as the Labor Representation Committee, 
soon to become the Labor Party of contemporary British politics. We will see in Section V the 
influence of this new labor movement on the political strategies of the major parties on the 
unemployment issue. 

There is only scant information on trade union benefits prior to the 1890s. In his study of 
workingmen's associations, Robinson notes that trade union out-of-work benefits had been a 
prominent feature in the metal, engineering, printing, and bookbinding trades, whereas in 
textiles, coal-mining and construction there was little provision for unemployment. This runs 
counter to our hypothesis about export industries being most represented because the dominant 
export industries of this time were textiles, mining and metal manufactures. This may be partly 
explained by the fact that textile workers on average received low wages and could not afford to 
pay the high premiums for these benefits. In addition it is noted that excess labor supply in both 
textiles and coal-mining was managed by short-time rather than layoffs.125 The fact that most 
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insurance benefits were paid by unions of more highly paid, skilled workers is confirmed by 
several sources.126 We will also see that mining and textile regions were over-represented in 
friendly society memberships which may have mitigated the need for unions to provide friendly 
benefits. There is additional evidence that suggests friendly societies could only address the costs 
of unemployment in indirect ways by providing only for the most basic needs at times of 
unemployment as opposed to providing a replacement source of income.127 A description of 
trade union life narrated by a skilled craftsman and union official to the Webbs at the end of the 
last century states that out-of-work pay was a big selling point for the unions because trade 
societies were the only institutions that could provide such benefits. This is because only trade 
unions would be in a position to determine the causes of unemployment and reduce the moral 
hazard of malingering.128 

The differences in the unemployment insurance function between friendly societies and 
trade unions suggests several things to qualify our analysis in the following section. It appears 
that neither institution was very effect in managing the unemployment problem. Friendly 
societies were institutions more dedicated to risk-sharing but largely confined to the more 
manageable risks of sickness, funeral costs, and survivors' benefits. The societies antedate the 
industrial age and their subscription dues were low and insufficient for the kinds of employment 
problems inherent to industrial trade cycles. On the other hand, trade unions were organizations 
predominantly devoted to organizational needs of workers in regards to wages, the supply of 
labor and workplace issues and regulations. In time these issues became political and unions 
became intricately involved in British politics to advance their own distinct interests. 
Unemployment insurance as a specific union objective took a back seat to these more pressing 
goals and union finances were earmarked for strike benefits, not unemployment benefits. Much 
like friendly societies, this perception of unions most likely mitigated against public acceptance 
of any kind of trade union subsidy from public funds. In the next section we will explore the 
relationship between trade and unemployment with some statistical analysis.  

III. Trade and Unemployment.  

What I will attempt to do here is link the effects of trade to employment and evaluate the 
institutional efforts to mitigate those effects by comparing some of the data available on various 
dependent and independent variables. First I will present some data examining the relationship 
between aggregate trade and aggregate employment. I will follow this with data disaggregated by 
industry sector to illustrate variation across industries between trading sectors and non-trading 
sectors. I present the aggregate data visually in the graphs in Figures 4.C, 4.D, and 4.E. Figure 
4.C shows the relationship from one set of data between the trade cycle and the unemployment 
cycle.129 This graph is strongly suggestive of a strong positive relationship between export trade 
and employment. Figure 4.D confirms this relationship with comparable data from another 
source. Figure 4.E displays unemployment as reported by trade union returns by year against 
aggregate trade and exports (scaled to $100 million £) from Mitchell's British Historical 
Statistics. The relationship is not as pronounced as in the previous figure but is still fairly 
evident. Peaks in unemployment correspond to troughs in trade. While one should rightly 
question the causality between employment and total trade, the fact that the overall relationship 
is apparent when considering only exports in both Figures 4.C and 4.D supports the argument 
that the decline in export demand must be a significant source of unemployment in the British 
economy. In Figure 4.E we have separate union returns to compare trade to unemployment 
across four different industrial union sectors.130 These four unions are not representative of the 
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industrial economy as a whole, as ideally we would like to analyze unemployment data on 
textiles and mining. Unfortunately these are the only industry-specific unemployment data 
available from this time period. The cyclical effects are most pronounced in the engineering, 
metals and shipbuilding unions - the only other sector even approaching this would be carpenters 
and joiners. Of these four union sectors the engineering, metals and shipbuilding unions are the 
only one with a significant export share.131  
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The next stage is to examine the cross-sectoral differences in the insurance institutional 

responses to unemployment. The relevant institutions in the private sector would be friendly 
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societies and trade union out-of-work-benefits. The task is to match up variations in institutional 
responses, measured by membership frequencies or relative levels of benefits with various 
industries. We are aided in this task by the specialization and regionalization of industries that is 
one of the defining characteristics of the industrial revolution in Britain. The strong convergence 
between geographical region and industrial specialization allows us to focus on regional groups 
of labor especially affected by trade dependence. Beyond the general overview of aggregate 
statistics we can also get a clearer indication of the real income effects of trade and 
socioeconomic phenomena associated with trade volatility by looking at some historical 
developments within specific trade-dependent industries and regions. As mentioned in the 
previous section, there were certain geographical concentrations of industry in the dominant 
sectors. The woolen industry was heavily concentrated around the West Riding of Yorkshire 
while the cotton industry dominated in Lancashire. Coal mining and iron manufacture were 
concentrated in South Wales, the West Midlands, Northumberland and Durham.132  

While comprehensive unemployment data does not exist at the industry level of analysis, we 
do have employment data at the county and industry level. To operationalize employment by 
industry we can use the decennial censuses from 1841 that were presented in Table 4.2 in 
Section II of this chapter. This data is also tabulated by the forty-four counties of England and 
Wales. Thus we have exact statistical measures in terms of employment shares of the labor force 
by industry and county from 1841 on. The focus of employment data on geographical region 
becomes especially useful because much of the data on friendly societies and trade unions is also 
reported by county, allowing us to make some convenient statistical comparisons. 

We can present the Lee census data to get a more accurate picture of the county 
concentration of industries. Table 4.3 presents county employment data by major sectoral 
classifications from the 1841 census. For our dependent variable, Gosden's study of friendly 
societies in England from 1815-1875 also gives us some data on the membership in friendly 
societies by county in absolute numbers and also as a percentage of the county populations. He 
has tabulated the number of members as a ratio of the population by county from the 1821 
census. These data (in column labeled %Friendly Societies) represent the number of members for 
every 100 persons within each county. The table rows are arranged by counties ordered by 
friendly society membership from high to low. A cursory review of the data shows clothing, 
construction, food and tobacco, and services to be fairly uniform and randomly distributed across 
counties. Mining and textiles are more concentrated and appear positively correlated with 
friendly societies. Agriculture appears strongly negatively correlated with friendly societies. 

In a simple regression we can regress employment shares by industry and county against 
friendly society membership to measure the correlations and significance of different industries 
in explaining the regional variation of these private community efforts to insure and share 
income risks. The results are presented in Table 4.4. 
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What is mostly apparent in these data is that there is a strong negative correlation between 

agriculture and friendly societies. This is not unexpected as friendly societies seem to have 
developed in the most highly industrialized regions where working people could afford to make 
provision for income losses and were in greater dependence than people who worked the land.133 
This strong negative correlation results in a very high positive constant that seesaws almost all 
the independent variables into the negative (Equation #4.5.1). If we remove agriculture from the 
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equation the differentiation among the other variables becomes more apparent (Equation #4.5.2). 
Here we see that the coefficients of the export regions of textiles, mining and to a lesser extent, 
clothing, are now all positive while the coefficients of domestic sectors have remained negative. 
These results are in line with our expectations that manufacturing regions more dependent on 
trade would contain a greater number of risk-sharing institutions. The third equation groups the 
export and domestic, non-agricultural industries into two aggregate variables and shows the stark 
difference between export and domestic industries.134 Perhaps the simplest and most telling 
evidence is provided by the bivariate correlations displayed in column #4.5.4. Here we can see 
that except in the case of clothing manufacturing, all of the expected signs are correct and, with 
the exception of construction, also highly significant.  

One should not construe this evidence as suggesting that trade is the sole or even primary 
reason for the development of friendly societies. The only stable correlation and regression 
coefficients are those for the textile, mining and agricultural sectors. It seems intuitive that 
friendly societies are predominantly a response to the specialization and concentration of 
industrialization and the concomitant disruption of traditional institutions of risk-sharing. In 
addition, the original primary functions of most of the societies were to insure against sickness 
and burial expenses. The important point that this evidence does support is that this need for 
communal replacement institutions may have been more acute in export-dependent regions. I 
think this basic relationship between trade and social insurance becomes even more salient on the 
national level.  

In Section II of this chapter I briefly explained why the cotton textile industry may be a 
prototype case for the testing of the argument on trade risk. The cotton textile industry has been 
identified by numerous economic historians as the predominant factor of British industrial 
expansion during the Industrial Revolution. As previously mentioned, the industry was heavily 
concentrated around the county of Lancashire. The industry concentrated on the manufacturing 
stage of cotton goods with imported raw materials and significant export markets for finished 
product. Thus the working population of Lancashire County was heavily dependent on both the 
importation of raw cotton and the export of finished cotton goods. The first hypothesis we can 
investigate is that we would expect a higher rate of private, risk-sharing institutions within the 
Lancashire area and other areas of heavy textile manufacturing. Gosden's data on the 
geographical distribution of friendly societies shows Lancashire is significantly higher with 17% 
of the population joining Friendly Societies. The mean of all non-agricultural regions is 
approximately 9%. Gosden confirms that Lancashire had the highest absolute number of 
members of local societies as well as a far higher proportion of its population than other regions 
in England. Gosden avers that as of 1815 it was perhaps the most highly industrialized of 
counties and that "in friendly society matters it was the county of Lancashire which usually 
established the precedent that other counties were later to follow."135 We need not conclude that 
trade dependence alone necessarily explains this but Gosden contrasts Lancashire with Dorset 
where the "traditional social pattern had been less disturbed and the need for the societies ... 
much less strongly felt."136 It was most likely the combination of rapid industrialization and the 
uncertain patterns of external trade dependence that created such an acute need for some form of 
risk-sharing for Lancashire workers and their dependents.  

It is of additional interest to draw upon the experience of the county of Lancashire during 
the serious trade-related depression of the cotton industry during the American Civil War. This 
event has gone down in history as the famous Lancashire Cotton Famine of 1861-1865. The 
severity of this depression was partly due to the overexpansion of the industry during the 1850s 
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and the severe shortages in the supply due to the war and high prices of raw cotton due to 
speculation.137 The employment effects were noted by Farnie who states that at the peak of 
unemployment in Lancashire in the winter of 1862-63 one-fifth of the total population was 
drawing poor relief. In individual towns he also notes that "unemployment was least in those 
towns with a diversified economy and greatest in those most dependent on the cotton industry 
[and] on the supply of American cotton..."138 

Our next question is how did public authorities deal with this serious supply shock and its 
localized effects on the population and why did they choose the actions they did? The 
government response to the distress caused by the Cotton Famine was administered through a 
combination of Poor Law relief, Union Relief Acts and Public Works Acts. Because of the high 
concentration of unemployment within the Lancashire region aid would have to come from 
outside the region, principally from the national government. But unfortunately at this point in 
history no such mechanism beyond the poor law existed for distributing public funds. Henderson 
notes the resistance of public opinion to notions of government subsidies and cites the following 
quote from The Times: 

Once yield to the weak suggestion of large national loans or gifts for the 
relief of local distress, and the mills will be rapidly closed in order to throw upon 
the nation all that the nation chooses to undertake.139 

What this represented was really an ad hoc public strategy to deal with the economic crisis 
in the cotton regions. Local friendly societies were not equipped to deal with this kind of 
widespread crisis. Actuarial science had not evolved and actuarial data were not sufficiently 
available to insure a stable balance between benefits and contributions. In most cases 
contributions were waived for destitute members while benefits continued to be paid until 
exhausted.140 An obvious solution, which we will find pursued in Belgium and Switzerland, 
would have been to support the friendly societies or trade unions with municipal and/or national 
government subsidies until the crisis passed. The answer as to why this strategy was not pursued 
in Lancashire as well as in Britain in general has been discussed in the previous section and is 
slightly conjectural, but I believe it can nevertheless help explain the divergent approach to 
national unemployment insurance between compulsory and voluntary systems.141 

The next test can be applied to trade union efforts to mitigate unemployment among their 
members. There are no industry data at mid-century on union membership but various references 
to prominent unions include most trades, especially construction and building, mining, 
engineering, printing, and textiles.142 Trade unionization became more prevalent in British 
industry in the second half of the 19th century and disaggregate statistical data on membership 
distribution becomes available from about the 1890s on. The first complete cross-sectoral data is 
Bain and Price's time series data on union densities which commences in 1892. The problem 
with this data for our purposes is that it relates to membership counts and densities across 
industries. Membership is one step removed from what we would ideally like to consider, which 
is comparative out-of-work benefits across industries. While our friendly society data also 
measures membership densities, friendly societies as institutions operate principally as fraternal 
organizations and insurance associations while trade unions serve a variety of organizational 
functions, some of which are obviously more determinant than unemployment insurance pooling. 
Using trade union membership data by county from the 1891 census, we can attempt much the 
same foregoing analysis used to evaluate friendly societies as applied to trade union membership 
as the dependent variable.143 We can match these data up with the Lee census data (from the 
1891 census) on the employment shares of the labor force by industry and county to compare the 
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distributions of trade union membership with industry employment. Our hypothesis is that 
exposure to the employment risks associated with trade would lead to a greater propensity to 
unionize to share and manage that risk. However it is doubtful whether this would be the primary 
explanation for union formation. Rather, we would expect trade union membership to be a 
function of many factors, some of which would certainly dominate trade dependence. Most 
determinant would be factors associated with the organization of production and the 
homogeneity of the labor force. Thus we would expect greater union membership in factories 
rather than in agricultural or service sectors. One of the main goals of union organization is to 
control the supply of the labor and thereby increase the market power of membership in regards 
to wage and workplace negotiations. Thus we expect greater union membership in skilled trades. 
At the same time the homogeneity of the workforce allows for greater worker solidarity. Central 
locational factors are also important as it is far easier to organize workers in a factory or on the 
docks than if production is decentralized.  

In Britain in the 19th century we have a general problem in separating the effects of trade 
from the effects of industrialization. As shown previously, much of British manufacturing was 
for the export market - an estimated 30-40% during much of the century. Thus when we try to 
test employment characteristics of textile production or coal mining it is not apparent what can 
be attributed to trade and what is merely due to industrialization in general. This is especially 
true when it comes to unionization as I would expect the effects of trade to be much less 
significant than industrial organizational factors. Nevertheless the evidence we can present does 
not refute or contradict the trade argument but does seem to be catching mostly non-trade factors. 
Table 4.5 presents a cross-sectional regression and bivariate correlation analysis of trade union 
membership against sectoral employment data - both organized by counties. As I would not 
make a strong causal argument establishing trade as determinant for unionization, it is not 
particularly meaningful to regress these data. Nevertheless, the regression results basically show 
how much of trade union membership as it varies across counties can be correlated with the 
variation in employment shares across industries. There is a fairly good fit on the data with an R2 
of .724, which is probably the most one can infer from the data. The coefficients are not 
especially meaningful and the signs of some are rather unstable depending on the specification. 
When the sectors are categorized according to trade orientation the R2  fit declines slightly while 
the coefficients become more significant, but this statistical interpretation seems quite 
arbitrary.144 The bivariate correlations may be more informative in this case.  

It is difficult to draw any hard conclusions except to say that unionization appears to be 
highly positively correlated with mining, textiles, metal manufacture and engineering, and 
transport and communication. At the same time it appears to be highly negatively correlated with 
construction, services, agriculture, and food and tobacco. Clothing manufacturing is the only 
sector where the relationship is ambiguous. The organizational factors that would engender 
unionization are highly present in all four sectors that are positively correlated with trade union 
membership. Miners, textile workers, metal workers, railroad workers, postal workers, and dock 
workers are all included within these sectoral classifications. On the other hand, service and 
agricultural workers are most typically unorganized and underrepresented in workers' 
associations. The major exporting industries in Britain at this time were textiles, pig iron and 
coal mining, and steel manufacture. In addition a significant amount of the steel exports were rail 
and railroad equipment.145  Thus,  industrialization  and trade are coterminous here and we don't 
receive much insight into the differential effects of trade. Intuitively, the data suggest that 
industrial organization probably best explains these results.146  
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A comparison with actual aggregate membership statistics gives us a more accurate picture 
of how union membership is distributed across industries at this time. In 1892 the largest union 
membership was in mining and quarrying (21% of all union members) followed by metals 
manufacture, engineering and shipbuilding (18.6%). Next were textiles (13.5%), followed by the 
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building trades (10.5%), transport (10.3%) and clothing (5.5%). The remaining 20% was 
distributed across other miscellaneous trades.147  

Our argument would be better served with data pertaining to the unemployment benefits 
paid out by unions as these relate to the specific insurance functions of unions as opposed to the 
organizational functions. Unfortunately these data are limited and may prove less than satisfying. 
Table 4.6 shows data on unemployment benefits paid by voluntary union funds over the years 
1892-1907 by industry sector. The data is presented as annual benefits paid per union member by 
dividing aggregate benefits in current British pounds (£) by the total union membership. The 
average for all unions is the last column. The data distributions across sector and over time 
suggests several things about this insurance function. First, the variation across sectors shows 
that the level of benefits is probably largely determined by the level of contributions within the 
industry sector and that unions that are able to collect higher contributions from workers with 
higher wages pay out higher benefits. Thus printing, metal manufacture, engineering and 
shipbuilding unions pay out the largest shares. Second, the variation within unions over time 
suggest that economic business cycle effects are reflected in benefit payments and that these 
cycles vary slightly across industries in timeliness. The standard deviations of each time series 
normalized by the mean shows us that of the five largest sectors building, mining and textiles are 
the most variable or volatile in terms of unemployment benefits paid.148 

As I mentioned previously, there is one overriding problem that makes these data on trade 
union unemployment benefits difficult to interpret accurately or satisfactorily. That is that trade 
union funds are fungible. The result is that often in years of union-industry disputes, union funds 
are paid out in strike benefits leaving little to distribute for involuntary unemployment. So 
fluctuations over time are just as likely to reflect particular industry conflicts and not the 
instability arising from trade dependence.  

One last example of trade union benefits data I have been able to uncover is from 1929 and 
relates to the benefits paid out to union members through the National Insurance system that was 
instituted in 1911. These data are displayed in Table 4.7 and were compiled to show the 
redistributional effects of contributions and benefits across industries as a result of the national 
unemployment insurance system in operation. The comparison is based on the percentage of 
insured persons by industry with the percentage of unemployed insured persons by industry 
receiving benefits under the national system. The relative percentages are then normalized with a 
relative scaled index. The numbers over 100 reflect net beneficiaries of the state scheme while 
those under 100 are receiving less than they contribute. We can see from this that metal 
manufactures and shipbuilding, coal mining, construction, transport and communications, and 
textiles are receiving the bulk of the redistributive benefits of state unemployment insurance, 
which suggests that the large unions in Britain were reaping significant financial benefits from 
the state compulsory system. With the exception of construction, all of these industries were 
significantly dependent on export markets. This brings us to an examination of the politics 
surrounding the design of national legislation in the first decade of the 20th century.  
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IV. The Role of Elites and the Legislation of 1911 

This section investigates the political and legislative background of the National Insurance 
Act of 1911. Our purpose is to determine what interests and factors were at play in the design 
and passage into law of the state system. Part II of the Act was the first and defining piece of 
legislation establishing national universal unemployment insurance in Great Britain.149 Though 
preceded by national voluntary schemes in France, Norway and Denmark, Britain's was also the 



106 

first effort by any national government to legislate a universal, compulsory insurance scheme. 
This legislation is particularly germane to the questions of this study because subsequent 
legislation essentially consisted of fine-tuning the original law in response to changing 
circumstance, public finances and political expediency. The economic problems of the interwar 
years overwhelmed the original intent of national insurance and the employment acts of these 
times reflect these financial crises. The last major legislative adjustment to unemployment 
insurance law was in 1946 and, as Heclo asserts, "...unemployment insurance policy during most 
of the full employment era [postwar] has been largely a systemization of the form given to it by 
political administrators in the 1930s."150 This reaffirms the analytical focus of the case study on 
the historical precedents of unemployment insurance as I would expect the explanatory power of 
diffuse economic variables such as trade to be most salient on the initial legislative effort.  

The first decade of the 20th century was a fervent period in Britain for politically-inspired 
commissions and committees to investigate the unemployment problem in great depth. The 
leaders of these efforts were a small collection of bureaucrats and social reformers well-
acquainted with the issues of unemployment at the turn of the century. The various motivations 
for these reformers were rooted in the political and economic experiences of the last two decades 
of the 19th century.151 Economically these decades were marked by frequent and deeper trade 
cycles and industrial unemployment. The period between the mid-1870s and the mid 1890s was 
referred to at the time as The Great Depression.152 Politically the time was marked by the rise of 
trade unions as a political force that would be transformed into the Labor Party that would soon 
challenge the Conservative and Liberal Parties in government. These developments can be traced 
to the rapid increase in industrialization of the British economy and the extension of suffrage in 
1885.153  

This was the basic scenario set for the first decade of the 20th century in British politics. The 
major strategic moves over social reform were guided by the hands of a small group of civil 
servants and reformers. The most influential of this group were Sidney and Beatrice Webb, 
Llewellyn Smith and William Beveridge. In the Liberal Party the motivated party activists were 
Winston Churchill and Lloyd George154. The technical groundwork for the design of national 
insurance was laid by the Webbs' and Beveridge's research into the industrial transformation of 
British society. The Webbs were a husband and wife team that researched the major social 
problems of the day and published a wide range of studies on English local government, the Poor 
Laws, and Industrial Democracy, among many others. They advocated many of the continental 
European approaches to social organization that laid the groundwork for social democracy as we 
know it today. Their chosen approach to a national unemployment insurance policy was to adopt 
the Belgian Ghent system of state subsidies to union insurance funds which they felt would help 
to solidify the position of unions.155 

The technical, empirical study of unemployment was taken up first by Smith, a statistician 
and Commissioner at the Board of Trade in the 1890s, and then by Beveridge, a young civil 
servant who was also eventually appointed to the Board of Trade in 1908 under Churchill. The 
arguments developed by Smith and Beveridge recognized many factors affecting employment, 
most notably seasonal cycles, trade cycles and unpredictable events, but primarily emphasized 
the misallocation of the supply and demand for labor and attributed this to lack of information 
and coordination in the labor market. Smith appeared to concede that cyclical oscillations were 
the most serious fluctuations, "which were increasing in frequency and intensity and occurred 
most severely in the heavy instrument trades that set the pace for the rest of the economy."156 
The Webbs also speak of those "periodic depressions of trade of which we have , as yet, no 
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complete explanation."157 However, Beveridge seemed to dismiss the industrial cycle 
explanation as having severe limitations because it "underrated the importance of local variations 
in the structure of the labor market and in the...communication between potential employers and 
the unemployed."158 I imagine that Beveridge's diagnosis, which was not informed by any 
application of economic theory of the time but primarily through statistical observations and 
interviews of the unemployed, was largely motivated to serve the needs of his policy 
prescriptions. The problem of cyclical demand seemed fairly intractable at the time.159 Therefore, 
to the minds of the statisticians the problem was one of information and coordination which 
could be mitigated through a system of labor exchanges modeled on the German system.160 Thus 
the establishment of voluntary labor exchanges became the foundation of Beveridge's 
recommendations.  

Beveridge was a protégé of the Webbs and had been introduced to Churchill at the Board of 
Trade. This small group of liberal reformers were all well-known to each other and ideas were 
shared freely. However, the personal agendas of the various parties close to the levers of 
bureaucratic and legislative power were quite different. In particular we will see how Churchill 
shaped the legislative strategy to serve the interests of the Liberal Party then in government. 

In 1905 the Royal Commission on the Poor Laws was appointed and commissioned to 
investigate and make recommendations concerning national insurance against unemployment. 
Beatrice Webb was appointed to the Commission and Beveridge was invited frequently to 
submit reports. The Webbs favored a collectivist framework for the management of 
unemployment that included compulsory labor exchanges with voluntary unemployment 
insurance. However, Beveridge differed in that he felt compulsory labor exchanges would be 
politically infeasible and that voluntary insurance would also be inadequate to solve the 
unemployment problem of unskilled or casual, non-unionized workers. His empirical studies had 
shown that these workers made up the bulk of the unemployed.161 Thus Beveridge was inclined 
toward voluntary labor exchanges with compulsory unemployment insurance.162  

At this time the Liberal Party had a fairly weak hold on power in government and feared the 
threat of a challenge from the Conservatives on the right and also suffered the criticism of a 
newly formed workers coalition on the left. Liberals felt the need to attract worker support to 
counter the more serious Conservative challenge. In 1903 Chamberlain of the Conservatives 
proposed a system of trade protection through an imperial tariff to counter the threat of foreign 
competition to domestic industry.163 To counter, the Liberals were attempting to build a political 
platform based upon open trade and pushed for trade liberalization combined with social reform 
to energize the Liberal Party. Asquith as Chancellor of the Exchequer stated explicitly that "if it 
could not be proved that social reform can be financed on Free Trade lines a return to Protection 
is a moral certainty."164  

The cyclical downturn of 1903-5 was followed by several years of postponed action on 
unemployment by the Liberal party in government. However, another economic downturn with 
increasing unemployment in 1908-9 provided the necessary motivation for Liberal party 
members to implement policies to invigorate the party and insure its reelection. Asquith rose to 
Prime Minister in 1908 and George and Churchill were appointed to ministerial posts. It fell to 
Churchill at the Board of Trade to weave a legislative strategy to pass the Liberal party proposals 
on social reform. In this task he was constrained by the findings of the technocratic 
investigations of the commissions and guided by the electoral strategy of the Liberal party 
platform. His primary concerns were several. First he had the preliminary reports and 
recommendations of the Royal Commission on the Poor Law to consider. In this respect 
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Churchill wanted to downplay the influence of Sidney Webb and his association with Fabian 
socialism as this was considered a political liability. Second, Churchill was most interested in a 
strategy that would attract the lower, unemployed masses into the party fold. There was a 
growing constituency of the working class that needed a reason to identify with the Liberal party.  
To do this he had to cast beyond the organized trade unions with proposals that included these 
unskilled workers as organized trade unions accounted for less than 10% of the labor force. So 
Churchill was predisposed against specific trade union centered strategies but he did need to 
retain union support. This electoral strategy placed him at odds with the Webbs but was 
congruent with Beveridge's findings that unemployment was most acute among the unskilled 
workmen. This seems to be the main reason that a Ghent system built upon voluntary union 
funds was rejected at the top echelons in Britain. In addition Churchill was convinced that 
insurance was financially dependent on employer contributions as well as state and employee 
contributions and that the Ghent system of union controlled benefits would be strongly objected 
to by employers and was therefore incompatible with this goal.165 

Thirdly, Churchill was influenced by the reports by George and Beveridge concerning the 
operative efficiency of German labor exchanges as administrative and organizational institutions 
to manage the labor force. As previously mentioned, Beveridge was particularly in favor of labor 
exchanges as the administrative locus of national labor organization. Beveridge was convinced 
that a nation-wide system of labor exchanges would usher in a new era of industrial efficiency by 
reducing the informational and coordination costs in the labor market. He also recognized the 
moral aspect of labor exchanges in being able to monitor employment behavior at the local level. 
accepting these arguments, Churchill exercised his preference as president of the Board of Trade 
for a national system of labor exchanges under the centralized control of the Board.166  

The design of the proposed final bill served the needs of Churchill's electoral strategy while 
falling within the constraints of technical design. Churchill crafted a bill to establish universal 
compulsory insurance that covered all workmen in three categories of trades--shipbuilding, 
engineering, and construction. These trades were chosen because of their cyclical regularity and 
statistical predictability, thus making them most useful in the experimental stage of 
unemployment insurance. When the draft of the bill became public Churchill had to deal with 
some finalizing issues regarding the interests of trade unions over the design of the system. Trade 
union opposition was diverse in its motives but in general trade unions were opposed to any 
threat to their sovereignty over labor issues and their control of the unemployment insurance 
benefit to their members. Churchill assuaged these fears by making the state system 
complementary to existing trade union funds. Thus trade union benefits were a supplemental 
benefit unions could still offer their members. The Trades Union Congress had also sent a 
delegation to Germany in 1908 to investigate the effect of state insurance on unions' strength and 
came away reassured of their continued viability.167 In addition, trade unions were promised 'full 
representation' on advisory committees.168  

There was considerable delay in passage of the Bill in its entirety because of controversy 
over Part I of the bill which covered health insurance. This controversy is too complex and 
tangential to the discussion here to be discussed. Suffice to say that in contrast, the 
unemployment insurance Part II of the Act had a relatively easy passage through Parliament. 
There was virtually no parliamentary opposition from organized commercial interests.169 Several 
employers' associations voiced objections but declined to mobilize organized opposition.170 

To understand the impetus for the 1911 legislation we would expect the parliamentary 
process to be heavily influenced by political parties, government elites and interest groups. What 
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we find in this British case is a dominant role played by civil servants and Liberal party activists 
in designing and reshaping the legislation to serve the governing party's interests. There was very 
little organized opposition from business or labor unions (with a few minor exceptions) nor a 
significant amount of Parliamentary debate over the specific issue of unemployment insurance.  

In sum, it was political entrepreneurs typified by Churchill and George who identified and 
responded to the unarticulated demands of the electorate for a government-driven program of 
social reform. Churchill was guided by the strategic imperative of devising policies that would 
bind a electoral coalition together in support of the Liberal Party. This gives support to the causal 
argument that generous social insurance programs were a necessary concomitant to open trade 
policies. The compromises were supported (or at least not too strenuously opposed) by both 
organized labor and international business interests in the mutual interest of freer trade. The 
mutual reinforcement of these two policies of generous social insurance and open trade are 
reflected in the development of the social democratic welfare states of western Europe.  

V. Conclusion.  

The case of Great Britain presented here, as with all single country cases, is somewhat 
unique and special. Britain is certainly unique in the timing and nature of its economic 
development. This case was researched first because of this uniqueness and the knowledge that it 
would be instructive as well as critical in testing the general hypothesis. Britain was a leader of 
the Industrial Revolution in terms of economic organization with the application of 
manufacturing technology and factory organization; in social transformation with the division, 
specialization and migration of labor; and in political institutional development. Britain was also 
the leader in terms of the volume of expansion of overseas trade during the 19th century - the 
international period known as the Pax Britannica. Britain's uniqueness in these respects makes it 
not only unusually productive for questions of social inquiry but also difficult to manage and 
control for a wide range of socio-economic phenomena. I expect this case, more than the others 
to give rise to more interesting questions on the topic of social insurance development than to 
provide clear answers.  

Foremost, the hard evidence on the relationship between trade and insurance is mixed but 
promising. First, the positive correlation between trade and employment is convincing as 
portrayed in the graphs of Figures 4.C, D and E. As trade in exports falls, so does production and 
employment as measured in the national aggregates. This data is confirmed by two sources and 
the correlation seems remarkably strong. Britain is located in the middle of the range of OECD 
trading countries, with combined exports and imports at 40-50% of GDP.171 Ceteris paribus, we 
would expect the correlation with domestic employment to be stronger as trade deepens and 
more production derives from export demand. Unfortunately, data this specific is not available 
for other cases. 

The next evidence to bring to bear are those tests that measure pre-social insurance efforts to 
illustrate the causal mechanism. There are validity problems that arise with both our proxies for 
the dependent variable: friendly societies and trade union funds. Friendly societies are extremely 
limited in their application to economic risks associated with industrial unemployment. 
Conscriptions in most cases were inadequate to build up significant reserve funds and 
contribution rates were primarily a function of wage rates, not insurance actuarial requirements 
calculated according to expected fluctuations in employment. Under these limitations we can 
only expect friendly society membership to be indirectly associated with employment variance 
due to trade dependence. The particular case of labor in the primary export industries of textiles 
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and mining underscore this point. Output fluctuations in these industries were managed by short-
time reduction of work hours instead of layoffs per se. This implies that workers in these 
industries and regions would be more vulnerable to income fluctuations. Their ability to save and 
self-insure would be severely constrained and therefore they would rely heavily on friendly 
society-type benefits for relief. This seems to be supported by the incidence of friendly societies 
across counties in the early 19th century. However, this explanation by itself would not require 
export or import dependence as a necessary condition, as we could expect any industry that was 
highly specialized and volatile to experience private risk pooling among its workers.  

Our attempt to use trade union efforts as a proxy also has its drawbacks. Unions serve a 
variety of functions, most importantly as organizational structures that seek strength in solidarity 
and numbers to maximize market power relative to other factors of production. Union resources, 
both financial and manpower, are conscripted to serve these organizational goals and therefore 
out-of-work benefits are subordinate to more critical institutional needs, such as strike benefits 
and mobilization expenses. Thus we would expect the level of union unemployment benefits to 
be partly a function of wage rates and contribution levels within industries as well as the 
frequency of industrial conflict and strike actions. This also seems to be supported by the 
dominance of high-wage industries in union organization. 

What can be gleaned from this evidence and reasoning is new insight into the analytical 
argument presented in this study, that is, the relationship between social insurance and trade risk. 
What we have attempted here is to focus on some microeconomic phenomena at the community, 
industry, and union organization level of analysis to discern evidence of the demand for some 
forms of insurance pooling. But the microeconomic factors that dominate policy choices at this 
level are qualitatively different than those that are determinant at the national level. Distinct 
groups' capabilities to pool income risks are a function of the resources available (i.e. wages and 
contribution rates) and the costs of organization due to the production process (i.e. factories and 
dock workers vs. agricultural workers) and other parameters associated with exogenous 
economic factors of specific industries. The difficulties of accomplishing viable risk 
management at the microeconomic level under the conditions of early industrialization were 
understandably daunting. Frequent efforts and failures were most likely a major source of the 
undercurrent of demand for some form of social insurance at the national level. At the national 
level the differences across industries and classes of workers become inconsequential. The costs 
are partially socialized either through employer contributions and/or public subsidization. 
Whereas at the microeconomic level we find many variables determinant, at the national level 
many of these variables will become irrelevant. Thus at the national level of analysis we would 
expect to find national aggregates such as trade dependence to be more significant in explaining 
national policy outcomes. The preliminary indication of this British case is that such national 
factors were reflected in the politics of social insurance and the particular insights of individual 
political entrepreneurs. We should look for similar evidence in the other cases. 

In the British case the ambitious political entrepreneurs of the Liberal Party, Lloyd George 
and Winston Churchill, were instrumental in the timing and design of national unemployment 
insurance. The general unarticulated public demand that I am trying to measure through the 
institutions of friendly societies and trade unions was identified and co-opted by a political 
strategy to define and build political constituencies within a changing political order. In the 
absence of individuals like Churchill and George we might ask from what other sources might 
these interests originate? Or perhaps who might take the lesson of Great Britain's lead in trade 
policy and domestic social policy and run with the ball on their own field. It would seem that our 
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hypothesized domestic interest groups had much to gain through publicly subsidized 
unemployment insurance. These groups include almost all of organized domestic labor and 
international business interests. We reviewed some data on the union beneficiaries of social 
insurance measured in the British case and discovered that prominent organized unions had 
considerable gains in benefits that exceeded costs. We also see in the British case how unions 
had little to fear from state encroachment on union affairs and that there was a negligible effect 
on unions' organizational powers. We may expect that this would be even more true in those 
countries that chose Ghent systems. We might conclude then that organized labor would support 
national unemployment insurance based on the lessons of the British case. 

For international business interests there might be more finely differentiated material 
interests due to the variation in industry costs and benefits from social insurance. But I would 
expect that these would also be overwhelmed by the general interest in trade openness in national 
foreign economic policy. In other words, if subsidized social policy was the price for open trade 
policies, then so be it - the price was willingly paid.172 This point along with several others raised 
here will be brought out in greater relief with the following two cases of Belgium and 
Switzerland, both highly trade-dependent cases. 
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CHAPTER 5 

THE DEVELOPMENT OF UNEMPLOYMENT INSURANCE  
IN BELGIUM AND SWITZERLAND 

Introduction  

Belgium and Switzerland both provide interesting complementary cases to Great Britain. 
First, both countries are considerably smaller but industrialized early and developed extensive 
international trade relations. Referring back to Table 2.2 in Chapter 2 (p. 72), we can see that 
Switzerland and Belgium are almost identical in trade dependence in the high range with the two 
other trade dependent states of the Netherlands and Denmark. Britain follows solidly in the upper 
middle range with the US down at the lowest level of trade dependence. Another interesting and 
relevant aspect of these two cases of Belgium and Switzerland is that most of the early 
experimental trials for implementing unemployment insurance at the local level were attempted 
in these two countries. The first record of a public subsidy for unemployment funds was in the 
Swiss municipality of Berne in 1893. The Swiss cities of Basel and Zurich followed shortly 
thereafter. In the Belgian cities of Liège and Ghent the most historically noted subsidized plans 
were instituted in 1897 and 1900 respectively.173 Many other cities in Germany (Liepzig, 
Cologne), France (Limoges, Dijon, Strasbourg) and Italy (Bologna, Milan, Brescia) adopted 
subsidized plans with varying success around the turn of the century but the Swiss and Belgian 
efforts are notable for their precedence. 

Another aspect that makes Belgium an interesting case for social insurance is that with its 
particular history of industrialism, trade and population density, Belgium has often functioned as 
a European laboratory for social institutions. In the words of one government spokesperson: 

With its small size, its large population, and its high degree of 
industrialization, Belgium has been a typical country of free trade. Dependent on 
importation of raw materials and exportation of finished and semi-finished 
products, it has been highly sensitive to the vicissitudes of international economic 
developments. This has compelled the country to establish step by step an 
elaborate system of social security and social welfare for its citizens.174  

On the other hand, these two cases go well together because of important differences. The 
most important difference between Belgium and Switzerland is the role of organized labor. In 
Belgium trade unions have a long tradition of influence on local and national politics. As we will 
see, on the issue of socialized unemployment insurance the two dominant features of Belgian 
history are the "large degree of local self-government and a vigorous, highly developed, and 
politically conscious trade union movement."175 Another recent study of Belgium attributes the 
particular choices over unemployment insurance to the waxing and waning influence of 
organized trade unions.176 In Switzerland, however, the role of labor unions is much more 
circumscribed. Swiss labor organization is often characterized as weak, factionalized, 
subordinate to business, and of relatively low density.177 We will discuss the basis of this 
assessment in greater depth later in this chapter. Certainly there is a large degree of regional 
autonomy in Switzerland, in fact the Swiss constitution deliberately restrains much centralized 
national legislation. In this sense Switzerland has much in common with Belgium, but the 
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relative weakness of regional and national organized labor relative to Belgium should allow us to 
assess the importance of this variable within our analytical framework.  

This difference in labor strength points to another factor that may be pertinent to questions 
about social policy. That factor is the traditional staunch conservatism of Swiss society which is 
associated with its strong traditional liberal capitalist ideology. Switzerland's domestic politics 
has been characterized by its anti-socialism and anti-communism which has contributed to its 
government's reputation for favoring banking and industrial interests and subordinating the 
interests of labor unions. However, this is more of a caricature of Swiss society and politics than 
a representation of reality. The reality, as Katzenstein has pointed out, is an ideology of social 
partnership that unites businesses and unions at the national level.178 This in spite of ideological 
prejudices. Nevertheless, our examination of the process that has shaped Switzerland's social and 
economic policies may give pause to those who would persist in attributing differences in the 
social welfare state primarily to ideology.  

Lastly, during the 1920s and 1930s both Belgium and Switzerland offer excellent 
illustrations of the theoretical argument concerning economic constraints and policy choices 
confronting trade dependent, industrialized democracies. Buffeted by the deep postwar recession 
of 1921-22 and followed by the devastating international crisis of the 1930s, Belgium bounced 
between devaluation and deflationary monetary policies and on-again-off-again protectionist 
trade policies in an attempt to find some stability in a turbulent international trade environment. 
These trials and errors in macro policies largely determined the post-WWII direction of Belgian 
policies, especially with respect to employment. This is discussed at greater length in Section III. 

In the case of Switzerland we see a considerable conflict of ideological and material 
interests between industry and labor leading up to the interwar years. For the most part 
government intervention came down on the side of industrialists and international bankers during 
these conflicts. However, the depression of the 1930s in combination with the threatening 
military presence of the neighboring Nazi regime forced a more national unity of interests that 
became known as the Peace Agreement of 1937. This was basically a treaty institutionalizing 
peaceful negotiation between industry and labor that has provided the foundation of Swiss 
economic policy to this day. However, as in Belgium, this resolution was also preceded by 
macroeconomic currency manipulations that proved to be less than fruitful in managing the 
depression crisis. This is discussed more thoroughly in Section VI. 

This chapter is divided into the two parts on the respective countries. The first part of three 
sections focuses on Belgium and covers some historical background of industry, employment 
and trade; the development of voluntary subsidized unemployment insurance known as the 
"Ghent" system; and the politics of legislation over national unemployment insurance during the 
1920s and 1930s. The second half of the chapter of three additional sections covers the same 
general issues from the perspective of Switzerland. The final section summarizes the arguments 
and findings for the two cases.  

The structure of the chapter is guided by the logic of our analytical questions concerning 
trade dependence and unemployment insurance. Both of these cases are useful to our research 
questions because they both lie in the upper left-hand quadrant of our analytical matrix, i.e., they 
both are highly trade dependent with decentralized, federal systems of government. Thus, our 
expectations are that efforts to mitigate the employment effects of trade would occur earlier, be 
voluntary and also more generous. We would also expect these efforts to originate and be 
concentrated in the major trading industries. In the domestic economy we would expect the 
unemployment effects of trade to be significant and provide the impetus and incentive for policy 
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initiatives. So, in the first sections we are specifically looking to discern the major export 
industries and draw some comparisons in the variation in unemployment experience. We can 
then compare the industry data with voluntary efforts to mitigate the effects through insurance 
schemes in the second sections. We would expect private efforts to insure against unemployment 
to be more developed in the export sector and export regions. We would also expect to find these 
private efforts to provide a foundation for national subsidized unemployment insurance. In both 
of these cases we find early efforts to insure against unemployment by trade unions and mutual 
aid societies. We also find that these efforts were to be inadequate in the face of the economic 
and political upheavals of the world wars and the interwar worldwide depression. The struggle 
for small trading states like Belgium and Switzerland to find stability during this period provides 
interesting illustrations of interest group intermediation and political compromise. The third 
section of each of the case studies in this chapter examines the political dynamic of this 
phenomenon. As we discovered in the British case, this dynamic is an important part of the 
mechanism determining the results we have found in the aggregate concerning the variation in 
the generosity of unemployment insurance. We expect and will find a coincidence of interests 
among dominant export industries, labor and government that result in tradeoffs balancing trade 
openness with generous social insurance programs. It is interesting how similar results obtain in 
Belgium with a tradition of strong labor organization and in Switzerland with a tradition of weak 
labor organization and staunch anti-socialist ideology. This would appear to support the 
argument that it is trade exposure that best explains the results. 

BELGIUM 

I. Historical Background of Industry and Trade in Belgium 
This section presents a brief exposition of the Belgian economy in the late 19th and early 

20th centuries. In particular we are concerned with the depth of trade and the primary trade-
oriented industries. We are also concerned with the unemployment trends within these industries 
and how well they correlate with private and public efforts to insure against job loss due to trade 
fluctuations, which will be addressed in the following section.  

Belgium was the second country after Britain to experience the industrial revolution. The 
basic 'take-off' was achieved during the 1840s.179 The early industrializing patterns at this time 
laid the basic foundation for development of the economy well into the present century. Primary 
factors contributing to early Belgian economic development included its proximity to the 
markets of France and Germany, the availability of investment capital and the high concentration 
of labor.180 The leading industries were located in the textile districts in Flanders and Liège and 
the metallurgic area of the Sambre-Meuse valley that traversed east to west through the center of 
the country.181 Access to water transport and proximity of the coal fields were the basic 
locational factors of industrial development. A variety of small manufacturing industries that 
used coal as a power source or as an input sprung up along the coal mining corridors of the 
Hainaut and Liège provinces. Some of these industries were glass, ceramic pottery, chemicals, 
furniture, matches, woolen and cotton textiles, and various metallurgical industries such as steel 
and iron forging. A major share of this production was for foreign markets, as one historian 
notes: 

From the mid-nineteenth century the Belgian economy produced industrial 
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products far in excess of the relatively small domestic market. ... After the turn of 
the century products like steel, matches, dyes, rayon, rolling stock, glass and 
textiles were exported at a high percentage of their total output and these 
industries employed a large labour force.182  

The major export market for Belgian manufactures was Great Britain which primarily 
exported coal to Belgium in return. The comparative advantage for Belgium was based upon 
lower wage costs, especially in textiles and coal mining.183 The relative openness of Belgium and 
the export-orientation of its manufacturing industries exposed it to major economic and social 
pressures due to subsequent industrialization in Germany, France and the US. Some industries 
were severely undermined by international competition, such as the glassblowing industry by US 
producers. Another significant transformation was caused by the agrarian crisis of the long 
depression from 1873-1895 when prices and wages fell. The pressure of American grain imports 
reduced the incomes and purchasing power of the agrarian population which soon spread to 
increased unemployment in the industrial centers.184  

In general, increased international competition at the end of the 19th century significantly 
affected both dominant industries of textiles and coal. The result was the rationalization of the 
textile industry with new factory production techniques and a shift towards lower wage levels 
prevailing in Flanders in the northwest coastal region. The Ghent cotton industry responded 
particularly well to these pressures and expanded rapidly, more than doubling the number of 
workers from 1896 to 1910.185 In coal mining there was a move toward protectionist measures 
and subsidies to maintain employment.  

As we found with Great Britain, early industrialization in Belgium became highly clustered 
geographically and marked by a high degree of division of labor and regional specialization. By 
the end of the 19th century the most notable features of the regional distribution of 
industrialization were the coal mining regions along the Sambre-Meuse river valleys, 
encompassing Hainaut and Liège provinces, and the textile region in East Flanders centered 
around the city of Ghent.186 We would expect this regional specialization to concentrate and 
heighten the production and employment risks of demand shocks to the domestic economy and 
that over the long-term the natural response would lead to greater economic diversification in 
manufacturing production and associated employment. 

The foregoing paragraphs provide a very rough sketch of the Belgian economy around the 
turn of the century which we can now confirm with some basic statistical data. Unfortunately, 
data on Belgium is very sketchy through most of the 19th century. It is only in the second decade 
of the 20th century that more comprehensive and reliable statistics on trade and employment 
become available. Table 5.1 shows a breakdown in employment trends by economic sector over 
time from 1846 through 1970. Agriculture was the major industry at mid-19th century but there 
was still a sizable small-manufacturing sector. Most relevant to our inquiry is this manufacturing 
sector, which maintains a fairly stable proportion of the domestic labor force over time at one-
third. The most notable shift is away from agriculture and into commerce, finance and services. 
Agriculture shrinks from more than half the working population in the mid 1800s to roughly a 
fifth by 1920 to less than 5% in more recent times. This is typical for industrializing nations in 
Europe at this time and is an indication of the increased productivity of agriculture, international 
competition and declining prices, and the migration of workers into the manufacturing centers.  
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Table 5.2 gives a breakdown of the industrial sector by industry classifications for the years 

1910 and 1937. The largest manufacturing sectors in terms of employment at the beginning of 
this century were the metallurgy, mines and textile industries with a combined 46% of the 
industrial labor force in 1910. This dominant share was maintained up until the second world war 
with metallurgy and textiles increasing their shares at the expense of mining. Table 5.3 shows the 
composition of exports by sector in the years 1925 and 1937. The dominant export sectors were 
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metal products and textiles. We can see the relative trade dependence of different product 
industries in Table 5.4. Most industries in Belgium were heavily dependent on export demand for 
their output with the dominant industries of metals and textiles exporting roughly two-thirds of 
production.  
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To sum up, the Belgian economy was characterized by a sizable manufacturing sector based 

on small manufactures and mining. These small manufactures were well-diversified but the 
primary industries were textiles and metal products. These industries were heavily oriented 
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towards foreign markets with about two-thirds of production for export. Finally, the major 
industries were geographically clustered around the manufacturing centers of Ghent and Liège 
and the coal mining areas in Hainaut and the Sambre-Meuse valley. This rough sketch leads us 
into the next section which is the development of unemployment insurance by various means. 
The initial insurance efforts were associated with certain trades and localities and we shall try to 
evaluate how these efforts relate to the major exporting industries of textiles and metallurgy and 
their regional concentration.  

II. The Ghent and Liège Systems of Voluntary Unemployment Insurance 

This section reviews the major developments of subsidized voluntary unemployment 
insurance in Belgium and represents the qualitative dimensions of the dependent variable. This 
form of insurance is widely referred to internationally as the "Ghent system" after the city of 
Ghent in Flanders, where a particular structural design for publicly subsidized insurance 
originated in 1900. The Liège system originated in the city of that name a few years earlier in 
1897 and was very similar in design and intent except for certain important differences relating 
to labor union funds (which will be discussed shortly). Both of these systems were widely 
adopted within Belgium and also by many cities in other countries. Their ready proliferation was 
primarily due to the widely perceived success of these systems to manage and mitigate the local 
effects of unemployment.  

In Belgium voluntary unemployment insurance generally originated in strong local labor 
unions organized along different trades. Belgian industry was characterized by a highly 
developed and politically influential trade union movement. Dechesne notes that the first 
appearance of unions in Belgium was in Ghent in the cotton industry in 1856 while Stewart notes 
the existence of the Printer's Union of Brussels in 1846.187 Whichever the historical point of 
reference, by 1896 roughly half of the Ghent labor force belonged to various unions and 23 of 
these unions offered unemployment benefits to members.188 As also previously mentioned, the 
last two decades of the century were particularly volatile because of international competitive 
cost pressures and fluctuating foreign demand. There were acute, recurring industrial depressions 
recorded in 1873, 1877, 1882, 1886 and 1893. As in Britain, local trade union efforts to manage 
unemployment were of limited success. The imbalance of benefits and contributions were due to 
many of the factors associated with the different trades. The unions of higher-paid trades, such as 
printing, were able to extract higher contributions and thereby better able to withstand periodic 
financial shocks while low-wage unions, such as textiles, were less able to do so.189  

Communal efforts to manage the fluctuations in employment were initially focused on the 
organization and public subsidization of labor exchanges designed to match the supply of 
workers with industry demand - in Liège in 1888 and in Ghent in 1891.190 These efforts to 
increase the efficiency of the labor market were followed by the direct subsidization of trade 
union unemployment benefit payments, first instituted in Liège in 1897. This was followed by 
the city of Ghent with its own slightly different design for subsidies in 1900. The widespread 
proliferation of these types of municipal funds was immediate and by 1913 there were 68 
Belgian cities under the Ghent system and 33 under the Liège system.191  

The Ghent system paid out a direct subsidy to unemployed workers based upon a percentage 
of union benefit paid. The percentage rate was established by a committee of communal council 
members and representatives of affiliated associations (such as mutual savings societies and 
trade unions) and affiliated communes. The rate varied between 30-100% depending on 
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economic circumstances but usually averaged about 50%.192 In addition to union members, non-
affiliated workers could receive benefits based upon savings withdrawals from specially 
designated savings accounts. The subsidy was only paid for involuntary unemployment but not 
for losses due to strikes or lock-outs. The benefits were paid out by unions on a daily basis with 
the subsidy rate advanced by the union and then reimbursed by the communal fund. Some of the 
qualifying restrictions included 1) registration at the labor exchange; 2) daily registration at the 
labor union offices; 3) daily registration at the labor exchange for savings beneficiaries; and 4) 
close oversight by the secretary-controller and members of the municipal unemployment fund 
committee. The operational design was to use the informational resources of the unions and labor 
exchanges to monitor workers and employment conditions in order to hold the costs of 
monitoring and malingering to a minimum. 

The design of the Ghent fund was based upon individual autonomy and the stated principle 
was "Help thyself and the municipality will help thee."193 The role of the unions was to 
administer and monitor payments of the subsidy together with their own benefit outlays, giving 
the incentive to minimize moral hazard or malingering. The incentives upon the individual 
worker marginally supported union membership and in effect almost all workers receiving 
benefit in Ghent were union members.194  

The Liège system was slightly different in ways that favored unions as organizations rather 
than individual workers. Under Liège, municipal subsidies were paid to unions directly based 
upon total membership, total contributions and benefits previously paid.195 This method favored 
the unions because they had complete discretion over how the funds were to be distributed. This 
also allowed them to build reserve funds and offer significant benefits to members alone. In 
addition the Liège plan allowed payment of benefits during lock-outs, thereby affecting the 
bargaining leverage of unions over employers. We would expect that unions would strongly 
favor the Liège system over the Ghent. As Belgian unions had strong ideological party 
affiliations, we find this preference to be the case with the socialist unions. But one study 
maintains union choices were overridden by the political leanings of the local authorities and that 
the choice of system depended on ideology: socialists preferring Liège and Catholics and liberals 
preferring Ghent.196 We will attempt to assess this explanation in the next section, but, in any 
case, Ghent seems to have prevailed, at least at the municipal and provincial levels.  

The Ghent efforts to manage unemployment were fairly well-documented and Gibbon's 
study on Unemployment Insurance in 1911 contains some interesting data on several municipal 
insurance schemes, especially Ghent. Records of municipal subsidy payments were kept in fair 
detail. Table 5.5 presents these data on the Ghent fund in 1908 while Table 5.6 presents similar 
data for the whole of Belgium in 1909. What is presented here is the distribution of benefit 
payments across industries by trade union classifications. The largest beneficiaries of subsidies 
in both cases were the textile and building trades, followed closely by the metal trades. The 
textile unions have by far the largest membership and also the highest rate of unemployment for 
this particular year. As we know, the textile and metal trades were heavily export-oriented while 
building was exclusively domestic. The building trade was considered to be a special case 
subject to seasonal unemployment and frequent, cyclical fluctuations in demand and Gibbon tries 
to assess the differences between textiles and metals from building with respect to the experience 
of unemployment as well as the differences in insurance rules for building trades:  

The textile and metal trades are well organized. The building trades in 
Belgium, as elsewhere, are prone to unemployment. It is significant that in 1908, 
when the trade depression was very severe, subsidy was paid in respect to nearly 
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twice as many days of unemployment in the textile as in the building trades, 
whereas in 1909 the number of days in the building trades was larger than in the 
textile, the reason, no doubt, being that unemployment in the former trades is less 
dependent on general prosperity or depression than in the latter. The building 
trades, with their often prolonged slackness, are rightly held to present difficulties 
in the way of insurance against unemployment. The considerable extent, 
comparatively, to which insurance is effected in these trades in Belgium is 
noteworthy...It is interesting to note that among masons benefit is only paid 
during the winter months.197 (emphasis added) 

 

 

 

 
These data give support to the general hypothesis we are concerned with here - which is that 

pre-national, voluntary, communal efforts to mitigate the social costs of unemployment were 
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directly related to the trade dependence of certain major industries. In this case those industries 
were textiles and to a lesser extent, the metal trades. The regional concentration of these 
industries coincides with major communal and provincial efforts to subsidize unemployment 
insurance. Ghent was the major center of cotton and other textile production as well as the iron 
industry while Liège was a center of textiles and metal forging. As in Britain, these regional 
insurance efforts also coincide with the major manufacturing centers of the Belgium industrial 
economy, so that one might say that industrialization is the salient independent variable. This 
issue can be better assessed after analyzing the politics of national unemployment insurance. 
Given our hypotheses in Chapter 2, we would expect the national policy to reflect the dominant 
strength of trading interests because these interests have the most to gain relative to costs when it 
comes to implementing a national insurance pool. This provides us with some general 
hypotheses concerning conflicting preferences on national legislation that can be evaluated by 
analyzing the political development of the national system during the interwar period in 
Belgium.  

III. The Politics of National Unemployment Insurance in Belgium.  

The previous sections have briefly discussed the industrial development of the Belgian 
economy and local efforts to manage unemployment through trade union funds and municipal 
subsidies. However, the politics of national unemployment insurance in Belgium unfolded 
during the interwar years and the final result was determined by a host of political, economic and 
social factors over roughly a 25 year period. Because of the uniqueness of the economic crises 
associated with this period, the interwar years are especially salient to the role of unemployment 
insurance within the overall context of national policy-making, especially trade and exchange 
rate policy. This section will discuss these developments from the analytical perspective of our 
case methods.  

Based on a long historical tradition, the Belgian state has been characterized politically by a 
high degree of local autonomy. Belgium consists of nine provinces that are divided linguistically 
and culturally between the Flemish in the north and the French-speaking Walloons in the 
south.198 With the exception of the textile centers around Ghent, the Flemings were 
predominantly agricultural, devout Catholics and politically conservative. The Walloon 
provinces were the first to industrialize along the Hainaut-Liège corridor and to politically 
develop socialistic tendencies. These divisions antedate the Belgian state, which was declared 
independent in 1830, by several centuries. The persistence of territorial integrity has produced 
highly individualistic traditions that are respected in the constitutional structure of the modern 
Belgian state. The fundamental political unit is the town or commune or municipality. Since the 
13th century trade guilds dominated both industry and government within the communes and this 
guild tradition gradually transformed in the industrial age into an influential local trade union 
movement.199 This regional autonomy should not be underestimated as Dupriez cautions: 

[Belgium] is unquestionably the most decentralized country of all on the 
European continent...The traditions of local self-government are so strong in 
Belgium, public opinion is so jealous of "communal liberties," that the central 
government...has not always dared even to make use of its incontestable rights, or 
has used them only with extreme caution.200  
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It would seem that this strong communal identity and governing self-autonomy would help 
explain the development of voluntary unemployment insurance funds through trade unions and 
the support of such by the local governing city councils. We have already discussed some of the 
problems and limitations of local management of macro-economic change and the Belgian case 
of an expanding, trade-dependent, industrial economy seems to follow the same script as Great 
Britain. The difference seems to be that the strong financial support of communal subsidies in 
Belgium helped the trade union funds to survive the vicissitudes of the international economy in 
the critical period from the late 1800s until the outbreak of the war in 1914. However, the 
difficulties brought on by the war as well as the expansion of manufacturing trade demanded the 
transfer of the unemployment problem from the local and provincial to the national level. 

It was in the second decade of the 20th century that the national government in Belgium first 
entered into the equation of unemployment insurance. This was due to a convergence of factors 
associated with the international economy and World War I. In 1908, a depression strained union 
funds and the national government stepped in with some ad hoc subsidization of unemployment 
insurance at this time. However, further government planning on the design of a nationally-
subsidized insurance system was interrupted by the outbreak of war in 1914. During the war the 
national government was forced to step in with immediate employment relief as many trade 
union funds were quickly bankrupted due to the economic and social upheaval.201 The aftermath 
of the war brought further problems stemming from the need to reabsorb returning military 
personnel into the civilian labor force. At this time a number of factors affected the balance of 
power in Belgian politics. Vanthemsche cites several of these: 1) the extension of the voter 
franchise to universal suffrage in 1918 - strengthening the Socialists; 2) the rapid increase of 
union membership due to the Ghent incentives for membership - strengthening the workers; and 
3) the resulting weakening of conservative Catholic government that had previously dominated 
Belgian politics.202 To these we should add the fact that the war was most certainly traumatic to 
Belgian society and probably rendered the internal political divisions and social cleavages based 
on class, ideology, language and religion somewhat moot. The result was a political 
rapprochement among the three major political factions - Catholic, liberal and socialist - in the 
interests of national unity. A national subsidized system of unemployment insurance under the 
direction of the Socialist minister of Industry and Labor, Joseph Wauters, was instituted in 1920 
with the establishment of the National Emergency Fund.203 The system was based primarily on a 
combination of the Liège and Ghent systems that reinforced the local character of existing union 
employment funds.204 

In 1921-22 there was a serious economic crisis brought on by the decrease in foreign 
demand. Exports stagnated again in 1925 and the Belgian franc was devalued in 1925 and then 
again in 1926. This resulted in a major investment boom in 1926-29 that preceded the crash of 
the 1930s depression.205 A brief evaluation of the effect of the depression on Belgian society in 
terms of employment is instructive at this point.  
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Statistical evidence suggests that for Belgium the depression of the 1930s was imported 

from abroad due to the depth of economic openness and trade dependence. In examining initial 
policy responses, Hogg notes that the Belgian government was slow to respond and initially 
claimed that the depression was an external affair and that the government was powerless to 
act.206 Table 5.7 shows Belgian unemployment rates by industry from 1920-39 with data from 
Goossens, et.al. The authors note that export-oriented industries (especially metallurgy and 
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textiles) experienced high unemployment first in 1930s and peaked and declined in advance of 
the domestic sectors.207 From the previous Table 5.2 we should remember that the largest shares 
of industrial employment were in the metallurgy, mining and textile sectors.208 Looking at the 
rate of change over time in unemployment rates in industry, the authors observe that: 

The crisis was felt first and hardest in the major export industries: metallurgy, 
textiles and arts (which included the important diamond industry) show very large 
increases in 1930....By the mid-1930s industries catering to the home market were 
being hit harder than the export-oriented ones. This gradual shift of the 
unemployment burden illustrates the extent to which the Great Depression in 
Belgium was a phenomenon imported from abroad. The openness of the Belgian 
economy can also been seen in the recovery from 1935 to 1937, when 
unemployment in the export-oriented industries fell noticeably. Unemployment in 
the industries catering for the home market, such as food, construction and 
ceramics, fell later and to a lesser extent.209 

These data and the trade-dependent explanation illustrate very well the theoretical argument 
made in Chapter 2 regarding the substantive differences between external trade shocks and 
domestic business cycles with regard to policy options. The initial policy responses of the 
Belgian government to the depression crisis were largely futile. The Belgian government 
experimented with a menu of macroeconomic manipulations and trade restrictions. First, the 
devaluation of the British pound in 1931 made Belgian exports to its major trade partner 
uncompetitive. The devaluation of the Belgian franc in 1926 had been premised on stabilizing 
the franc at its new level and continued adherence to the gold standard. Thus, after the British 
devaluation, the Belgian government tried to restore competitiveness through deflationary 
policies and domestic market protection.210 In the private sector Belgian exporters reduced 
profits and even sustained losses to maintain market share while real wages were maintained, 
forestalling and aggravating the eventual reckoning. The immediate effect was mass 
unemployment suffused throughout the domestic economy leading to underconsumption and 
widespread poverty.211 The coal and agriculture industries were able to secure subsidies and 
protectionist measures to mitigate the full effects of the deflation but concerted attempts to create 
trading blocs to increase exports bore little success.212 One can see the real effects of these 
choices on domestic employment levels as shown in Table 5.7.  

Of course the results of the structural imbalances of the international economy in the 1930s 
are well known. The international gold standard collapsed in the mid-1930s as countries stopped 
supporting their respective currencies and let them devalue in rapid succession. In Belgium the 
franc was devalued in March, 1935 by 28%, less than two weeks after introducing exchange 
controls. Against this stormy background of economic events Belgian society was struggling 
with the questions of how to manage its precarious position within the international economy. 
Mommen succinctly summarizes the Belgian dilemma on the eve of the Second World War: 

The 1920s and 30s could be characterized as a transitory period from 
liberalism to a pressure group democracy and corporatist interest intermediation... 
..Belgium was largely dependent on industries producing semi-finished products 
for the world market and importing raw materials...Falling prices on the world 
market automatically led to declining export opportunities, fierce competition on 
the domestic market, lower earnings for Belgian industry and, consequently, 
higher unemployment and a decline in the average purchasing power of the 
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population. Remedies were difficult to find. Social tensions and political 
polarization finally undermined any form of consensus about economic, 
administrative and social reforms.213 

One element of the solution was the renewed movement towards a national unemployment 
insurance system. The result was compulsory national insurance passed in 1944, just a few 
months after liberation. The national system turned out to be a compromise between employers' 
and unions' interests brokered by senior civil servants. This is somewhat reminiscent of the 
British case, though without the heavy hand of political partisans' strategic manipulation. I would 
like to conclude this section of the Belgian analysis with a discussion of interpretations of the 
Belgian development of national unemployment insurance from 1920 to 1944. 

Several researchers argue that the national plan passed in 1920 was a victory of union 
strength over employers' interests and cite the concomitant rise of the Socialist Party at the 
expense of the conservative factions in government.214 In turn they explain the 1944 compromise 
as a result of the weakness of labor unions devastated under the Nazi occupation. Vanthemsche 
argues this class explanation most effectively. However, in considering the trade factor, my 
interpretation would be slightly different.  

First, we should note that the Catholic, socialist and liberal factions on the Ghent city 
council all supported subsidized insurance in 1900. If labor was weak we would not have 
expected the Ghent system to proliferate so quickly and widely. And if labor was strong we 
should have expected the Liège system to dominate, not Ghent. Second, in 1918 the extension of 
suffrage and the rise of trade unions due to the proliferation of the Ghent and Liège 
unemployment schemes probably explain a good part of the timing of the national subsidization 
of the voluntary system in 1921. The conservative hold on power previous to 1920 probably also 
played a factor in the delay. But concerning business interests, Goossens notes that many 
employers had instituted unemployment insurance plans, though voluntary insurance largely 
remained a union quasi-monopoly.215  

Previous to the 1920s, conservatives and employers were opposed to national 
unemployment insurance while during the interwar years both gradually came to accept the 
functional need for some collective government program. The political give and take in the 
1920s and 1930s was primarily over what form a national system would take. Vanthemsche 
suggests that this change of heart was forced upon the opposition by the waxing political strength 
of labor. My interpretation of events is that the experience and consequences of the trade policy 
mistakes of that time convinced the opposition of the virtues of strategic compromise and that 
manufacturers in the export sector began to understand the value of stability of their labor inputs. 
The overriding point being that neither employers nor unions held the upper hand and that policy 
was driven by the need to compromise. We should also note that despite the devastation wrought 
upon the union organizations by the Nazi occupation, unions still retained administrative control 
over the national unemployment system after 1944, even as the major concession of compulsion 
was conceded to business. Vanthemsche's argument looks plausible in terms of the design and 
some of the timing of the national system, but I believe the inevitability was due more to 
Belgium's international trade position. 

Nevertheless, this interpretation is only just that - an interpretation. The next case study of 
Switzerland may offer further insight into the calculus of domestic interests in trade-dependent 
states. Similar in many ways, Switzerland is in strong contrast to Belgium when it comes to its 
dominant liberal political ideology and its relatively weak union organization. 
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SWITZERLAND 

IV. Historical Background of Industry and Trade in Switzerland 

Our purpose in this section, as in Section I on Belgium is to establish the historical pattern of 
development of the Swiss economy. Specifically we are interested in the major sectors of 
employment and the major trading sectors. When these two characteristics of the national 
economy coincide our expectations are that national trade and social insurance policy will reflect 
the trade dependent policy outcomes of our hypotheses.  

Swiss history as a commercial and trading country is largely a result of its geographical 
position in the center of Europe at the cross roads between the north and the south through 
narrow Alpine passes. Early Swiss industry was founded on a system of widely dispersed home 
industries serving various textile manufactures such as cotton spinning and weaving and 
embroidery. At the end of the 18th century historical estimates place 100,000 cotton spinners 
alone employed in home industries. Other smaller but significant home industries were jewelry 
and watchmaking. The early 19th century introduced mechanization into textile production and 
expansion of the factory system made textiles Switzerland's first large scale industry, second 
only to England in the manufacture of thread and yarn.216 Though specific trade data are sketchy, 
textiles constituted the bulk of Switzerland's exports throughout the 19th century.  
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The mechanization and expansion of the textile industry created the basis for engineering 
and machine industries and mechanization also led to the expansion of the watch and jewelry 
making industries. Tables 5.8 and 5.9 display the sectoral and industry distribution of 
employment from the middle of the 19th century and the beginning of the 20th century. As is 
typical of industrializing countries at this time agriculture is shrinking quite rapidly as economic 
activity is shifting towards industry centers. Over 40% of Swiss labor is employed in industry at 
mid-century and, in proportion to its population, this made Switzerland one of the most active 
industrial and commercial countries in Europe in the 19th century. The breakdown of industry 
employment is shown in Table 5.9. We can see that in the late 19th century textile workers made 
up the bulk of domestic employment with more than 50% of the industrial workforce followed 
by watch- and jewelry-making with up to one-fifth. By the first decade of the 20th century the 
economy has become much more diversified across industries with building and construction 
commanding a growing share of the workforce. In the modern period we can see that for most of 
the 20th century building has reached a plateau at about one-fifth of domestic industrial 
employment. The dominant manufacturing industries in the latter half of the century have 
become machinery and metals as textiles and watchmaking have receded in terms of 
employment. 

 
 
We shall now address the role of trade in the Swiss industrial sector with an eye toward the 

dominant export industries. Historically Switzerland has been characterized by a free trade 
policy. Unfortunately, definitive trade statistics on Switzerland are non-existent previous to the 
late 19th century. The historian Luck states that the major exports at the beginning of the 19th 
century were textiles and watches. Overall trade expanded rapidly in mid-century with overall 
Swiss trade trebling from 1850-70 and doubling again between 1888 and 1913.217 Mulhall 
estimates that in 1894 total Swiss trade was 88.9% of GDP. This is close to official GDP and 
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trade figures that are available from 1910 on. In the second decade of the 20th century we find 
total trade averaging more than 80% as a share of GDP, second only to the Netherlands among 
European states.218 Table 2.2 in Chapter 2 shows the high level of per capita trade in 1928 for 
selected states and shows Switzerland ranked third behind the Netherlands and Denmark.  

The industry distribution of Swiss exports and imports is displayed in Table 5.10 at four 
points in time. We can see that at the beginning of this century textiles dominated both imports 
and exports while by mid-century the machinery and metals industry takes a commanding share, 
especially of exports. By 1980 the major trading industries are the machinery and metals and 
chemicals industries.  

What we now have is a brief sketch of the major Swiss industries in terms of employment 
and export shares. In the early period textiles and watchmaking were the major export industries 
and in the later period these were replaced by the machinery and metals and chemical industries. 
However, we should also consider the proportion of production of these industries sold for 
export. Historical references maintain that cotton and silk textiles, especially embroidery were 
deeply dependent on the export trade. Watchmaking was also and still is almost exclusively 
dependent on foreign markets.219 More recent estimates place exports at roughly two-thirds of 
the production of textiles and metals and machinery and almost 97% of watchmaking.220  

 

 
 

Before moving on to the next section on unemployment insurance we should note that, as in 
Belgium and Great Britain, there developed a distinct regional distribution of these industries 
across Switzerland. The textile industry was grouped around the north region of St. Gallen, 
Basel, Zug, Glarus, Zurich, and Appenzell. Watchmaking was concentrated in western 
Switzerland in Geneva and Jura while the metals and machine industries were located in the 
north and western regions of Zurich, Winterthur, La Chaux-de-Fonds, Geneva, and Courtelary.221 
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This regional concentration will allow us to make some comparisons with insurance data 
organized by canton and commune.  

 

 
 

V. Voluntary Unemployment Insurance in Switzerland. 

To place national unemployment insurance in Switzerland in historical context we must 
briefly review the historical development of private and public efforts to insure. The first private 
voluntary efforts to manage unemployment were scattered among trade unions, local societies 
and employers. The oldest fund was established by the Swiss Printer's Union in 1858. Other 
unions representing metal workers, glass workers, lithographers, carpenters and embroidery 
workers followed suit with similar occupational insurance funds. Many of these funds survived 
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well into the 20th century. In 1894 an employer-administered fund was established in St. Gallen 
for embroidery workers that required worker and employer contributions but never secured the 
minimal required membership.222  

Public efforts to mitigate industrial unemployment in Switzerland were characterized by the 
dominant ideological mindset of Swiss society. This mindset was based on the staunch liberal 
ideology of independence and self-reliance that is reminiscent of the British attitudes of the time 
and expressed as 'laissez faire et laissez aller.'223 Thus, initial efforts were based upon the 
concept of poor relief and unskilled relief work.224 As in Britain and Belgium, when relief efforts 
became inadequate in the face of chronic industrial crises, communal efforts initially focused on 
public employment exchanges. St. Gallen opened the first employment exchange in 1887, 
followed in quick succession by Berne, Basel and Zurich. By 1908 there were 13 cantonal and 
communal exchanges in operation.225 These communal efforts were extended nationally with the 
Federal Order of 1909 which granted subsidies to communal and cantonal offices. The primary 
reason cited for the lack of centralized federal control over employment exchanges was 
constitutional.226 The constitutional restraints on Swiss federalism will also play a part in the 
design and development of unemployment insurance. 

These efforts to organize the labor market were successful in reducing the costs of 
unemployment. However, the experience of recurring industrial depressions made it obvious that 
efficiencies in the organization of labor could not relieve the problem of inadequate demand and 
labor surpluses.227 The town councils of the aforementioned communes that established 
employment exchanges followed soon after with unemployment insurance funds. In 1893 the 
town of Berne set up a voluntary communal fund and in 1894 St. Gallen instituted a compulsory 
fund. The experience of these two funds was typical of early local unemployment insurance 
efforts. In Berne the public fund originated in the 1890-1 depression when the building workers' 
trade union started a private fund. Another depression in 1892 threatened the union fund finances 
and led to a request for public subsidies. Under conservative pressure a fund was established that 
was independent of the union and administered by the public authorities. This fund suffered from 
the usual adverse selection and diversification problems and was only saved from the severe 
depression of 1898-9 through increased contributions and restrictions on participation. St. 
Gallen, on the other hand, tried to eliminate the adverse selection problem by instituting a 
compulsory communal plan in 1894. Unfortunately, good risks soon moved to neighboring 
municipalities and large budget deficits caused the fund to cease operating in 1897. At this time 
Basle, Zurich and Lausanne were also considering compulsory funds but these efforts were 
defeated by public referendum.  

By the first decade of the 20th century the state of unemployment insurance in Switzerland 
consisted of numerous small trade union funds and the single surviving voluntary public fund in 
Berne (which originated with the building workers' union). Table 5.11 shows some interesting 
comparative statistics on trade union fund benefits and rules as of 1904. The most benefits were 
paid out of the printers' unions and the metalworkers union. Other smaller payments were made 
by the carpenters, lithographers, sculptors, glassmakers and foodstuffs unions. However, actual 
payments (the second-to-last column) reflect data for a single year and are therefore not 
extremely meaningful. The more informative data are the reported qualifying and waiting 
periods and the daily rate of benefit as they varied across trades. First, at this time, Swiss exports 
were dominated by textiles and there are no reported payments by textile trade unions here. We 
should not conclude that their benefits were completely non-existent but their absence suggests 
that they were probably of little significance. Machinery and metals were the second largest 
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export industry after textiles. Although the metalworkers union has the largest membership, it 
does not stand out in terms of generosity. The most generous unions in terms of rules are the 
glassmakers, draughtsmen and printers. These unions are characteristic of highly skilled trades 
that could extract higher contributions and therefore promise higher benefits. With the possible 
exception of glassmakers, they are not particularly trade-oriented. These data are consistent with 
our other case findings that union fund generosity was most likely driven by higher wage and 
contribution rates associated with higher skill levels. These private funds also appeared to offer 
the only functioning basis for a wider government effort to manage unemployment. A severe 
depression in watchmaking in 1908-9 provided the impetus for political demands for federal 
action. Unfortunately the propensity to study the issue was interrupted by the first world war.  

 

 
 

It was in the aftermath of the war and especially the interwar years that the issue of 
unemployment became a national priority in Swiss politics. In the postwar years of 1917-20 
unemployment was severe all across Europe and Switzerland was among those countries "with 
the greatest volume of unemployment in proportion to population."228 In Switzerland joblessness 
was particularly acute among workers in the textile, iron, engineering, watchmaking and building 
industries - in other words, in the largest industries of textiles and building and also those most 
export-oriented: iron, engineering, watchmaking and textiles.229 The Federal Council Order of 
1918 tried to manage this unemployment by providing relief payments. Subsidies for relief were 
elicited from employers, communes, cantons and Confederation funds. Indicative of the depth of 
the crisis, total relief payments from 1919-1924 amounted to 513 million francs for a working 
population of about 1.8 million.230  
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Official data on relief payments can be broken down by canton. Spates and Rabinovitch 
divide these into high, medium and low categories. The highest relief payments were in six 
cantons which in order were Neuchatel, Appenzell, Basle Town, St. Gallen, Soleure and Glarus. 
These cantons were the chief centers of the embroidery and watchmaking industries - both 
almost entirely dependent on export demand and the most seriously afflicted with 
unemployment. At the other end of the spectrum with the lowest payments were the agricultural 
cantons.231 The largest recipient of industry relief work and subsidies was the building industry, 
but these payments were more evenly distributed across cantons. The pattern of payments among 
cantons with concentrated export industries is what we would expect given the exogenous nature 
of unemployment in a small trading country like Switzerland.  

During the interwar period numerous private funds were set up by unions and local societies 
of workers. Many of these funds secured communal and cantonal subsidies and continued to 
operate from 1918-24 alongside the national relief efforts. In 1924, with improving economic 
conditions, the relief measures were abolished and the subject of a national system of subsidized 
unemployment insurance was addressed once again by the federal government. The Belgian 
Ghent system had long been under consideration as a national model by Swiss federal 
authorities, starting back in 1906. Since the Swiss constitution prohibited any compulsion by the 
federal government over the cantons, inaction by the federal authorities led to the natural 
development of a Ghent-style system with communal and cantonal subsidies of trade union 
funds. In 1923 there were already 18 public funds, 4 joint funds of employers and workers, and 
38 trade union funds.232 The Federal Act of 1924 formally established a national Ghent system 
based upon existing insurance funds. The decision of voluntary or compulsory participation was 
left to cantonal authorities. By 1930, just before the next unemployment crisis, nine cantons had 
compulsory insurance with 20.5% of the population while fourteen cantons had voluntary 
insurance with 79% of the population.233 (The remaining two cantons were so sparsely populated 
that they did not have unemployment insurance programs at this time.) Another interesting 
statistic that shows the support of employers for unemployment insurance was the rapid increase 
in joint employer/employee funds from 4.2% of total insured persons in 1926 to 21% of the total 
in 1930.234 

This brings us to the unemployment crisis of the depression of the 1930s. Spates provides 
some data on differentiated impact of unemployment across major industries in the years leading 
up to the depression. These data are presented in Table 5.12 in the form of quarterly 
unemployment percentages from 1926-30 broken out by industry. What is notable in these data 
are the differences in unemployment trends between the building trade on one hand and the 
textile, watchmaking and metal trades on the other. The difference between these two categories 
is that the latter trades are all primarily export trades while building is exclusively domestic. The 
variation in building unemployment is seasonal and there is no perceivable pattern in part-time 
fluctuations as well. In the other three trades there is a definite cyclical trend that peaks in both 
full-time and part-time unemployment in 1926, ebbs for a few years and then starts to increase 
significantly in 1930. Anecdotal evidence confirms that the Swiss export industries were hit first 
and particularly hard by the world depression. 

The world depression struck Switzerland at the beginning of 1930 and 
reduced the Swiss export trades to a fraction of their former dimensions. The 
watchmaking, textile, metal, and machine industries suffered such shrinkage that 
the Federal Assembly increased the federal subsidy and empowered funds in the 
depressed industries to allow benefit for more than the statutory period. The 
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subsidy was raised by 10% and the benefit period extended from 90 to 210 
days.235 

This is reminiscent of the Belgian experience where the depression was argued to be largely 
an external phenomenon imported from abroad. The political reaction here reaffirms the 
argument that the generosity of unemployment payments was a direct function of acute 
unemployment in the trading sectors. The next section discusses the politics of industrial 
relations that developed out of the national experience during the economic crisis of the 1930s 
and the coming military conflict of World War II. The political patterns established also help to 
explain developments in the 1970s with the energy crisis. This was the most recent significant 
Swiss economic crisis that reshaped Swiss social insurance in 1974.  
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VI. The Politics of National Unemployment Insurance in Switzerland 

In Switzerland, as in Belgium, we expect to find a powerful incentive to compromise among 
interest groups on foreign economic policy and domestic social policy, especially along class 
lines. As in most of the European states this incentive became salient during the economic and 
political crises of the 1930s. The Peace Agreement of 1937 between Swiss industry and 
organized labor was significant because it set the stage for Swiss industrial relations for the 
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entire postwar period up to the present.236 It was also the first case of nationwide collaboration 
between trade unions and employers in modern Swiss history.237 Previous to this time Swiss 
industrial relations followed a strict liberal ideology and heavily favored the interests of 
industrialists and small business. This was partly due to the autonomous nature of Swiss politics 
and the design of the Federal Constitution and also partly due to the international 
interdependence of the Swiss economy.  

The Swiss constitution, established in 1848, tightly constrains the power of the Federal 
government. Each canton has its own constitution, legislature, administration, and courts and the 
Federal government can legislate only where specifically empowered by the Federal constitution. 
All other powers not so specified are vested in the cantonal governments. In addition, all Federal 
laws and decrees are subject to the national referendum. This constitutional structure reinforces 
the natural regional autonomy of Swiss politics due to geography but also makes Swiss 
democracy a democracy of consensus. This illuminates some of the political pressures and 
restraints acting upon Swiss domestic interests, especially the minority interests of Swiss 
workers. We should also note that the Swiss Liberal Party dominated the federal government in 
the first seven decades of the Federation until a proportional voting system was introduced in 
1919. This helps to explain outcomes such as the resolution of the Swiss Socialist Party in 1891. 
This resolution proposed that "measures should be taken...to insure...that workers are protected 
against unemployment either by means of public insurance or by becoming members of private 
insurance institutions with the assistance of public funds."238 The resolution was handily rejected 
by referendum by a margin of 308,289 to 75,880.  

The second factor that has helped to shape industrial relations in Switzerland has been the 
weakness of organized labor. Höpflinger characterizes Swiss trade unionism by three primary 
features: low incidence of strikes; cross-cutting cleavages based on religious, party, and class 
divisions; and an overall low rate of unionization.239 Katzenstein suggests that the primary reason 
is due to the internationalization of the Swiss economy. He states: 

Unions occupy a subordinate position in Switzerland's social coalition and 
exhibit a conservatism that derives from their relative political weakness...Direct 
foreign investment by Switzerland's multinational corporations and the more 
general export offensive of Swiss industry impose limitations on the unions. The 
implicit threat to withdraw operations from Switzerland is not to be discounted 
...[b]ut of far greater importance is the moderation that the need for competitive 
prices for Switzerland's industrial exports imposes on wage demands at the level 
of the firm. ...Dependence on world markets has forged ties between employers 
and workers - ties that, especially in times of economic crisis, blunt the edge of 
disputes in collective bargaining.240 

In addition, Katzenstein draws attention to the internal divisions within the union movement 
between the export-oriented metalworkers and watchmakers and the domestic-oriented public 
employees, printers and construction workers when it comes down to policy preferences. The 
metalworkers and watchmakers union is more moderate and conciliatory towards business 
interests while the latter unions are more confrontational and militant.241  

Lastly, the clubiness of the banks and financial institutions with a complex interlocked 
corporate structure has reinforced the dominance of international business and finance interests 
in Switzerland. All of these various factors and forces support the contention that social 
compromise in general was and still is at the behest of the international trading and banking 
sectors of the Swiss economy.  
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Regarding the original Peace Agreement, Höpflinger also points to several historical factors 
that contributed to the timing and urgency of the 1937 Agreement. First there was a 30% 
devaluation of the Swiss franc in 1936. As with a similar policy in Belgium, Switzerland 
attempted to maintain a strong currency in the face of the crisis of the 1930s. An interesting and 
revealing policy innovation was created to manage the subsequent appreciation of the franc 
relative to its trading partners. In 1934 the federal government funded Export Risk Insurance to 
protect Swiss exporters from exchange rate losses and declining profits due to the appreciation of 
the Swiss franc.242 By 1936 the depression had deepened and widespread unemployment reached 
its peak of 120,000.243 The Swiss government was forced to reverse policy and devalue the franc. 
The anticipated consequence of that devaluation was rapid export growth and possible labor 
unrest stemming from inflation and the loss in real incomes and wages suffered by Swiss 
workers.  

Second, there was the onerous possibility of government intervention, the precedence of 
which was not perceived as favorable to employers or workers. The federal government had been 
preparing legislation for compulsory arbitration for industrial disputes that would impede 
employers' flexibility. As previously mentioned, workers also had good reason to fear the violent 
suppression of strikes by the government.244 Third, there was the external threat of the Italian and 
German fascists that encouraged national unity to repel invasion or internal subversion of Swiss 
society.  

The 1937 Agreement was instigated by the employers' association of the Swiss engineering 
industry and the Swiss Watch and Metalworkers' Union. Both Höpflinger and Burckhardt 
confirm that it was no coincidence that a conflict avoidance strategy originated in the export-
oriented watch and engineering industries. In the mid 1930s these industries accounted for one-
third of Swiss exports.245 This incentive for export-dependent labor organizations to favor 
compromise and stability in industrial relations extends to this day. In the 1970s compromises 
Burckhardt notes that union leaders "fully realize that two-thirds of the products in the Swiss 
metal and machine industries and 97 percent of those in the watchmaking industry are exported 
to other countries, so that the well-being of the workers depends on the capacity of these 
economic groups to maintain their competitive position in the Swiss metal and machine 
industries and 97 percent of those in the watchmaking industry are exported to other countries, so 
that the well-being of the workers depends on the capacity of these economic groups to maintain 
their competitive position in the international market."246 

The 1937 Agreements primarily institutionalized consensual industrial arbitration and 
established no-strike agreements. This established an enduring foundation for compromise but 
the resulting legislation did not directly affect the status of unemployment insurance or similar 
compensatory social benefits. In 1947 a referendum was passed giving the Federal government 
legislative powers on unemployment insurance and unemployment welfare but the cantonal 
governments still retained authority to establish and administer unemployment insurance 
schemes. Thus, by the early 1970s only about one-fifth of Swiss workers were covered by 
unemployment insurance as national social insurance were still subordinate to regional and 
private circumstance. The lack of extension of unemployment insurance was probably due to two 
major factors. One was the relative economic success of Switzerland in the initial decades of the 
postwar period with relatively low unemployment. In addition the terms of trade improved quite 
significantly for Switzerland during this time.247 Second was the particular Swiss labor policy of 
guest workers that managed labor market slack by increasing or decreasing the number of 
foreign workers. The influx of foreign workers to fill unskilled lower wage jobs has also 
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polarized the labor force into a high-paid, skilled Swiss labor force and a low-paid, unskilled 
immigrant workforce.248 Thus, the brunt of unemployment has often fallen disproportionately on 
the foreign guest workers. 

The favorable Swiss employment situation of the 1950s and 60s was disrupted in the 1970s 
with the energy crisis induced recession of 1975-76. Once more the voluntary private efforts to 
manage unemployment benefits was severely strained. In 1974 the metalworkers union paid out 
$42,967 in unemployment compensation to 202 members, but in 1975 the union was forced to 
pay out the sum of $14.7 million to 30,000 beneficiaries. The reported total number of 
unemployed persons went from 111 persons in 1974 to 33,000 in 1976.249 The economic effects 
of this contraction could not be confined to the foreign workers even though during this time the 
number of foreign workers was reduced from 897,420 in 1973 to 669,269 in 1976.250 The 
government's immediate reaction to the domestic unemployment problem was to increase the per 
diem rate of subsidy and extend the period of eligibility - both of our measures of system 
generosity. In addition, the Watch and Metalworkers Union lobbied for the extension of the 
Peace Agreement with a revision in 1974 while the government pushed for a compulsory, nation-
wide unemployment insurance scheme. Thus the increase in generosity and coverage has gone 
hand-in-hand with an increase in compulsion in order to shore up the financial basis for national 
subsidies of unemployment insurance. In 1976 the legislation for a universal, compulsory 
unemployment insurance scheme was passed by referendum and included a requirement for 
employer contributions. The establishment of this national scheme has made the Swiss system 
one of the most generous in terms of actual payments per unemployed worker.251  

The significance of these explicit agreements in industrial relations and the impact they have 
on Swiss policy are clearly demonstrated in Peter Katzenstein's case study of Swiss textiles 
during the 1970s.252 Despite its long 20th century contraction, the Swiss textile industry ranked 
fourth among major Swiss industries in the 1970s with 60% of production designated for export. 
The economic contraction in 1975 hit the textile industry hard and there was a 45% reduction in 
the workforce between 1971 and 1981. The primary reasons were the decrease in foreign 
demand due to the appreciation of the Swiss franc and the increased import penetration of low 
cost products from Asia. The textile manufacturers lobbied strongly for depreciation of the franc 
but this option was opposed and effectively vetoed by the banking industry and the Swiss 
multinationals. Thus, Swiss trade policy in textiles has remained liberal as the textile industry's 
political options are tightly constrained by its export orientation. The workers' strategy was to 
negotiate a generous 'social plan' to provide dismissed workers with a " considerable financial 
cushion to absorb the shock of job loss" and "ease the transition to other employment."253 This 
has occurred not in a social democracy but in a liberal capitalist society with an presumed 
antipathy towards unions and labor interests.  

VII. Conclusion 

These two cases provide some valuable insights into the development of social insurance in 
advanced industrial democracies that are heavily trade-dependent. They also provide clues to 
understanding factors that shaped the process of change in national insurance systems. Their 
respective historical experiences demonstrate the transformation and conversion of voluntary 
systems to compulsory systems over time which occurred in five out of the original eight cases 
of voluntary systems during the 20th century. There are some significant parallels as well as a 
few differences in the historical paths of these two cases. In many respects these cases have met 
the expectations of the various hypothesized arguments derived from a positive relationship 
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between trade and socialized unemployment insurance. We will summarize and then interpret 
those findings accordingly in this final section. 

First, according to our hypothesis, we expected trade-dependent societies to initiate 
insurance pools early in their industrial development. Both Belgium and Switzerland were the 
locations of early, 19th century innovations in insurance pooling to manage employment risks - in 
Ghent, Liège, Berne and St. Gallen. Second, we would expect these efforts to be localized in 
industrial centers concentrating in external trade. This seems to be the case in at least three of the 
four of these cities (the exception being Berne). Ghent, Liège and St. Gallen were all centers of 
textiles trade in addition metallurgy in the case of Liège. The empirical data confirm that these 
industries and countries were heavily trade-oriented.  

Next, we had some expectations regarding the role of trade unions. Based upon the 
assumption that trade unions may be institutions performing the functional role of insurance 
pools, we expected unions whose members were employed in trade dependent industries to 
initiate voluntary insurance pools. Because unions have the most intimate and accurate 
knowledge regarding the employment situation and the circumstances of their members, union 
organizations would be in the best position to minimize the costs of moral hazard or malingering. 
This would allow unions to set contributions and benefit rates that reflect economic realities and 
actuarially-sound insurance principles. Thus they could afford to be more generous if there was 
real economic need. So, we would expect trade dependent unions to tend toward more generous 
insurance funds. However, what we did discover in both Belgium and Switzerland, as well as in 
the previous case of Great Britain, is that union-based insurance funds are budget constrained by 
contribution rates which are a function of disposable incomes enjoyed by their members. More 
simply, higher paid workers can afford higher benefits regardless of other considerations. When 
organized, highly skilled trades can secure higher labor rents by controlling the supply of labor - 
which of course is one of the primary functions of unions. Thus, as the data has confirmed, the 
level of benefits of union unemployment funds had little relation to trade orientation and is more 
obviously correlated with skill rates and wages rates.  

However, this was not the only information contained in the data. Because we expect that 
trade dependent workers had the greatest need for insurance pooling which could not be secured 
through their unions, these workers also had the most to gain from a national, socialized plan that 
essentially subsidized low-wage, trade dependent workers. An excellent example of this is the 
textile workers of the late 19th and early 20th centuries in all of these cases. Textile workers at 
this time were for the most part low-wage, low skilled workers, often women and children, who 
lived close to the subsistence level. Their precarious incomes were often propped up by 
communal relief programs and mutual aid societies. In very few instances could such workers 
afford the luxury of a pooled insurance plan against job loss. And yet, after nationalization of 
unemployment insurance, we find textile workers benefiting significantly more than many 
workers in other industries.254  

It is not of course only these workers who benefit, but the entire industry. So we would 
expect that employers in trade dependent industries to be in favor of socialized, subsidized 
unemployment insurance. This argument was presented in the methodological chapter where the 
hypothetical preferences of various domestic groups was elucidated. We have seen some 
evidence of the divergence of policy preferences among domestic interests in the political 
struggles for national systems in both of these cases. These struggles were brought to a boil by 
the economic crises and political challenges of the interwar years. Some responses of note were 
the attempts to manipulate macroeconomic variables such as the currency exchange rate, but not 
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before some half-hearted attempts at protection. In Belgium protection was afforded the mining 
industry to mitigate the effects of the British devaluation. This was possible because although 
coal was an internationally traded commodity, the Belgian coal industry was a net importer and 
so could impose tariffs on imported coal to protect domestic producers. In other words coal was 
relatively price-inelastic and jobs could be protected in the short-run by erecting tariff barriers. 
(Of course this was only a short-term measure because Belgium could ill-afford trade retaliation 
from its major trading partner.) Despite these partial efforts the overwhelming effect of the 
depression finally forced both of these countries to drastically devalue their currencies. These 
devaluations provided the final impetus to solve the real income effects of international trade 
exposure in some more manageable and less economically disruptive manner. I would argue that 
it was this change in attitude towards the real economic constraints of trade dependence and 
openness that led to the political compromises among domestic interests in Belgium in 1920 and 
1944 and in Switzerland in 1937 and 1974. These were not truly class-based conflicts over social 
and economic policy but rather sector-based compromises dominated by international interests. It 
is in the interplay of domestic politics that we can bring out some of the differences in these two 
cases and it is the differences - between Belgium and Switzerland, and both in comparison to 
Great Britain, - that may help to explain the particular paths of development in their respective 
national unemployment insurance systems.  

In terms of our two main variables, trade and social insurance, Belgium and Switzerland 
started out and ended up so far in most similar places. However, their paths diverged in 
significant ways and this is where some of our other explanatory variables come into play. First, 
the basic foundation of the national systems were rooted in local, voluntary insurance schemes. 
Britain, Belgium and Switzerland were all early industrializing and trading nations. They all 
experienced a proliferation of local, socially based efforts to insurance against unemployment. 
Unfortunately, primitive insurance pools had problematic but understandable experiences when 
trying to establish funds with sound actuarial principles. This was partly due to the lack of 
knowledge and experience with such mechanisms and partly due to a lack of monitoring control 
over participants' behavior, whether that be the fault of malingering workers, overzealous 
administrators, or deliberate embezzlers. Many of these private local funds faced eventual 
bankruptcy and lessons were painfully absorbed. However, even more fortunate local funds 
faced new difficulties with unpredictable and unmeasurable effects of growing external trade. 
The incompleteness of insurance markets prevented all these funds from being able to adhere to 
the diversification principles of insurance theory. Thus the typical experience of trade union 
funds and local societies was recurring financial disaster.  

The analytical matrix of case studies distinguishes between centralized and decentralized 
government systems and I believe this explains much of the dichotomous choice between 
voluntary and compulsory systems. Belgium and Switzerland both have a large degree of 
regional and local political autonomy with Federal state systems that emerged from independent 
cities and communes. Great Britain was and is much more centralized in its structures of 
government and administration. I expect this is also a function of size. The administration of a 
large nation-state such as Britain or France requires the economies of scale and coordination of 
centralized administration. The autonomy of local governments in Belgium and Switzerland 
were more amenable to securing local subsidies for trade union and communal funds. The 
concentration of early industry around communal centers served to establish a communal identity 
based upon dominant local industries which led to a convergence of political and economic 
interests. This is most evident in Belgium where labor unions held strong positions in local 
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government. In this situation communal subsidies were able to provide the financial bridge to 
survival until necessary national subsidies were forthcoming. Successful local and communal 
funds also provided a foundation and model for the design of national systems.255 This is in 
contrast to Great Britain where the financial failures of local funds convinced the London-based 
technocrats of the necessity of a centralized, universal  system of labor exchanges and 
compulsory unemployment insurance.  

The next issue that warrants our attention is the conversion of Ghent-style voluntary systems 
to compulsory systems. As we may recall from Chapter 1, of the twelve national unemployment 
insurance systems established before 1930, seven were voluntary and of these seven, five 
subsequently converted to compulsory, universal systems. Both Belgium and Switzerland are 
included in these five, though both might also be considered hybrids. As of today there are only 
three existing voluntary systems: in Sweden (1946), Denmark (1907) and Finland (1917). This 
trend toward universal compulsory systems seems to be the result of several factors. One, there is 
the conflict of interests between employers and unions over the choice between voluntary 
systems administered by unions and universal systems administered by the state. Second, this 
conflict becomes more salient in light of the changing economic and financial considerations 
pressuring socialized unemployment insurance funds. In general financially-sound national plans 
have had to rely on contributions from all parties - employers, workers and government 
subsidies. Without contributions from all sources, the level of feasible benefits becomes too 
small to meet the needs of the unemployed. This pushes plans toward universalism. On the other 
hand, financial issues must also consider the monitoring and administrative costs, as well as 
adverse selection. Administrative efficiency has favored unions while the problem of adverse 
selection gives another push towards universalism. The question for business interests were 
whether employers wanted to pay and receive subsidies that would strengthen unions' bargaining 
powers. On this issue the divergence of preferences seems to fall along class lines. We can 
observe the conflict and compromise in the outcomes of both Belgium and Switzerland. 

In Belgium the 1920 Act that nationalized the Ghent system proved financially inadequate to 
manage the long depression in the 1930s and the upheaval of the second world war. The price of 
requiring contributions from employers in the 1944 Act was a compulsory, universal plan that 
included non-union societies but left the bulk of the administrative functions in the hands of 
existing union structures. In this sense Belgium is a bit of a hybrid in having a compulsory plan 
administered primarily (though not completely) by unions. This trade-off has allowed the 
increase in generosity of Belgium's system while also strengthening the organizational presence 
of unions.  

The case of Switzerland demonstrates the effect of ideology and the weak role of labor in 
the development of the national system. Swiss politics responded to the Great Depression with a 
similar compromise that mostly focused on business-labor relations. This was primarily directed 
under the influence of the international business sector and afforded Switzerland the breathing 
room to survive the Depression after the major devaluation of 1936. The expansion of the Swiss 
national system of unemployment insurance was delayed for all meaningful purposes until the 
recession of 1974-5. In the early 1970s only about one-fifth of Swiss workers were covered by 
unemployment insurance. This was partly due to the fact that Switzerland's neutrality shielded its 
economy from the worst of the war's physical devastation. Thus they did not suffer the extremes 
of postwar unemployment. The second reason was probably the favorable postwar economy 
experience with low unemployment and rising living standards in the 1950s and 1960s. Any 
short-term problems of unemployment were easily managed by the guest-worker policy 
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controlling the supply of labor. It was only in 1975 that the financial basis of the Swiss "social 
plan" became untenable and required employer contributions to survive. The forces to expand 
the system and make it compulsory reflecting the dominant influence of international business 
interests met no opposition from unions. However, as in Belgium, existing cantonal and 
communal funds (either voluntary or compulsory) still function and form the administrative basis 
of the national system. In this way the Swiss system is really also a hybrid where the national 
system really supplements existing communal and union funds. 

In summation, the two cases of Belgium and Switzerland were chosen on the independent 
variable of trade and grouped together on a most similar basis to bring out the significance of 
alternative independent variables such as union organizational strength, government 
decentralization and political ideology. Unlike the British case there was considerably less 
statistical evidence to bring to bear, especially in terms of specifying the relationship between 
trade and unemployment. There was a fair amount of qualitative information from several 
sources, especially concerning the experience of the trade union funds in Ghent and St. Gallen 
that contributed to our cumulative knowledge of the topic of this study. The most general 
problem we must address is the subjective interpretive nature of much of this evidence. To 
further bolster our efforts to evaluate the main hypothesis of trade and unemployment insurance 
the next case of the United States was chosen for different, but complementary, reasons. The 
historical level of international trade in the US has been relatively low, varying between 8% and 
20% for most of the last hundred years. With a low level of trade dependence we expect a host of 
alternative outcomes on the unemployment issue that would contrast well with our previous three 
cases. In particular we would expect the management of unemployment to fall primarily to the 
levers of monetary and fiscal policy as international monetary issues are subordinated to 
domestic economic issues. Unemployment caused by import price competition would be 
expected to be met with demands for trade protection. The availability and breadth of data 
available on the United States should allow us to evaluate these hypotheses satisfactorily. 
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CHAPTER 6 

THE DEVELOPMENT OF UNEMPLOYMENT INSURANCE  
IN THE UNITED STATES 

Introduction 

This case analysis of the United States departs substantially from the analytical format of the 
previous three cases. This is due to the fact that the US is the sole case where international trade 
was not the dominant characteristic of industrial development. In 1894 the share of total trade in 
GDP in the US was rather low at a little over 11%.256 From 1870 to the early 1930s the share of 
total trade in GDP in the US ranged from roughly 5-15% and in the postwar period increased 
from about 6.5% in 1945 to roughly 20% in the 1980s. Relative to Switzerland, Belgium and 
Great Britain, this puts the US well into the low trade range of OECD countries. In our set of 
four country studies the US is distinctly in a classification by itself - as indicated by its position 
in the matrix of cases in the lower left-hand corner, characterized by low trade dependence and 
decentralized government.  

This characteristic difference leads us to expect a different pattern of policy preferences on 
trade and unemployment insurance and thus our hypothetical expectations concerning the 
development of unemployment insurance differ significantly. Considering our previous 
analytical framework, we would expect such a case to result in later efforts, less generous 
benefits and universal compulsory programs for unemployment insurance. In general we will see 
that the US adheres to this pattern of results but the process by which such outcomes obtained is 
also completely different than the previous three positive cases.  

In Britain, Belgium and Switzerland there is a logical progression of development to follow 
in our evaluation. The argument is that trade is a defining factor for policy preferences at the sub-
national and national level. Trade dependent economies are made up of identifiable trade 
dependent industries which are served by identifiable groups of industrial workers. The salient 
interest groups with expected preferences on socialized unemployment insurance are workers, 
organized unions, industries and political elites. Using this framework we are able to trace a 
direct relationship between trade dependence, unemployment and unemployment insurance by 
characterizing industries and workers according to market orientation or trade dependence. Due 
to the regional concentration of industry we are also able to draw a connection between trade and 
efforts to insure against unemployment through trade unions and local subsidized communal 
funds. Finally, the high level of national trade dependence led to transparent efforts in macro-
politics to reach a national consensus uniting the interests of capital and labor on the trade-off 
between social policy and trade liberalization. In other words, we are able to trace a logical 
thread spun out of the trade-dependent hypotheses and woven through social and political 
processes in these cases.  

However, in the US there is no logical thread of development according to this hypothesis 
on trade and social insurance. There are no clear, easily discerned interests directly tying trade 
relations to national social policy. As a result we must consider a much wider range of policy 
preferences and strategies to achieve income security by employers and employees and a much 
more fluid environment for politics on the relevant issues. Unfortunately, this fact does not make 
the task set forth here any easier.  
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The first significant point of difference is the perception of the source of economic 
uncertainty and risk. This difference, which was discussed at greater length in Chapter 2, was 
between international trade risk and business cycle risk. Domestic industrial business cycles can 
be managed by a host of policy tools to redistribute resources. These predominantly involve 
fiscal and monetary stimulus, employment and social programs  and redistributive tax policies. 
The employment risk is perceived to be largely endogenous to the domestic economy and may 
be managed through domestic trade-offs. In contrast, international trade shocks are exogenous to 
the domestic economy and effective policies to redistribute domestic resources are therefore 
more limited. The predominant strategies have historically included protectionism and 
mercantilism, currency manipulation and increased national savings. For trade dependent 
countries the constraints of the international economy and greater incentives to trade lead to 
national savings strategies such as contributory social insurance in lieu of protectionism and 
currency manipulation. With the US not being trade dependent, we would expect unemployment 
to be primarily associated with the domestic business cycle and industrialization. We would 
therefore expect to find a much more diffused approach to managing unemployment, even that 
associated with trade.  

This leads to the second point. Again in Chapter 2 it was argued that trade protection is in 
many ways a substitute for social insurance and that the preferences for one over the other would 
be largely a function of international versus domestic market orientation. Furthermore, in 
addition to tariff protection there is an alternative strategy of exchange rate manipulation to 
change relative prices and values among domestic interests. Thus one of the difficult tasks of the 
US case is to evaluate a complex and interrelated history of politics concerning tariff policy and 
monetary policy in the late 19th and early 20th centuries. As each of these topics is broad enough 
for separate chapters, I will only be able to present empirical evidence here in abbreviated form 
while trying to keep faith to the analytical framework of this study. 

Reflecting the different patterns of political and economic development which give rise to 
different questions and logical methods to answer those questions, this chapter is structured quite 
differently than the previous two. This introductory section will present some of the various 
approaches to explaining social policy historically in the US as compared to European 
explanations. We shall also review suggested hypotheses for alternative policies such as tariffs 
and currency devaluation. Section I will briefly discuss the role of trade and organized labor in 
US industrial development and how that role shaped interests and influenced the politics of trade 
and labor issues. Section II delves into foreign economic policy, covering the development of 
trade protection and tariff legislation as well as the related controversies of monetary policy and 
the exchange value of the dollar. I primarily focus on the Populist and Progressive eras. Section 
III addresses the development of unemployment insurance and the disjunction between private 
and public efforts in mitigating the costs of unemployment around the turn of the century. In this 
section we will also address the position and actions of organized labor towards social 
unemployment insurance. Finally, section IV synthesizes and draws some conclusions from the 
historical evidence on the US in light of our guiding hypotheses on trade dependence and 
unemployment insurance. 

 
Most important in the US case is the fact that our trade explanation that applied in the 

previous case studies will not directly explain the historical development of national 
unemployment insurance. We must look to other variables within US politics and US society to 
explain how the shape and design of US policies evolved. Of course, this has been done quite 
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extensively by other scholars and there is no need to replicate their efforts, nor is that the purpose 
of this case study. However, it is my intention to evaluate the US case in the absence of the 
critical explanatory variable of trade. As I have argued in Chapter 2, there are policy substitutes 
for social insurance that would accomplish the same primary goal of income protection for 
various domestic groups of producers and workers. In trade dependent countries I argued that 
many of these substitutes were less economically efficient or feasible and less politically 
attractive and therefore preferences were channeled into social insurance policies. However, 
domestic orientation of the national economy allows for greater flexibility on monetary policy in 
times of crisis and opens up an infinite number of possibilities for particularistic trade policy 
across industries and trading partners with little political cost. Thus one of the first tasks is to 
evaluate how the preferences of domestic interests exposed to the international economy are 
deflected into the substitute policies of protection and exchange rate issues. 

There has been a large volume of historical research on US trade policy that spans both the 
economic literature and the political science literature. For our purposes we are mostly interested 
in the politics of protection. Lake offers a most useful analysis from the point of view of 
explaining the openness or closedness of trade policy as a function of the international 
economy.257 Lake correlates changes in US trade policy with changes in the US position in the 
international economy from 1887 to 1939. There is also a large amount of companion literature 
that examines the particular interests behind the political controversies on tariff policy in the late 
19th century.258 The basic hypotheses on trade preferences are fairly straightforward. Our 
expectations are that preferences on tariff policies will adhere according to the competitive 
pressures of the international economy faced by domestic producers and labor. These 
competitive pressures are a function of international or domestic market orientation in 
combination with the price elasticity of supply and demand for their products. As outlined in 
Chapter 2, price elasticities determine how much price protection producers have in their ability 
to pass price changes on to consumers. Of course import tariffs will reduce the elasticity of 
supply for import-competing manufacturers and their workers, allowing them to maintain or 
increase prices and wages. This seems fairly uncomplicated but, unfortunately or perhaps 
interestingly depending on your point of view, the puzzle of trade policy becomes a bit more 
complex with the interrelated issue of monetary policy and the exchange rate.  

Traditionally, explanations of monetary controversies in the US in the 19th century have 
concentrated on the opposing interests of creditors and debtors. In this version of the story 
creditors are advocates of hard money policies (deflationary) and gold standards of currency 
value while debtors are proponents of soft money policies (inflationary) and bi-metallic 
standards. Frieden has offered an alternative explanation by focusing on the exchange value of 
the currency that would result from these policies. He has found empirical support to suggest that 
preferences on the exchange rate value of the dollar between tradable and non-tradable producers 
may be an important determinant of monetary politics in the US during the Greenback and the 
Populist eras.259 In this version of the story (complementary to the previous), raw materials 
exporters and import-competing producers were strong supporters of a depreciated dollar policy 
(Greenbacks and a bi-metallic standard) in order to raise the domestic prices of tradable goods 
relative to non-tradables. These industry groups were primarily farmers and miners.  

The analytical complexity of protectionist and monetarist issues is introduced by the 
interrelated preferences of different domestic groups on these two policy issues. Basically, with 
two policy preferences there are four possible combinations of preferences but this set is rapidly 
expanded by a variety of selective preferences across both policy dimensions of free trade vs. 
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protection and hard vs. soft money. In the second section of this chapter we will lay out a more 
detailed analytical framework to help evaluate these major policy issues and the various political 
coalitions that arose during the Populist and Progressive eras. In general, in comparison to 
previous trade-dependent cases, we can see in the US case that there are considerably more 
policy options and conceivable political strategies for domestic interest groups to pursue to 
insulate themselves from the uncertainty of the world economy. Thus, we would expect a greater 
variation in preferences among both producers and workers. Social insurance is a national policy 
that requires a majority coalition that may be difficult to secure in such a context. This brings us 
to our second major task in evaluating this case. 

There is the long and detailed history of social policy in the US that we must consider in 
light of the argument made here. Our task is to try to evaluate some of the existing explanations 
of social policy in the US, specifically unemployment insurance policy, to see if we might detect 
our trade variable lurking somewhere in the shadows. In countries where trade does not dominate 
domestic policy issues there will be a variety of operable social, economic and political variables 
that will help account for the development of social insurance policies, which exist in various 
forms in all advanced industrial nations. The indeterminacy of the trade variable cannot refute 
those explanations. At best I hope to enrich our understanding of the relationship between 
international trade relations and domestic policy issues. International trade dependence is not a 
historic constant but a dynamic variable that infuses domestic politics even in low trading nations 
that are becoming ever more integrated into the world economy.  

Historical research on the evolution of social policy in the US often places the US in 
comparison with Western European industrial democracies. In this comparison scholars are 
naturally drawn to explain American exceptionalism.260 This exceptionalism marks the United 
States as the laggard and under-provider of social welfare policies among western democracies. 
In this approach explanatory variables are drawn from the supply side or provision of social 
policy by looking at political parties, government institutions and the influence of organized 
labor interests. One fruitful analytical model by Martin Shefter looks to the chronological 
sequence of democracy and bureaucratic institutions.261 Shefter's argument is that when 
bureaucratic institutions are established before democracy, such as in Great Britain, political 
parties that co-evolve with democracy are constrained from using patronage tactics in 
government in their electoral strategies. An entrenched professional bureaucracy cannot be 
encroached upon by political entrepreneurs. However, when democracy and the development of 
parties precedes the established institutions of government, such as in the US, then political 
parties become political machines that use patronage tactics to win elections - in effect granting 
privileges and favors to their select constituencies. In the US case, political patronage in the 
latter half of the 19th century consisted of Civil War pensions and selective tariffs. Skocpol 
argues that the abuse of patronage policies led to the Mugwump-Populist-Progressive movement 
for political reform. The eventual triumph of the Progressive agenda in the first two decades of 
the 20th century was marked by a strong antipathy towards patronage policies such as the Civil 
War pensions. This association tainted all efforts at expanding public social insurance policies. 

Quadagno [1988] fits the role of organized labor into this story. Part of her explanation for 
the lateness of social provision in the US was the late unionization of mass-production industrial 
workers. The reasons for this include the splits and divisions in the US labor movement between 
the national American Federation of Labor and its regional affiliates. Another reason was the 
particular organizational strategy of the national federation, especially as embodied in its 
dominant leadership figure, Samuel F. Gompers. This strategy focused on union autonomy, 
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bargaining strength in opposition to employers, and general workplace issues such as hours, 
wages and control over the supply of labor. Union leaders were especially suspicious of any 
government intervention into the labor market due to a legacy of perceived anti-labor bias by the 
courts on labor legislation. A direct consequence of this overall perspective was the marked 
antipathy of national labor leaders towards compulsory social insurance.  

In section three of this chapter we shall examine the politics of social insurance leading up 
to the Social Security Act of 1935. As in other industrial democracies, social insurance in the US 
was studied, debated and considered carefully over a fairly long time period. This has yielded a 
wealth of primary and secondary literature probing the substance of policy and divining the 
proponents' and opponents' positions on legislation. It is my intention to review and investigate 
these explanations with an eye as to how well the US may fit into the mold of an absence of trade 
thesis. 

I. Trade and Industry in the US.  

In this first section I will lay out the basic landscape of industrialization in the US economy 
in the 19th and early 20th centuries. My intention is to highlight the leading industries by 
production as well as the leading industries in foreign trade. We can compare these industries 
according to shares of production, national income, and employment, and shares of trade and 
relative export dependence. This will afford us a useful working profile of the US economy as a 
backdrop to the analyses of the politics of trade and social insurance. 

The American economy in the early stages of the Industrial Revolution was quite different 
from its European industrializing counterparts. This was largely due to its territorial 
expansiveness and problems of long-range transportation. This characteristic of the American 
continent postponed its industrial expansion and development of the home market. The US was 
especially rich in agricultural land and raw minerals resulting in early development of mining 
extraction and food production. However, the great expansion of the western regions came at 
mid-century after the laying of the rail lines.  

Early manufacturing centered on the New England textile industry that expanded 
continuously from 1816 through 1842. Rostow cites this as the first leading sector of US 
economic development lasting from the 1820s to the 1870s. He classifies New England textiles 
as a regional take-off, while the national take-off dated from the 1840s and 1850s with the added 
stimulus of the railroads and pig iron.262 Mulhall cites comparisons from the first manufacturing 
census in 1850 and notes that textile output increased five-fold between 1850 and 1890 by which 
time it was already in relative decline compared to iron, steel and railroads. He also notes that 
New England was the center of the textile industry with about 28% of total output in 1850. The 
rapid progress of manufacturing in the West after the Civil War decreased that share to about 
12% by 1890.263  

Agricultural production increased six-fold from 1840 to 1895, though Mulhall's figures 
show a decreasing share of agricultural production in national income and a rapidly increasing 
share of manufacturing income. This shift was partly due to increased productivity but also to 
declining prices in agriculture and incredibly rapid growth in the manufacturing sector. Earnings 
in the manufacturing sector increased more than twenty times from 1840 to 1895. Table 6.1 
shows the percentage of national income attributed to various economic sectors in the US from 
1840 to 1894. Most sectors were surprisingly stable as a share of national income, which 
increased roughly ten-fold over the fifty-four year time period. The most glaring exceptions are 
the complete reversals of the agricultural and manufacturing sectors. In 1840 agricultural 
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accounted for 32.6% and manufacturing for 14.5% of national income. By 1894 these positions 
had reversed with agricultural holding a 15.% share and manufacturing a 31.3% share. The other 
notable change was the increase in mining from less than 1% in 1840 to a stable 4% by the later 
decades. This shift in production is fairly consistent with other industrializing countries during 
the late 19th century with the most notable transformation captured by the migration away from 
the land to growing industries in urban centers.  
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Next we must consider the composition of trade. Table 6.2 presents export data by product 
sector from 1872 to 1913. Before this time comprehensive data are unavailable but it is generally 
acknowledged that until the Civil War raw cotton from the American South dominated exports, 
frequently generating more than half of merchandise trade earnings.264 In 1872 we can see that 
raw materials and food, drink and tobacco account for virtually all US exports and the bulk of 
these products were primary products  from agriculture and mining.265 This share declines 
gradually as the US became a more diversified exporter of value-added manufactures by the turn 
of the century.  

A closer look at manufactures reveals some interesting differences concerning probable 
trade policy preferences. Table 6.3 and 6.4 show some relevant trade comparisons across 
industries. Table 6.3 presents shares of both imports and exports and total trade across industries 
from 1879 to 1914. In shares of total trade the manufactured food and beverage, textile, and 
chemical industries have the largest shares in 1879 and the distribution then flattens across 
industries in later time periods due to the diversification of the industrial economy.266 More 
importantly, over these time periods we can differentiate between net exporters and net 
importers. Textile manufacturers are most clearly net importers. Chemicals are more balanced 
but leaning towards imports. Food and beverages are the dominant trade sector and almost 
evenly balanced between exports and imports. The remaining industries of petroleum and coal, 
iron and steel, machinery, and transportation are clearly net exporters. 

Table 6.4 offers more disaggregated industry data on export dependence and relative shares 
of manufacturing from 1889 to 1929. Chemical manufactures are the most export dependent in 
the earlier periods but are only a less than 5% share of manufacturing. We see again that food 
and beverages are the largest manufacturing industry followed by textiles. Most notable from this 
data is the overall low level of export dependence across all industries in the US. The only 
marked change is a temporary peak after the first world war and just prior to the 1920-21 world 
economic crisis.  

The next two tables display the distribution of employment across sectors and 
manufacturing industries over time. Table 6.5 shows the progression of employment shares 
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across economic sectors, away from agriculture and into manufacturing, trade/commerce and 
transportation. Table 6.6 gives a more disaggregated view of the breakdown in employment 
across manufacturing industries from 1899 to 1929. Most notable here is the large share of 
employment in the textile and lumber industries, both of which had very low levels of export 
shares (see Table 6.4).  
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The picture we get of the US economy at the beginning of industrial transformation in the 

1870s is one where exports are dominated by agricultural products and raw materials and 
employment is concentrated in farming, raw materials extraction and textile manufactures. 
Imports are dominated by manufactured foods and textiles. By the end of the period, in the 
beginning decades of the 20th century, the US economy is much more diversified across 
industries. Exports are also much more diversified across product sectors and industries. Export 
dependence is also extremely low across industries with the partial exception of petroleum at 
14.4%. Employment is spread across economic sectors with the most notable trend of decreasing 
agricultural employment. Employment in the manufacturing industries is also more diversified 
but with a still noticeable bulge in textile shares in 1929.  

 

 
 

Organized Labor and Social Insurance.  
The role of organized labor requires special consideration due to the importance of that role 

in evaluating the process by which national social insurance obtains in our various countries. In 
the US unions were not particularly dominant in the workplace. Union density figures which 
start in 1897 show roughly 3% of the industrial labor force were members of unions.267 
However, union leaders were quite vocal in expressing their preferences on legislation and this 
provides us with some interesting insights into the political role of organized labor. First, Table 
6.7 gives a glimpse of the composition of organized labor at the turn of the century. It shows the 
distribution of trade union membership across industries from 1897 to 1934. In 1897 the largest 
shares of union membership are in the transportation, building, metals and food industries. 
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Admittedly it would be useful to have union density figures but from Table 6.6 we know that the 
bulk of manufacturing employment was in the textile and lumber industries and yet these 
industries have very low levels of union membership. The fact that workers in industries 
associated with international trade were under-represented in the union movement may be partly 
reflected in the shaping of union preferences on trade and social policies. This point requires a 
bit of explanation. 

At the beginning of this study it was conjectured that perhaps trade dependence might be 
correlated with union organizational variables but the empirical evidence of the previous case 
studies did not support this conjecture. We found that the logic of union formation and 
organizational strength is more closely related to skill levels and workplace characteristics that 
enhance the ability to control the supply of labor. Higher wage levels within such industries 
allow for higher contributions of union dues and payouts of union benefits. This makes intuitive 
sense and seems to be confirmed in the US data. The history of the US labor movement 
originated in the organization of the craft unions under the American Federation of Labor and 
thus local craft unions dominated the union movement in the US.268 Some scholars have keyed 
on this fact to argue that one of the determinants of US social legislation was the late 
unionization of industrial workers relative to European labor movements.269 Our approach is to 
address whether trade had any role in the shaping of union preferences and political strategies. 

The standard empirical comparison on this issue is with the British union movement. A 
study of the strategies of AFL and the British Trades Union Congress (TUC) towards labor 
legislation early in the 20th century offers some interesting insights into this issue.270 Thomson 
focuses on the differences between British and American unions along several dimensions. First, 
British unions were clustered in industrial centers of staple industries of coal, cotton, heavy 
engineering and shipbuilding. We saw in Chapter 4 that coal and cotton textiles were the major 
export industries in Britain at this time. On the other hand, American unions were "urban-based 
rather than industrial," concentrated in building and manufactured food trades. Second, as a 
consequence British industrial unions dominated the union movement with roughly 65% of 
union membership in the early 1900s. This movement was national in scope. In the US local 
craft unions under the AFL dominated organized labor while only 16% of its membership came 
from industrial unions in 1910.271 Thus the American union movement was more local and 
regional in scope. Third, and most importantly from the point of view of this paper was the 
differences between the product markets that these union movements served. In Thomson's 
words: 

In Britain, ... the main centers of unionism were in the staple industries of the 
Industrial Revolution, serving not only national but international markets. This 
was true even of some of the most important craft unions, such as the Engineers, 
the Boilermakers, and the iron and steel unions. The industrial unions in coal, 
cotton, and the railways also looked to the whole economy and beyond for their 
larger interests. The local product market industries...were relatively 
underorganized compared with their counterparts in heavy industry. In the United 
States, the reverse was true. There were important national product market 
industries, notably in coal, clothing, glass, and the foundry trades, where unionism 
was well represented, but for the most part unionism's greatest strength was in the 
local product market industries of building, newspaper printing, street railways, 
baking, and local haulage. The result of this difference was the tendency for 
American unionism to have a local orientation, ... while British unionism, by 
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contrast, tended to look towards the national scene as its primary forum of 
operation.272 

This is a most telling difference between the American and British union movements that 
shaped much of the subsequent preferences on unemployment and trade policy. Thomson further 
notes the experience of the British labor movement in its exposure to the fluctuations in 
international markets. The terms of trade for British exports vs. imports deteriorated from 1900-
1920 and the export industries of coal and cotton were "being decimated by competition at home 
and protection abroad." On unemployment he states that the "chief export trades, coal and cotton, 
were the trades most susceptible to fluctuations." Thomson concludes that collective bargaining 
was not sufficiently successful for the unions to counter the effects of the international economy 
and "the problem of stagnant or falling real incomes was a powerful incentive to turn to other 
forms of activity such as political action."273 The absence of these international pressures on the 
American labor market led to a union organization strategy that responded to other pressures. I 
will briefly review some of the principal arguments shaping the American labor movement 
because it will serve our understanding of the later positions of union leaders on social insurance.  

There was a fundamental antipathy towards public institutions by US labor leaders that is 
attributed to their experience in the courts over judicial repeal of labor legislation.274 The futility 
of legal reversals encouraged labor leaders to pursue an independent, autarkic strategy to achieve 
labor's goals in the workplace. For Samuel Gompers, who personified the union movement as the 
long-reigning president of the AFL, this meant walking a fine line between public and 
government pressures on organized labor. Gompers was antagonistic towards social insurance 
for several reasons. One was the distrust of the political and legislative process in the US. Courts 
were perceived as antipathetic towards organized labor and more sympathetic towards employers 
and contracted property rights. In addition, federal and state courts claimed the power of judicial 
review so that success in the legislative arena was never really secure. Politician's as well as 
government bureaucrats were viewed as untrustworthy and temporal. Next were the AFL's 
perceptions and misperceptions of the European experience. Correctly or not, the AFL believed 
that British national insurance had taken the virility out of the British labor movement.275 In 
addition, in Europe social insurance was the core of the Socialist agenda that was ideologically 
antithetical to organized labor in the US.276 As a result of these factors Gompers was convinced 
that the organizational strategy of the labor movement should be concentrated on wage and 
workplace issues and benefits that would increase and solidify union organizational strengths. 
These included voluntary benefits provided by the union and particularistic benefits that could be 
provided only by local party machines. In his public statements Gompers vociferously opposed 
government intervention into the labor market in any form. The following quote from the in-
house organ of the AFL, the American Federationist, is typical: 

Compulsory social insurance can not be administered without exercising 
some control over wage-earners. This is the meat of the whole matter. Industrial 
freedom exists only when wage-earners have complete control over their labor 
power. To delegate control over their labor power to an outside agency takes 
away from the economic power of those wage-earners and creates another agency 
for power. Whoever has control of this new agency acquires some degree of 
control over the workers. There is nothing to guarantee control over that agency to 
the employed. It may also be controlled by employers. In other words, giving the 
government control over industrial relations creates a fulcrum which means great 
power for and unknown user. Compulsory social insurance is in its essence 



155 

undemocratic. ...if those who really have the welfare of wage-earners at heart will 
turn their activities and their influence toward securing for wage-earners the 
opportunity to organize, there will be no problems, no suffering and no need that 
will necessitate the consideration of benevolent assistance of a compulsory 
character.277 

Obviously Gompers felt that industrial unemployment was a problem that could be solved 
by the union movement alone but he was challenged on this view by local and state federations 
that created a split in the national labor movement. We will address this conflict in the third 
section of this chapter on the development of social legislation in the US. First I will review the 
developments of tariff policy and the politics of exchange rates during the crucial time period in 
the last decades of the 19th century. 

II. Substitutes for Social Insurance: the Politics of Tariffs and the Exchange Rate. 

This section examines the politics of US foreign trade and economic policy during the 
period from the mid-19th century through the mid-20th century. There is a rich history of political 
maneuvering in US politics during this period, especially in the latter half of the 19th century. 
There were a lot of interrelated political issues that make understanding this history as complex 
as it is fascinating. The gestation of party politics and political reform interacting with trade and 
monetary issues make up this complex stew. This all at a time when US society was undergoing 
rapid and fundamental transformations in its economic and social relations. Many social and 
economic historians have examined these two issues of tariffs and monetary politics in great 
detail and it is my intent here to draw upon these studies to evaluate the various hypotheses 
suggested by this study's analytical approach.278  

Our principal task is to understand the development of social insurance in the US in contrast 
to the European cases. In those cases we found support for the thesis that trade liberalization and 
social insurance are policy complements. In short, a policy of trade liberalism is secured as the 
distributive costs of trade dependence are compensated for with generous social insurance 
policies. It is a class alliance between business and labor in the national interest of increased 
trade. Social insurance is a policy reaction targeted to the increased risks associated with trade 
dependence. On the other hand, in the non-trade dependent case the risks associated with trade 
are particular rather than general and therefore free trade becomes a matter of particular interests. 
Under this version our thesis holds that tariffs and currency manipulation may be viable 
substitutes for social insurance. In the same way that social insurance compensates or 
redistributes resources among domestic groups, so do tariffs and currency manipulation. Social 
insurance per se develops according to a different logic in a non-trade dependent country, in that 
external trade is less determinant of the national interest. This fact brings into play a host of other 
factors in the determination of social policy, which we will address in Section III.  

Of course, simultaneous national policies of free trade and tariff protection might seem 
inconsistent until one considers the infinite possibilities of particularistic trade policies varying 
across industries and trading partners. We will see that this best defines US trade policy from the 
1880s through the second world war, and of course even to this day. Tariffs were applied 
selectively across industries and trading partners to simultaneously obtain trade expansion 
through exports and maintain domestic protection, thereby serving particularistic interests.  

In much the same way, exchange-rate manipulation is also a substitute for social insurance 
and is consistent with an open trading regime by way of its ability to change relative prices of 
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goods. Currency depreciation or devaluation reduces domestic prices and wages relative to world 
prices causing the costs of trade fluctuations to be redistributed across the entire domestic 
economy. It also raises the real prices of tradable goods relative to non-tradable goods and 
services.279 Most importantly, currency manipulation is more obscure and therefore in many 
instances politically less costly in the short-term. It may be the democratic politician's easiest 
escape from a difficult economic situation.280 

With the availability of various policy alternatives to social insurance we may expect a 
greater variety of responses to the risks to income security. As shown in Chapter 2, in many 
respects protection may be a superior strategy for certain groups. First, the benefits of higher 
product prices afforded by tariffs accrue directly and wholly to producers through higher prices 
and workers through higher wages and more employment. Second, it represents a net gain, albeit 
probably temporary, rather than a compensated loss. Third, tariffs are usually more politically 
expedient and feasible by being less transparent and more amenable to political horse-trading. 
Therefore one of our main expectations is that we should see a proliferation of tariff protection 
according to industry preferences based on trade relations. Put another way, we would expect 
those groups that were drawn to support social insurance in trading states to support tariff 
protection as a substitute. A corollary to this is that we would also expect workers' preferences to 
adhere to their respective industries' preferences. Thus the preferences of labor will vary across 
industries with sectoral rather than class cleavages. On monetary issues we would expect 
preferences to fall along reflation/depreciation policies versus deflation/appreciation dimensions 
according to product market orientation. Thus the division on soft-money versus hard money 
issues is between tradable goods producers vs. non-tradable goods and service producers.  

The interrelationship of tariffs and currency preferences gives rise to many possible 
coalitions based upon tradeoffs in policies and preferences. This dynamic process was fluid over 
a considerable period of time which may add to the confusion with preferences changing over 
time. Due to the frequent changes in tariff politics this is more of a problem in analyzing the 
politics of tariff protection than with the monetary controversy. In the interest of clarity and 
simplicity the analysis will adhere to a chronological sequence of relevant time periods as 
exemplified by most of the existing studies, especially Lake [1988] and Friedman and Schwartz 
[1961]. I shall start with the tariff history and then follow with monetary history. 

Tariff Policy  

In the beginning of the 19th century the first significant tariffs were imposed to protect 
cotton, woolen and iron manufactures from British imports. Import duties were first imposed on 
these goods in 1816 and then again in 1818.281 Protectionist sentiment was promoted by the 
rhetoric of infant industry protection as the factory system greatly expanded productive 
capacities within these industries at home and abroad. At this time the US economy differed 
from the European industrializing countries in that its comparative advantage was defined by 
abundant natural resources and a scarcity of labor. Thus resources were cheap and labor was 
expensive and US manufacturers wanted protection from European manufacturers who had 
developed earlier and had cheaper labor costs. Tariffs in the 1820s through 1860 deepened in 
these industries in New England. They were also extended to cover a variety of goods 
competitive with agricultural products from Midwestern states such as raw wool and molasses, 
rum and brandy which competed with wheat and corn in the making of spirits. Much of the 
protectionist sentiment for raw materials duties was rooted in the Midwestern agricultural states 
and supported the desire for a larger home market for US goods. Opposition to these duties was 
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located in major users of imported raw materials in the northeast and Southern cotton and 
tobacco exporters.282 We can see regional differences in tariff preferences between the South and 
the Midwest on agricultural products directly relate to the differences in market orientation. It 
was the protectionist lobbyists, especially in wool, iron and steel, that were better organized and 
more aggressive and it was their interests that prevailed in Congress.283  

The next significant stage in tariff policy was during and immediately following the Civil 
War. At this time the added justification for tariffs became the need for government revenues - 
first to support war spending and deficits and later to support the payment of Civil War pensions 
from the Treasury. In 1862 and 1864 internal taxes were raised substantially to support the war 
and compensating tariffs were imposed on competing imports. War tariffs increased duties on 
iron and wool that were primary inputs into woolen and metals manufacturing. The political 
rationale was to attract the wool growing and mining states to the Republican Party, which 
sponsored the tariffs in support of the war effort.284 In general, throughout the 1860s the Civil 
War served the occasion to raise tariffs across imports. In 1860 import duties represented 15.7% 
of the value of all imports and by 1868 that percentage had risen to a high of 46.5%. At the same 
time the average duty rate climbed from 19.7% to 48.6%.285 After this time the duty rate 
stabilized at this high range between forty and fifty percent while the dutiable share of total 
imports began a steady decline back to a percentage range in the low twenties. This tariff data is 
presented in annual figures in Appendix A and reveals a trend towards more selective, 
particularistic trade policies. Party politics was beginning to define the tariff issue and policies 
were promoted to serve the electoral aspirations of the two major parties by attracting and 
rewarding favored constituents. The politics of the tariff also reflects the changing preferences of 
group interests in a changing and expanding American economy. With the expansion of the 
railroads and freight transportation and the productivity improvements in farming, export-
oriented farmers in the West (farther west now) began to favor free trade because home markets 
were insufficient to absorb the agricultural surplus. At the same time industry began seeking new 
export markets for excess production, creating pressure for a loosening of protection with 
selective trading partners. The proliferation of tariffs during the 1860s also had the effect of 
creating significant material interests in selective protection. This set the stage for the political 
horse-trading and coalition building of the two parties vying for electoral success in the 1880s 
and 1890s.286  

From the 1870s on new arguments were proffered to support protectionist policies. One was 
payment of Civil War pensions. Pensions became a patronage benefit of the Republican party. 
Benefits were paid out of the Treasury and the bulk of Treasury revenues came from import 
duties. Thus the Grand Army of the Republic, with 215,000 members in 1885, became a 
formidable lobbying force for protection.287 A second major justification of tariffs during this 
time was to compensate manufacturers for higher prices on dutiable inputs. This occasioned the 
wider imposition of tariffs on import-competing manufactured goods, mostly in the Northeast. 
Though textile manufacturers had long ago secured protection from British imports, many 
manufacturers up to this time had been content with a rapidly increasing home market that 
absorbed all their expanded production.  

After the Tariff Act of 1883 protectionism became highly selective and differentiated across 
industries and this development has characterized much of US trade policy from this point 
forward. It is difficult to draw generalizable conclusions on preferences because of this 
selectivity.288 However, some broad coalition efforts are evident in the 1888 presidential 
election, which was billed as the "Great Tariff Debate", followed by the McKinley Tariff of 1890 
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and the Dingley Tariff of 1897. The major themes of trade policy can be drawn from these 
political and legislative debates and the opposing divisions are most easily delineated by party 
coalitions.  

The Republicans were the protectionist party that had woven a coalition of eastern 
manufacturing and banking interests together with western interests in manufacturing, primary 
commodity producers and agricultural interests. To this basic coalition they tacked on Civil War 
pensioners and manufacturing labor. The arguments advanced were that tariffs had a net positive 
effect on the domestic economy by promoting home manufactures and supporting more jobs at 
higher wages for US workers. Western agricultural interests were promised growing urban 
markets for their surplus while pensioners and their dependents were promised benefits accruing 
from tariff revenues in the Treasury. The Republican Party characterized tariff reform as a direct 
threat to home industries and workers. At the time US tariff reform was also widely portrayed as 
England's interest and therefore unpatriotic.  

The Democrats countered by portraying the tariff as a patronage benefit of special privileges 
for eastern manufacturers, pensioners and bankers at the expense of consumers, farmers and 
workers. These groups were paying higher prices for all goods they consumed while only 
receiving specific benefits from tariffs. As such, the tariff was anti-democratic and violated US 
constitutional principles. While the Democrats were attempting to build coalitions based on class 
distinctions, the Republicans attempted to create industry coalitions of workers and 
manufacturers. By the criteria of electoral success at the ballot and legislative success on tariff 
issues, it would appear that the Republicans developed a more successful political strategy 
during the period from the 1870s to the 1890s. Other researchers have seconded this 
assessment.289 However, there was significant tariff reform as well, as both parties responded to 
changing economic conditions in the US.  

From 1893 to 1897 the US experienced the worst economic depression of its history. This 
depression was called the Great Depression at the time and was marked by severe price deflation 
and industrial unemployment.290 This downturn was preceded by cyclical depressions in 1873-79 
and 1882-85 and the recurrence of industrial crises caused industrialists to consider new 
macroeconomic strategies to counter declines in domestic market demand. The natural 
inclination was to look to develop markets abroad. Thus tariff policy became characterized by 
strategic trade agreements. In general the result of the McKinley and Dingley tariffs was to 
protect select industries and promote exports by lowering duties on raw materials from selective 
trading partners who would use their earnings to buy US manufactured goods. The favored 
trading partners were countries in Central and South America. For instance, wool tariffs were 
eliminated and US agricultural, steel, and railroad materials were exported to wool producing 
regions in the southern cone.291 Reciprocity became the basis of US strategic trade policy at the 
beginning of the 20th century.  

The general political tenor towards trade policy began to move slowly towards greater 
liberalization after 1912 up to the 1930s. This reflected the growing export orientation of US 
industry on the margin.292 At this time US exporters had begun to fear the consequences of 
retaliation and Lake classifies the period as one of "opportunistic accommodation."293 This 
period was followed by the most significant event in US trade policy in the 20th century: the 
protectionist reaction to the international economic crisis with the Smoot-Hawley Act of 1930.  

The Smoot-Hawley Act is infamous for precipitating the world economic crisis of the 1930s. 
Whether this is an accurate assessment is debatable but for our purposes here the reaction of US 
trade policy during the 1930s provides further insight into our general hypothesis on trade and 
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domestic protection. The studies of both Schattschneider and Lake provide interesting 
perspectives. The international reaction to the economic downturn of 1929 was increased 
protection and retaliatory tariffs all around. This led to a decline in world trade to 70% of its 
1929 volume by 1933.294 This reaction is predictable according to evidence that "nearly all 
countries seek to insulate themselves through protection from international instability."295 In the 
US the political reaction in favor of the tariff was uniform in both parties as debate centered only 
on the level and extent of tariffs. Party positions on the issue were shaped by domestic concerns 
with a cavalier disregard for international consequences.296 According to Schattschneider the 
basic economic interests were divided between import-competing manufacturers in favor and 
importers of raw materials inputs opposed.297 He determines that manufacturers and producers 
were far more effective and politically influential in promoting their interests than importers. The 
most aggressive lobbying activity was by the wool manufacturers of Boston. Interestingly, Lake 
notes that tariff increases were initially targeted to primary agricultural products experiencing the 
greatest price fluctuations, but that legislative logrolling and compensatory tariffs quickly forced 
a higher and more extensive level of tariffs across the economy.298  

The disastrous consequences of the increased protection in the 1930s for all countries and 
especially the US was marked by the depth of the world-wide depression and the breakdown in 
trade. In the US a reversal in trade policy was hastened by the change in administration in 1932 
with Roosevelt leading the Democrats back into power. The US was motivated to stem the 
collapse of US exports to roughly half of their 1929 volume by reversing the trend toward higher 
tariffs while maintaining modest domestic protection. Under the leadership of Cordell Hull, an 
ardent free-trader who became Roosevelt’s Secretary of State, Congress passed the Reciprocal 
Trade Agreements Act of 1934 as an amendment to the Smoot-Hawley Act. The significance of 
the RTA was that the president was given authority to negotiate bilateral trade agreements based 
upon reciprocity and most-favored-nation status. These changes centered trade policy within the 
executive branch and reduced the potential for Congressional logrolling that had characterized 
previous legislation.299 This marked a major shift in US trade policy towards liberalism and 
became the basis for post-war multi-lateralism embodied in the GATT and World Trade 
Organization. The RTA also ended the dominance of particular domestic political influence in 
the formation of trade policy. Solutions to the problems of cyclical demand and unemployment 
were to be pursued increasingly through Keynesian macro-economic policies. 

Exchange Rates and Monetary Policy 

Manipulation of the exchange rate through monetary policies offers another means to protect 
tradables producers from international trade shocks or declining terms of trade. In this sense, 
exchange rate manipulation is analogous to tariff protection as a political substitute for social 
insurance. Social insurance for workers allows tradables producers to spread the cost of 
unemployment in their specific industries across all workers within the domestic economy. To 
the extent that unemployment is more severe or volatile within tradable goods sectors, the result 
is a national subsidy to tradables producers. Tariffs accomplish the same goal of protecting 
producers' incomes and thereby wage and employment levels within the industry. Monetary 
policy can also be pursued in the interests of tradable goods producers. As Frieden shows, "the 
principal effect of reflationary policies is to depreciate the currency, raising thereby the price of 
tradable goods relative to nontradable goods and services. Depreciation thus helps producers of 
tradables at the expense of producers of nontradables."300 In the US the beneficiaries of 
devaluation would have been exporters such as farmers and miners and also manufacturers who 
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were competing against European imports. Thus, where possible or politically feasible we would 
expect these groups to favor soft money policies by the banking authorities.  

As one might expect, the story is complicated by certain domestic interests strongly opposed 
to such policies. As Frieden further explains, "reflation cum depreciation requires a temporary or 
permanent abandonment of a commitment to a fixed exchange rate, such as the gold parity."301 
Thus we would expect industries that depended on the value of the currency, such as bankers and 
other lenders and international financiers and investors to oppose any policies to depreciate the 
US dollar. In addition, currency depreciation is not as selective as tariff protection. Tariffs can be 
directly targeted to specific industries and product lines. The benefits of tariffs accrue 
specifically to those industries and the costs are spread across the economy in less transparent 
ways. However, devaluation of the currency affects all holders of that currency in highly 
differentiated overt and covert ways, often inviting strong opposition from some quarters.  

US history provides some interesting political battles waged over the issue of the currency 
standard, mostly dating back to the Civil War period through the 1896 presidential election. The 
two periods are separately referred to as the Greenback (1862-1879) and Populist (1879-1897) 
eras in American politics. The two main issues of contention were the Greenback currency 
standard versus the resumption of the gold standard of the earlier period and the Silver currency 
standard of the latter period.302 My intention is to summarize some of the basic political divisions 
over these issues with an eye towards how these divisions relate to trade orientation. Friedman 
notes that at the end of the war all groups, including bankers and commercial business, labor and 
farmers were in favor of resumption and that divisions arose with the severe contraction from 
1865 through 1867.303 Greenbacks conversion was suspended in 1868 and tradable goods 
producers, eastern bankers and New England textile manufacturers favored continued deflation 
while agrarian groups, labor, western merchants and bankers favored expansion of the currency. 
The hard-money preference of some eastern manufacturers seems to contradict our logic and 
Frieden suggests that tariff protection in combination with improved labor productivity had 
shielded these industrialists and their workers rather well. On the other hand, trade protection 
was not available for heavily traded primary commodities such as wheat, cotton and minerals.304 
In addition, the core of the soft-money coalition, farmers and miners, was mostly hostile to 
industrial tariffs.  

This political division into hard versus soft money camps solidified over the next couple of 
decades and came to a head with the 1896 presidential election. On balance it was the 
Republican-based hard-money camp that prevailed in elections and over policies at this time. 
The Republican Party worked to forge a coalition between eastern bankers and financiers, 
manufacturers and even some farmers and labor groups by combining the issues of monetary 
politics with tariff protection. In this way it was able to overcome some of the anti-gold 
sentiment of manufacturers and workers by offering tariff protection for their industries. This 
relates to our previous section explaining the particularistic trade policies that developed in the 
last decades of the 19th century to serve the electoral strategies of the political parties. 

Monetary policy ceased to be an issue to define US domestic politics after the 1890s because 
the world supply of gold increased with new discoveries after 1897. This increase in gold 
supplies reflated world prices up until the outbreak of World War I.305 The next time monetary 
policy became an issue of national political focus was during the depression years. For our 
interests here it is not necessary to discuss the economic explanations of the Great Depression 
and whether misguided monetary policy may have aggravated that crisis into world-wide 
proportions. However, it is interesting to note some of Friedman and Schwartz's comments on 
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the role of a fixed gold-exchange standard in the international financial system and how that 
system links national economies. In examining the 1930s they state that "[t]he gold-exchange 
standard rendered the international financial system more vulnerable to disturbances. ...The links 
forged by the fixed rates of exchange ensured a world-wide decline in income and prices after 
1929.... No major contraction involving a substantial fall in prices could develop in any one 
country without those links enforcing its transmission and spread to other countries."306 They 
conclude that the economic depression originated in the US and was transmitted internationally 
by the gold-exchange standard and aggravated by contractory monetary policy mistakes in the 
US. They point up the importance of fixed rates by citing the case of China, which was on a 
silver standard. The decline in the gold price of silver had the effect of depreciating the Chinese 
yuan, insulating the Chinese economy from the worldwide depression.307  

The postwar experience of the Bretton Woods era and the more recent floating exchange era 
point out the difficulties in coordinating international trade and domestic politics. Nevertheless, 
the post-Keynesian era has placed the burden of this coordination largely on fiscal and monetary 
policies of national governments and these national governments face different choices and 
constraints that relate to their domestic politics and internationally integrated economies. The US 
dollar was the anchor of the Bretton Woods regime until 1971 after which the dollar and the 
pegged exchange rate system were set adrift. A floating international currency system is more 
preferable to some countries than others and recent history reveals the difficulties of volatile 
exchange rates faced by countries with extensive trading relations. The point is that monetary 
flexibility is an important factor that differentiates the policy preferences between trade-
dependent and non-trade dependent states. But to return to the specific task of this case we must 
get back on track and consider the actual development of social insurance policies as they have 
unfolded in the US.  

III. The Development of Social Policy and the New Deal 

In essence the US is the negative case where the absence of the trade variable leaves us to 
search for alternative variables instrumental to the development of unemployment insurance. 
Whereas unemployment in a trade-dependent country will be perceived as an exogenous national 
risk, industrial unemployment in a country with a dominant home market will be perceived to be 
an endogenous, business-cycle risk. As such, unemployment and domestic production can be 
addressed through a variety of strategies of which social insurance is only one. The low level of 
trade does not mean then that we expect no unemployment insurance but rather we expect an 
insurance system developed according to a different logic - specifically a later, less generous, 
universal system. This system would be a supplement to a host of complementary monetary and 
fiscal policies to manage the business cycle.  

The task of explaining the history of US social policy in general has been addressed by a 
large number of scholarly studies.308 It is a formidable undertaking that goes far beyond the 
delimited scope of this chapter. The intention here is to distill the various approaches into some 
manageable questions about the general trade hypothesis. The proliferation of previous research 
provides explanations from numerous perspectives in the search for a parsimonious theory of US 
exceptionalism. One approach shows how social provision grew out of patronage politics of the 
post-bellum party system.309 The development of political party machines in the latter decades of 
the 19th century eventually ran into the wall of Progressive politics in the first decade of the 20th 
century. The political provision of social benefits was one of the casualties of this collision -- not 
dead but at least severely wounded. Another approach looks to the lateness of industrial 
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unionism and the general disorganization of labor at the turn of the century.310 This resulted in an 
inability to push a solid labor-friendly agenda through the legislative process. An offshoot of the 
labor thesis examines the dual economy and diverging interests of the industrial North and the 
plantation South over national legislation. Differences that arose because of Civil War and racial 
issues.311 Still another approach takes a neo-Marxist perspective on the role of "enlightened" 
business interests playing a dominant role in the shaping of corporate welfare capitalism in its 
own self-interested image.312  

All of these stories suggest that social policy was determined by the supply side of social 
provision and not the demand for policies due to socio-economic factors. This is instructive 
because in our previous trade dependent cases we were looking for evidence of demands 
articulated through workers and trade-dependent industries. In Section II of this chapter we 
looked at tariffs and monetary issues substitutes for social unemployment insurance in the 
absence of a national interest defined by trade. In this section we must attempt some counter-
factual evaluations of the strategies pursued by business and labor on the specific issue of 
unemployment legislation. The thought experiment question must continually be posed: "How 
would this story have been different if trade had dominated the interests of group actors?" To a 
certain extent all of the foregoing explanations are valid and productive, but their validity is not 
the issue here. It is the power of a generalizable theoretical argument across different countries 
that we wish to test. So, while trade dependence certainly does not provide much of a positive 
explanation of US social policy, a negative case can provide a useful contrast in comparative 
perspective. 

In the previous cases trade dependence provided the economic incentive for class solidarity 
and cross-class coalitions on the issue of unemployment, unifying the conflicting interests of 
business and labor groups into a national policy consensus. The opposite would suggest a greater 
splintering of factions for both business and labor with a consensus difficult to achieve as groups 
promote their narrow interests. In the midst of this factionalism we would expect to see 
politicians, parties and government elites maneuvering for advantage. I will attempt to evaluate 
these divisions of interests against a changing background of events through time. The analysis 
will be bounded by social insurance issues and legislation as much as possible and focus on the 
revealed preferences of labor, business and governing elites.  

We start with the period in the late 19th century that was covered more extensively in the 
previous section on protectionism. Social provision at this time was predominantly limited to 
Civil War pensions as patronage benefits to veterans and their dependents. As mentioned in the 
previous section, this represented a significant constituency courted by the Republican party. The 
extension of these pensions to non-veterans together with widespread use of tariffs were both 
patronage policies that held together a complex cross-class and cross-regional coalition for the 
Republicans. In her study Skocpol gives close consideration to the question as to why, after the 
economic crises around the turn of the century social provision was not extended beyond these 
benefits to include injury and unemployment compensation, as was the case in many European 
countries.313 She concludes that the success of the Progressive movement in the first two decades 
of this century precluded the institutionalization of government-provided social benefits because 
of the strong antipathy of reformers to patronage practices.  

By the turn of the century many sectoral business and labor interests were still being 
protected by tariffs but organized labor at the national level was particularly opposed to social 
insurance benefits. In fact, national labor leaders presented the major obstacle to social insurance 
in general during the first three decades of this century.314 The comments of Samuel Gompers of 
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the AFL have been previously cited but the interesting issue here is that union federations were 
not in agreement on this issue. State federations affiliated with the AFL and the elite organization 
of the American Association for Labor Legislation were advocates of social insurance and 
promoted a number of state legislative efforts.315 The AALL spearheaded several state drives for 
workers insurance and were more successful with workers' compensation than with 
unemployment insurance.316 The first effort on unemployment insurance was introduced in 1916 
in Massachusetts and was doomed by the opposition of employers, commercial insurance 
companies, conservative politicians and, not least, the AFL.317 

The opposition of the AFL is mainly explained by its overriding emphasis on building 
organizational strength based on control in the workplace. Union leaders were opposed to any 
hints of benefits provided by outside agencies to their core constituency of male workers.318 
However, there was also a strong belief that unemployment was a manageable problem for 
unions and American industry in general. Gompers insisted that unions could manage 
unemployment through union plans, assuming wages and contributions could be raised enough. 
The range of policy proposals floated by the AFL reflected these priorities. These proposals 
included strict immigration control, the eight-hour workday, public works, and voluntary local 
union benefit plans. Gompers also frequently voiced support for union-based benevolent 
assistance even proposing a state-subsidized, voluntary unemployment insurance program under 
union administration.319 Unfortunately this all was mostly empty rhetoric because AFL resources 
were reserved for strike efforts, not benefits, and there was virtually no chance of ever passing a 
state-subsidized, union-controlled insurance program over business opposition. Instead, the lip-
service Gompers paid to union insurance benefits left the problem of unemployment in the laps 
of local unions and sympathetic state federations.  

These smaller-scale, alternative efforts to provide unemployment assistance were pursued in 
various ways. First, there were several attempts to implement unemployment insurance pools by 
unions in the garment and textile trades in Chicago and New York in the 1920s. Many of these 
plans were joint agreements between unions and employers but, as might be expected, most of 
these efforts were quickly bankrupted by economic downturns, especially after 1929.320  

Second, there were a number of company-sponsored plans to provide unemployment 
benefits as part of a larger movement to institute corporate welfare policies and improve 
production management. Kodak, General Electric and Proctor and Gamble were several 
companies adopting what was referred to as a 'welfare capitalist' approach to industrial relations. 
In general employers who set up company plans were small, stable manufacturers or industry 
leaders strongly committed to the overall management movement known as the "New 
Emphasis."321 The New Emphasis was a business management revolution that focused on 
pragmatic and efficient solutions to industrial problems of production and employment. The idea 
was promoted that unemployment and production fluctuations were due to inefficient 
management practices and that new management technology and engineering would smooth out 
business fluctuations, thus relieving the unemployment problem. It should not be too surprising 
to find the AFL also hitching its wagon to this approach. But we should note that this movement 
was rather narrow within the business community as most employers were skeptical of their 
ability to control, much less guarantee, any levels of production or associated employment. From 
our perspective this suggests a further demonstration of the domestic business-cycle mindset 
when it comes to unemployment fluctuations. It was not until the collapse of the 1930s that this 
attitude was seriously challenged. 
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The third path was followed by reform movements in various states in support of 
unemployment insurance legislation. The first efforts, in Massachusetts in 1916 and Wisconsin 
in 1921 and every two years after until 1929, were unsuccessful. The failures were largely 
attributed to widespread opposition from business associations, commercial insurance 
companies, farmers and conservative politicians. It was only in the 1930s under the increasing 
pressure of the economic crisis that state legislatures finally started to pass unemployment 
insurance laws. The first was finally achieved in Wisconsin in 1932, followed by New York and 
Massachusetts in 1935, Ohio in 1936, and Illinois in 1937.  

A group of researchers under the direction of Theda Skocpol has examined the politics of 
unemployment insurance as it was enacted across these five states.322 Their findings give insight 
for our purposes into the development of the US national case. First, they could find no single 
variable that explains the relative timing and content of legislation in these five cases. Business 
associations, manufacturers and Chambers of Commerce were overwhelmingly opposed to the 
initiatives. In Wisconsin and Ohio they were joined by farmers until farm workers were 
excluded. An exception was in Massachusetts where welfare capitalists were well-organized and 
active on unemployment insurance, but not strong enough to dominate business opposition. On 
the other hand, successful initiatives did require alliances between reformers and organized labor 
and a cohesive political organization to guide the legislative process forward. They conclude that 
at the state level organized labor and political parties played a more important role than at the 
national level.323 Even at that, local unions and state labor federations were not particularly well 
organized or mobilized to affect the legislation. Once business conceded the need for some 
action in the midst of the depression crisis, the major point of contention was over the issue of 
employee contributions, which labor opposed and business demanded. All of these plans, except 
for Wisconsin, required employee contributions.324  

Additionally, there was an interesting relationship found between organized labor and 
political parties. The AFL was opposed to the legislation in all of these states and state 
federations wavered based upon the strength of their ties with the national federation. The 
political party variable was not partisan-based but rather a function of patronage-based political 
machines. Thus the alliances were composed of independent state labor organizations and local 
political machines - two variables that were obviously absent at the national level.  

The passage of unemployment insurance at the state level in the 1930s brings us in line with 
the national system that was implemented by the Social Security Act of 1935. The timing of 
these legislative events points to the importance of the economic shock of the Great Depression 
in the US, as we found in the countries of Europe. The Depression hit the US hard from 1929 
through 1933 with unemployment bottoming out at 25% of the labor force in 1933.325 This crisis 
put an end to the notion that corporate business could adequately manage the well-being of the 
American people and resulted in strong political demands upon political representatives for 
government action. Roosevelt rode a platform of change and reform to the Presidency in 1932, 
but on matters of the government providing social benefits, he was decidedly cautious. In a 
speech before Congress in 1934 he said, "I am looking for a sound means which I can 
recommend to provide at once security against several of the great disturbing factors of life -- 
especially those which relate to unemployment and old age... I believe the funds necessary to 
provide this insurance should be raised by contribution rather than by an increase in general 
taxation." A few months later he added the following: "Let us profit by the mistakes of foreign 
countries and keep out of unemployment insurance every element which is actuarially 
unsound."326 Prior to the New Deal there was no institutional mechanisms at the Federal level to 
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translate popular demands into programmatic ideas and the political parties were a hodgepodge 
of state and local mechanisms for getting party members elected. The fear was that any large-
scale institutionalized public program might transform into some uncontrollable, expandable 
patronage vehicle.327  

The politics of the Social Security Act of 1935 over the terms of unemployment insurance 
were rather unremarkable. As in Britain with Churchill in 1911, the legislation was primarily 
designed and guided by party and government elites under the direction of Roosevelt. The basic 
design was a universal, compulsory system with contributions from employers and employees 
administered through state-level agencies. The questionable decisions on unemployment 
insurance revolved around the issue of federal versus state control. The three choices varied from 
a pure national system under complete national control, a federal subsidy plan for state systems, 
or a federal tax-offset plan that would allow states to retain separate standards. The third choice 
prevailed primarily due to Roosevelt's pragmatism in accord with the institutional biases in the 
American political system towards decentralized institutional arrangements. Indications were 
that the only plan likely to pass both houses of Congress would have to be a state-based system.  

From the point of view of labor and business there is little of consequence to be said. The 
AFL was opposed to national compulsory insurance up until 1932 and did not participate to any 
great extent in the design of the legislation. Business was more organized and active on 
unemployment insurance but employers were also split on the ultimate design of the system. The 
most expressed preference on the part of both organized labor and business associations was in 
favor of a uniform national plan to prevent the introduction of competition in benefit standards or 
irregular tax rates among states.328 For political expediency this preference was jettisoned by 
Roosevelt and his appointees to the Committee on Economic Security, who designed and 
promoted the bill.  

Of course it should be noted that the Social Security Act of 1935 was much more than an 
unemployment insurance plan. In fact, not surprising from the viewpoint argued here, 
unemployment insurance was overshadowed by Roosevelt's desire to pass a landmark piece of 
legislation to mark his tenure in office and also build and solidify a cross-class coalition for the 
Democratic Party. This New Deal coalition did cement a historic party realignment after the 
1932 election that lasted for at least a generation of American politics. However, unemployment 
insurance was just one wheel on this vehicle of electoral strategy and probably not the most 
important one.  

The management of unemployment in the US since the institutionalization of insurance has 
been primarily addressed through macro-economic policy of the Keynesian sort: government 
expenditures, tax cuts and monetary stimulus. As Margaret Weir notes, "[t]he dominant approach 
to alleviating unemployment [since the 1930s] has centered on passive macroeconomic measures 
including automatic stabilizers and tax cuts, both intended to stimulate economic growth by 
boosting aggregate demand."329 With the Employment Act of 1946, full employment became the 
legislative responsibility of the federal government. Friedman and Schwartz note that fiscal 
policy, through government expenditures and tax receipts, was viewed as the primary means to 
achieve stability in the immediate postwar period. However, difficulties with cyclical timing and 
other budget considerations shifted the emphasis for macroeconomic management to monetary 
policy.330 This increasingly difficult task of managing domestic production and employment 
through monetary fine-tuning in combination with tax policy and social expenditures continues 
to this day. In Weir's words, "[u]nemployment that does not respond to macroeconomic 
intervention is dealt with primarily through temporary unemployment insurance for those who 
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are eligible and welfare payments for those not covered or deemed unemployable."331 Weir 
attributes this result to the fragmented and decentralized organization of US national institutions, 
especially due to regional and economic differences between northern and southern states. The 
perspective offered here suggests that alternative strategies to manage the problems of economic 
fluctuations may have proved to be more politically and economically efficacious. 

IV. Conclusion 

The argument I have offered here on the development of unemployment insurance in the US 
is essentially a counter-factual one. That is, how would unemployment insurance have been 
different if the US had been more trade-dependent? Existing research of US social policy 
employs explanatory variables that include liberal ideology, the dominant role of business, the 
weakness of labor, the legacy of slavery and the dual economy, and the structure of political 
institutions. As such, the explanations of US exceptionalism are probably over-determined. 
Trade does not contribute much to the explanation in a positive sense but the evidence I have 
evaluated here points to several striking contrasts with the European states. 

First, the role of organized labor unfolded differently in the US. The national federations of 
labor were fairly ineffectual in shaping and promoting labor legislation and influencing the 
national political process. There were conflicts of interests among national and state federations 
and AALL elites. These conflicts were mostly attributed to the intransigence of national union 
leaders concerning their political agenda to unite the labor movement behind a single strategy of 
organizational strength. It should also be noted that the dominance of craft union interests over 
mass industrial unions within the organized labor movement was probably a significant factor 
determining this strategy. The resulting factionalism within the labor movement limited the 
effectiveness of legislative lobbying and reinforced the myopic perspective of union leaders.  

The second difference was the strength of business in opposition, which is the flip side of 
the weak labor thesis. However, it is probably a mistake to characterize US business as strong 
vis-à-vis labor. Rather it is more accurate to say that business was more divided in the US than in 
smaller European countries. This is reflected in the course of tariff development in the US during 
the latter half of the 19th century. Selective tariffs were applied to favor certain industries to the 
detriment of others for political reasons. Thus I think it would be accurate to say that both 
business and labor were organizationally weaker in the US. This has important ramifications for 
the development of pro-active social policies. 

The passage of encompassing legislation such as socialized unemployment insurance 
requires a significant degree of consensus across the political landscape in an industrial 
democracy. This is why an over-riding national interest in trade is an important condition in that 
it provides the defining incentive pushing for consensus. This is what is borne out by the 
experience of the European states in the 1930s and also to a certain extent in the US during the 
same crisis. In Belgium and Switzerland we found that the salient class interests were deeply 
involved in the shaping of national legislation on unemployment insurance over a long period of 
time, very often in opposition at first. When the great depression hit these small countries the 
mechanisms for national consensus with cross-class coalitions were already in place. In Britain 
this was less so and the initiative on social insurance was taken up by party and bureaucratic 
elites. In the US it was also the case where party elites were most involved, but the deciding 
factor was probably the economic crisis of the depression and the widespread public demand for 
action. By the time of the New Deal business and labor were more reactive than pro-active 
regarding labor legislation and there was no basis for meaningful cross-class compromise. 
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The third contrast with the previous cases was that the lack of an over-riding or defining 
economic interest in social legislation provided the opportunity for political party entrepreneurs 
to initiate program proposals as a part of a patronage strategy. In the US this inclination towards 
patronage was apparent both in the payment of Civil War pensions and selective tariffs. 
However, the transparency of such political opportunism eventually provides an opening for 
opposition reform movements such as the Populist and Progressive movements. Rightly or 
wrongly, social policies tainted as patronage systems are perceived as unnecessary and 
expendable. This is probably as true today as it was a century ago. Throughout the post-war 
period in the US we have witnessed the battle between the two major parties over the use of 
social policy to attract constituents and hold together coalitions. Reform movements have been 
mostly characterized by the desire to reduce or eliminate the wasteful programs initiated by the 
opposition, whether Democrat or Republican. 

I think it plausible to argue that these differences can be related to a country’s position 
within the structure of the international political economy. Many social scientists have concluded 
that the US is the “exception that proves the rule” on a number of institutional issues of advanced 
democracies. This has been ascribed to numerous factors previously mentioned that relate to the 
uniqueness of its past. However, for the questions addressed here, exceptionalism assigns too 
much weight to the historical singularity of the US and diminishes the power of the general 
argument on trade dependence. While ideally one would hope for several cases of non-trade-
dependent countries, I can draw additional evidence from an analysis of Australian social policy 
by Francis Castles.332 

Castles remarks upon the puzzle of Australia as a small country with significant primary 
commodity exports but not overly dependent on trade.333 He distinguishes between the politics of 
domestic compensation and domestic defense as strategies to cope with external vulnerability 
through trade. Domestic compensation consists of social insurance and similar policies while 
domestic defense resorts to protectionist policies. Australia pursued a trade policy of domestic 
defense in the first half of this century with high import tariffs on manufactures. Protection was 
combined with high wage guarantees for workers. Not surprisingly, the impetus for this tandem 
policy originated with organized labor and import-competing manufacturers. Castles states that 
tariffs as a defense strategy to protect working class incomes became “an article of faith” of the 
Australian labor movement.334 In addition wages were supported by immigration controls and 
constrained by export competitiveness. This analysis of Australia is consistent with the evidence 
provided in the US case that tariffs and exchange rate policies may be viable substitutes for 
social insurance in non-trade-dependent states. It also reinforces the thesis that, at least on trade 
policy, industry coalitions of business and their workers dominate class conflicts.  
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CONCLUSION 

 
The preceding chapters have offered much information in an effort to explain the varied 

development of socialized unemployment insurance in advanced democracies. Like pieces of a 
puzzle, the cross-national statistical comparison and four historical case analyses provide 
empirical evidence for the analytical argument offered in the first two chapters. In this chapter I 
will summarize and try to weave together those disparate elements to make a cohesive evaluation 
of my research efforts.335 I will also discuss the contribution of this study to existing research on 
social policy and trade in the international political economy. These contributions are both 
empirical and conceptual. Lastly, I will discuss the relevance and timeliness of this research for a 
confluence of issues on international trade, domestic politics and employment in contemporary 
international affairs. The subsequent policy implications of my findings apply particularly to the 
changing trade relations among members of regional trade blocs, such as in Europe and North 
America, as well as to the changing domestic politics in newly industrialized, democratizing 
countries around the world. 

My initial hypothesis stated that the present generosity and early development of national 
unemployment insurance in industrialized democracies may be largely explained by a country's 
international trade exposure. I employed a conceptual model of a national insurance pool 
wherein the desire for income security led to public efforts to insulate domestic constituents from 
exogenous trade risk. Under this conceptual model, efforts to share risks would result from 
defined interests on trade rather than class interests. In trade-dependent states the interests of the 
trading sector in sharing the costs of trade adjustments would dominate the non-trading sector in 
shaping national policies. In non-trade-dependent states, where the trading sector was not in a 
dominant position, the interests of the trading sector would be largely met with more 
particularistic trade policies.  

This general picture seems well-supported by empirical findings in both the cross-national 
comparison and the various case studies. The cross-national comparisons show that per capita 
income and trade dependence explain most of the variation in unemployment insurance 
generosity and labor market expenditure. The standard errors of both coefficients satisfy a high 
level of confidence in the correlative relationship. Statistical evidence is less conclusive in 
confirming a causal mechanism involving specific interests, such as working class parties and 
labor organization or centralization. This is not to say these variables are irrelevant to the 
outcomes but that in the simple, direct correlation of the regression model they are overwhelmed 
by the combination of per capita income and trade. What is most likely being captured by the 
voluntary dummy variable is the direct feedback effect of labor on unemployment insurance 
through the Ghent system over time.336  

The case studies help us to evaluate these cross-national results with additional statistical 
data at the subnational level and qualitative analysis of the political give-and-take on specific 
national legislation. Great Britain is particularly fruitful in terms of economic data on industry 
and regional unemployment as well as statistics on pre-national insurance efforts in the form of 
friendly societies and trade unions. My argument maintains that the expected relationship 
between trade fluctuations and unemployment would be more pronounced at the early stages of 
development during the mid to latter 19th century. The British data on trade and employment 
displayed in Figures 4.C-E serves to substantiate this expected correlation surprisingly well. 
There is also evidence of higher volatility in price fluctuations and employment in dominant 
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trading sectors relative to non-tradable sectors. Due to the regional concentration of 
industrialization, I was then able to show a positive relationship between industry employment 
volatility and the development of risk pooling institutions such as friendly societies and unions. 
Admittedly, measures of participation in these particular institutions are imperfect indicators of 
social responses to unemployment risk associated with trade. Nevertheless, the scant evidence 
available is consistent with our expectations while the alternative explanation of industrialization 
is less convincing.  

The political struggle for national unemployment insurance in Britain gave us a glimpse of 
the political party dimension to the legislative process. The Liberal Party leaders, Churchill and 
George, who were ultimately the decisive architects of the National Insurance Act of 1911, 
displayed the deftness of successful political entrepreneurs in shaping legislation to meet their 
party needs. The Liberal Party's successful combination of social policy for the working classes 
and trade openness for international business at the turn of the century cemented its hold on 
power over the previously dominant Conservative Party until the rising Labor Party split their 
coalition almost two decades later. This support for social policy was not ideological, but 
strategic, and was successful in recognizing the growing demand for income security from 
industrial sectors. 

In slight contrast to the British example, Belgium and Switzerland were two cases that 
enriched our understanding of the development of socialized unemployment insurance in small, 
highly trade-dependent countries. Their respective historical experiences demonstrate the genesis 
of these national systems in earlier subsidized municipal unemployment insurance efforts based 
on the Ghent or Liège model. This contrasted well with the British case by highlighting the role 
of decentralized municipal government as an important factor in the short-term success of local 
and regional insurance schemes. In Belgium these efforts were associated with a strong union 
presence while in Switzerland, unions were much less influential. We also found local and 
regional efforts to mitigate unemployment to be congruent with manufacturing centers of trade-
dependent industry.  

These two cases also demonstrated the problems experienced by small, trade-dependent 
states in managing the increased volatility of the world economy during the first half of this 
century. After unsuccessful initial attempts in the 1920s and 1930s to manage the macro-
economy through protection and currency devaluation, both Belgium and Switzerland were 
forced onto the path of domestic compromise whereby the costs and benefits of trade openness 
were shared through domestic compensation schemes such as more generous unemployment 
insurance and complementary labor management policies. Attendant to these 'great national 
compromises' among domestic groups was the expansion of unemployment insurance based on 
universalism and compulsory participation.  

Taken together, the cases of Belgium and Switzerland provide an important variation from 
the British case. They afford us insight into the subnational development of unemployment 
insurance and the various roles played by labor, decentralized government and bureaucracy amid 
the over-arching determinacy of trade dependence. The process by which these states evolved 
more generous labor and related social policies was through national compromises between 
business and labor, both with open trade preferences, brokered by government. This story 
appears to adhere well to the Katzenstein thesis of small states in world markets. I shall return to 
this point after discussing the final case of the United States. 

As a negative case, the US displays greater complexity in terms of expected hypotheses than 
the three previous positive cases. The determinants of unemployment insurance and other forms 
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of social insurance in the US are more difficult to ascertain and, in many cases, are probably 
historically specific. I believe the evidence does affirm the hypothesis that in a non-trade-
dependent state, the possibilities for meeting domestic demands for economic security or 
protection are greater and more varied. Thus, we see opportunistic trade policies that favor 
narrow political constituencies, frequent subordination of monetary policy and casual regard for 
the international consequences of domestic policies. There can be no monolithic, single factor 
that adequately explains all of these outcomes and it is not my intention to attribute to trade an 
all-defining position. Nevertheless, I do believe there are some things we can say about social 
policy in the US that depart from conventional wisdom. In the case of unemployment insurance, 
both labor and business were divided and therefore relatively weak in articulating and 
influencing preferences on both national and state policy proposals. However, I think it is narrow 
to describe the US case as a welfare laggard merely due to the weakness of organized labor. We 
have seen how business plays a fundamental role in the struggle for labor policies and the 
welfare state in general.337 To understand the outcomes we must try to discern those factors that 
may have influenced business leaders to favor certain policies. The positive support of business 
is often attributed to far-sighted 'welfare capitalists,' who were a scientifically and socially 
enlightened group of elites skillfully manipulating the levers of political power from the 
inside.338 Although it is difficult to divine the intellectual or philosophical motivations behind 
ideas, one wonders if the even 'greater enlightenment' of European business leaders may have 
been related to the constraints and incentives operating within a trade-dependent environment - 
constraints and incentives that differ substantially from those in a large domestic market with 
greater national autonomy. It is exactly this greater national autonomy that affords a wider range 
of policy options to adjust to unanticipated changes in the world economy. This fact helps 
explain why China was well-insulated by its currency isolation during the 1930s and why certain 
countries, such as Australia, pursued import substitution industrialization in the early post-war 
period. In the short-run, they could get away with such policies without too much political 
damage while small European states could not.  

Like the British legislative experience, the US political struggle for social insurance displays 
the same consequential role for government and bureaucratic elites. Arising later than the 
European systems and informed by their examples, the US effort to design national social 
insurance programs assumed an almost scientific exactness and caution. As in Britain, it was the 
guiding hand of a political entrepreneur, Roosevelt, that ultimately determined the final shape of 
legislation fitted to the strategic needs of the New Deal coalition. This strategy was so successful 
that it could not be effectively challenged by the opposition until Eisenhower's election in 1952, 
at which time the policies had become a permanent part of the political landscape.  

Given this brief general summary of the results of this study, I can now discuss some of the 
contributions to and implications for existing research. This research has affirmed certain 
approaches and findings of some of its predecessors. In particular I would cite the work of 
Cameron (1978), Katzenstein (1984, 1985), and Baldwin (1990). Cameron's study first 
recognized the positive relationship between government social spending and trade dependence. 
His causal explanation attributing this relationship to the influence of organized labor was 
replaced by Katzenstein's more comprehensive case studies which identified more general 
corporatist arrangements among business, labor and government as the causal mechanism. In 
effect, my findings put a little more definition on Katzenstein's argument by sharpening the 
analytical explanation of risk-sharing. However, they provide more than just a cursory 
confirmation of corporatist institutionalism. Katzenstein's analysis implies that these institutional 
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arrangements are necessary to the economic and political stability of trade-dependent states and 
that the demise of such arrangements portends trouble for these societies. The implications of my 
analysis, with its emphasis on the risks of trade, are more narrow in arguing that the important 
function fulfilled by these institutions is risk-sharing. Furthermore, the fact that there may be 
alternative means of managing risk that might fulfill the same functions as corporatist 
institutional arrangements, supports a more optimistic view and is suggestive of some policy 
implications.  

Before discussing policy implications we should first address any initial impressions that the 
findings here appear inconsistent with standard economic trade theory. I believe such an 
interpretation is a misconception of the findings. International trade theory establishes that 
increased trade should reduce fluctuations in national income as the limited national market 
expands and diversifies through external markets. So, with trade, consumption demand is 
increased overall and diversified or smoothed over time. This should result in decreased income 
risk to domestic producers and workers. Increased trade also allows domestic industries and 
firms to specialize individually in production to meet external demand. While such specialization 
tends to increase risk for the individual industries, national economies in the aggregate become 
more diversified in the production of goods and services with more open trade.  

The findings here do not contest these principles. In fact, the empirical data suggest that 
trade-dependent economies adapt and evolve in just these ways to reduce their risk exposure. But 
these are principles of economic efficiency and we should expect them to obtain in the long run. 
However, this study’s analysis is addressed to the social and political dimension of trade. It is a 
widely-held principle that free trade maximizes national wealth and income but, nevertheless, we 
have widespread and persistent trade protection in the world. The stupidity or short memory of 
politicians is an unsatisfactory explanation of this fact. What we have done here is to increment 
an explanation of the development of socialized unemployment insurance. Our explanation is 
neither complete nor exhaustive in the sense that many other historical factors are in play on this 
issue. It would also be misconstrued to conclude that this analysis is intended to support a 
particular policy agenda, such as the importance of publicly-provided social insurance policies. 
My intent is only to explain how and why those policies developed and it what ways the 
outcomes may have fulfilled various political and economic functions. My ultimate response to 
narrow economistic arguments is yes, trade is optimizing, however history suggests that quite 
often, in many cases, security trumps efficiency in democratic politics. The true policy 
implications of this are manifest.  

In the introduction to this study I discussed some of the international trends in trade 
integration and economic development that were relevant to the issue of social insurance. First, 
there is the case of the European Union and the movement towards political and monetary union 
with the free mobility of goods, labor and capital. This portends a significant increase in cross-
border trade and a concomitant tightening of constraints on monetary and fiscal policy 
mechanisms. Several scenarios are conceivable. One expectation is that national social insurance 
policies or pan-European redistribution will facilitate economic adjustment costs across regions. 
Social insurance will need to bear the bulk of this burden as pan-European federal institutions, 
essentially intended to perform the same function as the US federal government, are still a blip 
on the horizon. Because of fiscal constraints and the potential for social dumping, social 
insurance systems will need to be harmonized across countries. To effectively achieve such a 
goal, we need to accurately understand the risk-sharing function and the historical determinants 
of social insurance in order to rationalize different systems. The findings of this study contribute 
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to that understanding. A slightly different scenario might entail consolidation of national 
unemployment systems into one large European insurance pool. This option, however, invites 
the increased informational problems of moral hazard and adverse selection that are inherent to 
large insurance pools.  

The informational problems of social insurance underlie many of the analyses concerning 
the problems of structural unemployment and budgetary deficits in the European Union. These 
problems point to solutions that reduce the monitoring costs or internalize them in some way. 
One option is to design mechanisms, such as tax-subsidized, private accounts to promote 
increased asset diversification as an alternative to insurance pooling. This strategy implies the 
widespread use of private portfolios comprised of European, rather than national, assets. While 
this proposal may seem quixotic, we should remember that in Belgium non-union workers had 
specially designated savings accounts to insure against unemployment back in 1897.339 This 
possibility may be more feasible in the future with increased financial market integration.  

Another approach to this problem, focusing on budgetary problems, argues that European 
social insurance systems are overly generous and need to be pared to conform to the future EU. 
This may be true in cases where benefits have grown as a result of political patronage strategies. 
However, we have convincingly drawn the connection between trade risk and national insurance 
and to completely ignore the attendant risk factors of economic integration would be a mistake. 
Because social insurance benefits are in many cases not superfluous, blindly eliminating or 
reducing them would invite real opposition from voters of all classes unless workable 
alternatives were developed.  

Some arguments, originating mostly from the social democratic perspective, have 
maintained that the paring of the welfare state will inevitably result from economic integration 
due to the weakening position of organized labor. I don't believe this argument is justified, 
especially in light of the findings here. I have tried to show that the desire for social insurance 
transcends class identities and is more reflective of national trade dependence than narrow group 
interests. National trade dependence is increasing among European states with economic 
integration. Therefore, the desire for risk-sharing should increase regardless of the fate of 
organized labor. However, an interesting question raised by this increase in European trade is 
how it may affect trade relations outside the bloc with North America and Asia. If intra-
European trade increases at the expense of external trade, then European states will effectively 
become less trade dependent as a unified group. My thesis suggests that this may expand their 
options to protect domestic production and employment through trade protection or manipulation 
of the unified currency. This is the specter of ‘Fortress Europe’ that raises serious concerns for 
international business and international economic and political relations. Already such concerns 
are partly reflected in the rush of North American and Asian business into foreign direct 
investment in Europe. One can only speculate on how a future comprised of three principal 
regional trading blocs - in the Americas, Asia and Europe - will affect international trade 
relations. These regions are often conceptualized as the Dollar, Euro and Yen (or perhaps Yuan) 
trade blocs, denoting the dominant currency regime in each. Suffice to say that theoretically we 
have already discussed how well-designed social insurance programs may be effective 
substitutes for protectionist trade barriers and exchange rate manipulation. 

The next interesting issue for which this study has relevance is the rapid economic growth in 
developing countries. Asia has recently experienced severe economic dislocations due to 
currency collapse and political disruption. Some representative cases that come to mind are 
Japan, Thailand, Korea, the Philippines and Indonesia. Many of these countries are undergoing 
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their first experiences with widespread industrial unemployment in the postwar age and have 
very few public programs in place to deal with the resulting social and economic costs. The 
historical experience of the OECD countries suggests that the continued openness of Asian 
economies will require labor market policies to help mitigate the social costs of external 
economic fluctuations. Unresolved economic dislocations usually lead to political unrest and 
instability that can severely sidetrack a society's development progress. This is true for all 
countries at different stages of political and economic development. Thus, I see the issue of 
social insurance policy as relevant to a large body of broader social, political and economic 
development issues.  

There is one final point I wish to make in reflecting on this research project. The following 
discussion is somewhat speculative in nature and perhaps a little provocative. In any event, the 
ideas may be of note if only because they provided the seed from which this study was 
generated. This last point concerns the conceptual idea of risk aversion and uncertainty in 
applied social science research. In a dynamic environment of time, motion and change, 
uncertainty in the unknowability and unpredictability of the future is the one universal certainty. 
It is the time-dimensional factor that is imbued in all our scientific inquiry about our world. The 
problem, of course, is how does one handle dynamic uncertainty as a explanatory variable. Risk 
aversion, as I have been using the term in the vernacular, is the instinctual reaction to negative 
consequences of uncertainty, in humans as well as other animals.340 In this sense I believe it is 
rooted in the survival instinct. Because of the omnipresence of uncertainty and risk, this survival 
instinct is ever-present in the behavior patterns of individual agents and I would argue that it is at 
the individual agent level of analysis where we can best account for the uncertainty factor in 
social behavior.341 However, the fact that uncertainty and risk aversion may be universal and 
fundamental to a dynamic environment is both an analytical strength as well as a weakness. If 
these variables are conceived so broadly that they encompass everything, they cease to be 
analytically useful. On the other hand an accurate representation of these variables may provide 
insight into the primary motivations of human behavior which is the basis of all social science. 
Uncertainty may be a powerful explanatory factor if it can be shown that risk preferences vary 
across individuals and over time. 

The role of uncertainty has been recognized by research agendas in many social science 
disciplines. I can briefly review just some of that research with which I am familiar. In the 
background research for this study I have previously cited the work of Bates and Rodrik in 
analyzing the role of terms-of-trade risk in trade policy and government consumption patterns. 
Cameron and Katzenstein have also demonstrated that systematic exposure to exogenous risks 
associated with trade helps to explain the development of corporatism in trade dependent states 
and the expansion of the public economy. I am particularly impressed with the analysis of the 
historian Peter Baldwin in explaining the politics of social solidarity and the development of the 
modern welfare state. Baldwin recognizes the role of risk incidence in defining interests on an 
aggregate, class-based level. His analysis accurately identifies broad middle-class desires for 
security as the primary basis for cross-class coalitions in favor of universal social insurance 
policies.342 

In a much broader context, political science is laden with explanations of political change 
that imply, but often fail to specify, some concept of risk or uncertainty as a significant 
explanatory factor. For example, the study of crisis politics is an examination of politics at times 
when uncertainty over the magnitude and speed of change may be extremely high.343 Allusions 
to risk and uncertainty are also buttressed by a large body of literature in developmental 
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economics and trade policy as well as research on savings, consumption and investment 
behavior.344 Of particular interest is the body of literature on institutional economics that 
analyzes the role of non-market institutions or governance structures to reduce the welfare losses 
incurred under uncertainty in the absence of complete markets for risk.345 The institutional 
perspective has been employed to analyze institutions as diverse as the firm, legal and 
commercial contracts, government agencies, trade policies and regimes. All these studies share 
an attempt to trace the causal path from the micro-level of individual risk preferences under 
conditions of uncertainty to macro-level outcomes of public policy and institutional organization. 
We can see here how risk and uncertainty is embodied in the analytical concept of 
institutionalism. 

In political applications this institutional approach has generally been utilized through the 
prisoners' dilemma model, which focuses on uncertainty facing decision-makers, or what 
Axelrod (1984) calls the "shadow of the future."346 In economics and law, the companion 
literature on institutionalism employs "transactions cost analysis" and refers to excessive 
"transactions costs" or the risk of loss due to "hold-ups" by negotiating parties which lead to 
contingency contracts or firm integration. In addition, the theory of property rights and contracts 
focuses on the uncertainty of ownership and exclusion rights to real property, thereby affecting 
long-term investment commitments and ultimately economic growth.347 In each of these 
perspectives the development of institutions is explained by the need to reduce the risk and 
uncertainty of exchange or association. Lastly, the large body of literature that is based on 
rational choice in modeling agents' behavior operates under a constraint of “bounded rationality” 
which recognizes the limits of rational behavior under uncertainty.348 

My purpose in elucidating these various approaches to uncertainty is to reveal what I believe 
is an underlying convergence across social science as well natural science disciplines towards 
common ground. This convergence holds out the promise of a more unified vision of human 
social behavior for applied social science. It also brings to attention two principal obstacles that 
need to be resolved. First is the need for better a priori behavioral assumptions to guide social 
science inquiry. This is the promise of a unified vision of human social behavior. Second is the 
need for methods of measurement and operationalization of the concept of risk and uncertainty in 
order to incorporate them as explanatory variables in an analytically meaningful way. Much of 
the literature to date abstracts the concept of uncertainty and employs it as a contextual rather 
than instrumental variable. In this way uncertainty becomes part of the residual noise often 
referred to as ‘crisis.’ In an attempt to overcome these obstacles in part, I have offered empirical 
evidence to show a logical connection from risk-averse behavioral assumptions to democratic 
policy outcomes. To do so, I have assumed the dominance of risk-averse preferences, but I have 
also offered a conceptualization and operationalization of risk and uncertainty in the form of 
trade dependence. In this I believe my analytical approach offers a more cohesive logic to the 
role of trade in domestic politics than previously imparted in the literature. My analysis also 
leads me to characterize modern democratic societies not as ‘welfare states’ but as ‘insurance 
states.’349 I believe the term ‘welfare state’ is misleading in suggesting that modern democratic 
politics redistributes welfare from rich to poor or from capitalists to labor. In actuality, modern 
democracies have become nation-wide insurance pools for the redistribution and avoidance of 
economic risk. This perspective presents new modes of analysis for explaining policy outcomes.  
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1 See Peter H. Lindert [1994], p. 1. 
2 In the interest of clarity and consistency I will employ throughout this study the general term 

'welfare state' to denote all modern, advanced, industrial, democratic, capitalist societies as 
they range from the United States to Sweden. This term is intended to be ideologically neutral 
and consistent with general opinion among researchers that all advanced states are welfare 
states in any meaningful sense of the word. See Castles [1989], p. 4. 

3 Social historians such as Max Weber, Emile Durkheim and Karl Polanyi bring our attention to 
these underlying forces as fundamentally determining the shift from traditional agrarian-based 
feudal societal relations to modern, urban, commercial, capitalist relations. See Polanyi 
[1944], The Great Transformation. 

4 One could reasonably argue that working class perspectives could also belong to the following 
classification of structural-political theories. 

5 Rothstein's argument is that voluntary union schemes administered by unions provide an 
incentive to union membership that is lacking in compulsory insurance schemes. This 
explains why countries such as Denmark, Belgium, Sweden and Finland have the highest 
rates of unionization. He supports his argument with the case of Sweden, which under the 
direction of Gustav Möller deliberately advocated a voluntary system in 1934 to strengthen 
union support of the Social Democratic Party. But Sweden is the last of the industrialized 
countries to implement an insurance scheme, and rather late in this century which started with 
seven other countries instituting voluntary systems before the Depression.  

6 Rothstein, [1992], pp. 44, 43. 
7 Alber [1981], p. 153. 
8 Therborn, [1989], p. 194. 
9

 Peter Baldwin [1990], p. 5.  
10

 As defined by Wilensky and Lebeaux [1965], a residual welfare state is mainly intended as a 
safety net for the poor and is characterized by means-tested rules. A universal or institutional 
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welfare state extends services to all socio-economic groups by virtue of the rights of 
inclusion.  

11 The informational failures of insurance are grouped under two categories: moral hazard and 
adverse selection. Adverse selection refers to the difficulty of pooling risks and applying a 
uniform premium across insured individuals. Good risks know who they are and voluntarily 
opt out of the pool because the premium price is subsidizing bad risks. This leaves the insurer 
with a shrinking pool of worse risk individuals and the need to constantly increase the 
premium. As premiums increase the best risks continue to abandon the pool. Moral hazard 
refers to the change in behavioral incentives to insured individuals whereby they increase 
their risky behavior without the insurer's knowledge because they are insured against loss. 
Both of these problems result from information impactedness or asymmetry between insurers 
and insured. The argument is that social insurance is provided publicly because these 
informational failures make private insurance unprofitable. However, with public insurance, 
the problems of moral hazard and adverse selection are not eliminated but are only 
transformed into social costs. This is the analytical basis of applying an insurance analogy to 
unemployment insurance in the social democratic welfare state. Moral hazard in the welfare 
state could be manifested in several ways. One would be an increase in the reservation wage 
as individuals would choose to wait for the right job at the desired wage. Another might be an 
inclination for employed workers to hold firmer in wage bargaining, knowing the costs of 
excess will be borne by others. Adverse selection in the welfare state is reflected in a 
decreased willingness of the employed to share in the costs of social insurance, possibly 
leading to political pressure for tax relief, reduction of benefits and more stringent 
qualification rules.  

12 Vertical redistribution refers to transfers that redistribute resources between classes based upon 
means, such as social benefits paid to lower income classes through progressive incomes 
taxes. Horizontal redistribution refers to transfers that redistribute between winners and losers 
irrespective of economic status. For example, a compulsory unemployment insurance system 
that only pays benefits to the unemployed. In effect horizontal redistribution seeks to widen 
the pool of insured risk sharing, which favors middle class interests. Baldwin [1990], p. 19. 

13 See Cameron [1978,1984]; Katzenstein [1984,1985]; Uusitalo [1984]. 
14 See Eaton [1979]; Newbery and Stiglitz [1981]; Eaton and Grossman [1985]; Cassing, 

Hillman and Long [1986]; and Dixit [1987]. 
15 Wolfenden, The Real Meaning of Social Insurance, [1932], p. 1. 
16 Comparative data broken out by social insurance vs. other social spending are difficult to find. 

But social security and welfare expenditures are by far the largest category of public 
expenditures by function. IMF data sources show these expenditures average 37.4% of total 
expenditures for 18 OECD countries in the 1990-92 period. This category does not inculde 
health expenditures, which in most countries, with the notable exception of the US, includes 
national health insurance expenditures of roughly 12% of total expenditures. We can 
guessitmate just the social security portion of the social security and welfare expenditure 
category as measured on the revenue side, where social security comprises 25.1% of 
contributions to total tax revenue, implying an equivalent expenditure. Data from IMF 
Government Finance Statistics Yearbook, 1993. The second point is important to the 
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normative policy implications of my research in an ideal democratic model - an ideal where 
the distribution of power and influence among domestic groups is not the primary determinant 
of policy outcomes. See footnote #19 below. 

17 Arguments 3, 5, 6, 7 from Jensen [1989], p. 406. 
18 As Alber pointedly states in his study and which I second here: "Unemployment insurance is 

studied here...because it represents a crucial area of welfare policy that is particularly suited to 
an examination of the interrelationship of politics and policies. First, unemployment is 
politically relevant because it affects great numbers of people who may be easily mobilized to 
challenge governments. Second, unemployment may be considered the only area where an 
involuntary loss of earnings can be affected directly by government action. Finally, 
ideological controversies over the extent of income maintenance and welfare state measures 
in general are revealed in particularly sharp form in the determination of unemployment 
schemes." [1981], p. 157. 

19 The incidence of taxes and transfers may often fall along recognizable economic or social 
cleavages that become transformed into political coalitions leading to explicit political 
conflict over the design of social welfare policies. Analyses of these forces trace the 
distribution of power and influence among domestic groups and help explain distributive 
outcomes. As such, social transfers do not approximate a pure, actuarially-sound, market-like 
insurance model but rather resemble a political redistributive game theoretical model. 
However, I wish to control for this to some extent by considering exposure of all domestic 
actors to exogenous systemic risk to help explain nation-wide demands for insurance and 
national variance in the provision of social  insurance. In other words, I am seeking to control 
as much as possible for those political variables associated with power that will often be 
determining for policy outcomes. Likewise, by constraining my cases to advanced industrial 
democracies, I am trying to control for the distribution of political power.  

20 Refer to footnote #11. 
21 Risk aversion is the fundamental individual psychological assumption of finance theory as 

applied to portfolios of assets (see Copeland and Weston, [1992]). Individuals choose a 
portfolio which is a combination of a riskless asset and risky assets according to individual 
risk preferences to minimize the expected level of risk. They then accept the expected market 
level of return associated with their chosen level of risk. I argue that this preference 
calculation applies as well to intangible assets that we normally classify as human, social or 
political capital. The point is that material interests are shaped more by perceived risk or loss 
than expected benefit or gain. In an environment of rapid change, crisis or uncertainty this 
perspective offers a meaningful differentiation from rational choice assumptions.  

22 For my purposes here I make no technical distinction between risk and uncertainty. This 
follows the reasoning of Hirshleifer and Reilly [1985, p. 10] who argue convincingly that risk 
as an objective classification based on empirical probabilities is truly subjective and is 
actually a degree of belief in subjective probabilities or uncertainty. However, stylistically I 
use these two terms interchangeably but employ the word risk to imply the negative 
connotation or perception associated with potential material losses in a world of uncertainty. 

23 Peter Baldwin [1990], p. 13. 
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24 ibid., p. 288. 
25 Organization for Economic Cooperation and Development. 
26 The exception is Portugal which instituted a system in 1975. 
27 The 8 Ghent systems were enacted in Belgium, Denmark, Finland, France, Netherlands, 

Norway, Sweden and Switzerland. The 5 compulsory systems were enacted in Great Britain, 
Austria, Germany, Italy, and Ireland.  

28 Sweden, Finland and Denmark. 
29 See Rothstein [1992], p. 41.  
30 Considering the historical timing of the implementation of unemployment insurance, we 

should note the international monetary regime and the political and economic effects of trade. 
Under a fixed exchange rate regime, such as the gold standard, trade imbalances forced real 
price adjustments on national economies. For example, trade shocks would lead to inflation or 
deflation in the domestic price level accompanied by changes in wages and employment 
levels. I would maintain that these changes may be analogous to an exogenous risk best 
managed by some form of social insurance scheme. Under a floating exchange rate regime, 
the political effects of changes in currency valuations would have significantly different 
political ramifications and policy results. Flexible exchange rates allow countries to spread the 
impact of trade fluctuations across the economy by reducing the value of all holders of the 
domestic currency. Thus it is often argued that flexible exchange rates cushion countries from 
international market fluctuations.  

31 It should also be noted here that individuals can also respond to potential risks by 
redistributing those risks to others either through the political control or by coercion. In a 
society without sufficient individual legal protections this is usually the preferred strategy. 
Basically, those who exercise power can place the burden of excess risk on the relatively 
powerless. In confining my study to advanced democracies I am attempting to control for a 
maldistribution of power so that individual actors are effectively constrained to the two 
options of diversification or insurance. 

32 I represent this convergence as dichotomous between trade dependence with openness or non-
trade-dependence with closedness for analytical clarity. In practice the variation across 
countries in trade dependence and trade policies is a continuous one. Some confusion may 
result here from equating trade dependence with trade openness. One might think of the US as 
being open but non-trade-dependent. However, US trade policy evolved to a more open 
regime only in the 20th century and yet still retains particularistic protectionist policies. This is 
probably due primarily to the fact that the US has greater flexibility to meet demands for 
domestic security through alternative mechanisms because of its low dependence on trade and 
the use of the US dollar as a world currency. In Chapter 6 we will review how the 
management of US foreign economic policy has shifted from tariffs to monetary and fiscal 
tools. 

33 Bates, et. al [1991] find evidence to support the hypothesis that the tendency toward trade 
openness is more likely iff there is sufficient national wealth and redistributional capacity to 
shield domestic groups from the direct effects of terms-of-trade (TOT) risk. Thus social 
insurance was only an option for richer countries to insure against trade shocks. Developing 
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countries were either unresponsive to domestic costs of adjustment or resorted to trade 
protectionism.  

34 This control for democracy is not perfect as Portugal, Spain and Greece were not democracies 
during most of the postwar period. See footnote #7. 

35 I attribute this conceptual model of economic and political market power to a lecture by J. 
David Richardson. In a simple economic example, when demand is price-inelastic, or ε → 0, 
market power → ∞, as in the case of a monopoly. Conversely, when demand is price-elastic, 
or ε → ∞, market power → 0, as in the case of pure competition.  

36 There are several reasons for adopting this approach. First, income risk so broadly defined is 
related to and correlated with an indefinite number of other variables within a national 
economy and many of these are endogenous to policy outcomes. Since I wish to empirically 
test the relationship between risk and political outcomes, I must distill the explanatory 
variable of risk into a measure that is analytically sound and empirically testable. I can do so 
by considering the country as a single agent and differentiating between exogenous trade risk 
and endogenous business cycle risk. Analytically we can do this by distinguishing between 
trade-dependent economies and non-trade-dependent economies. Whereas in trade-dependent 
economies the business cycle is a direct function of trade, in a non-trade-dependent economy 
the business cycle is endogenous to the domestic economy and only moderately affected by 
trade risk. In trade-dependent states I expect trade risk to define and affect domestic groups in 
a patterned way while business cycle risk in non-trade-dependent economies would be more 
diffusely spread across economic sectors and social classes. This would affect the politics of 
policy preferences. In effect, trade risk allows me to isolate the risk variable by focusing on 
the variability of supply and demand and discerning the effects on domestic politics. 
Numerous objections to the generality of this reasoning can be raised. One of the tasks of this 
study will be to provide as much empirical evidence as possible to substantiate these claims. 
The second reason concerns the incompleteness of markets to insure against trade risk. When 
risk is exogenous to the domestic economy, then the policy options for redistributing this risk 
may be more limited. The gains from changes in the terms of trade may not be available to be 
taxed and redistributed to the losers and so there may be a greater demand for redistributing 
the losses through a socialized insurance pool. The implication is that there should be more 
extensive social insurance programs in open, trade-dependent countries. These programs may 
also be linked to a host of welfare and employment policies that effectively serve the same 
end. 

37 This ties into Peter Gourevitch's [1986] argument regarding the coalitions between agriculture 
and labor in favor of price subsidies and unemployment compensation during economic 
crises. Farm incomes are most sensitive to uncertainty over prices while labor is most 
sensitive to uncertainty over employment. 

38 Spates and Rabinovitch [1931]; Kiehel [1932]; Stewart [1934]. 
39 The initial cases of unemployment insurance (France, Norway, Denmark, Netherlands, 

Finland, Belgium, Switzerland for Ghent; Germany, Britain, Austria, Italy, Ireland for 
compulsory) appear largely consistent with this explanation. 
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40 The case of Switzerland supports this interpretation as communal schemes sprouted up in 

various cantons. Switzerland is constitutionally constrained from imposing a national 
compulsory system on cantons and some early experiments in compulsory systems led to a 
flow of less risky workers to neighboring cantons, causing systems to fail due to adverse 
selection. 

41 See Stewart [1934]; Alber [1981]; Rothstein [1992]; and Lindert [1994]. 
42 Mancur Olson [1971]; Douglas E. Booth [1978]. 
43 These factors help to explain why trade unions generally began on a small scale organized 

around small shops and guilds, which also instituted some of the earliest forms of insurance 
pools for unemployment and accident-related losses. 

44 The IRC was established in 1926 as a nonprofit organization engaged in consultation and 
research of industrial relations in the United States and Europe. In the 1920s and '30s the 
organization embarked on a research agenda to review and analyze all the national 
unemployment insurance systems across Europe and North America for the benefit of 
designing a US system. Separate country studies were completed on the US, Great Britain, 
Germany, Belgium, and Switzerland. 

45  These data is presented for all countries in Chapter 3 in Table 3.1. 
46 This presentation is intended as a conceptual summary of the methodologies employed in the 

following chapters. The detailed operationalization of both dependent and independent 
variables will be presented in Chapter 3on the cross-national study.  

47 Mackie and Rose [1991]; Visser [1989]; Wallerstein and Golden [1996]. 
48 Since our analysis focuses on the employment effect of trade demand shocks, an alternative 

measure would be export manufactures as a share of GDP.  
49 Spates and Rabinovitch [1931, pp. 31-40]. Adverse selection also doomed the St. Gallen 

compulsory plan after three short years in 1897. Workers choosing to opt out merely moved 
to neighboring cantons while the bad employment risks moved in. This plan became closely 
scrutinized by states considering compulsory insurance, especially Britain. See Harris, [1972], 
p. 302. It should also be noted that municipal efforts took two distinct forms: one where the 
municipality administered the public fund and the second where administration was left in the 
hands of the unions. Most of the failed schemes adopted the first form while the second form 
was established by the Ghent system. Rubinow [1913], p. 461. 

50 Stolper, Wolfgang F. and Paul A. Samuelson, [1941]. 
51 This need to diversify was also recognized politically. Harris reports that Churchill published 

his proposals in 1908 for 'the development of certain national industries' as the 'means of 
counter-balancing the natural fluctuations of world trade.' Nation, March 7, 1908, Winston 
Churchill to the Editor, reprinted in Harris [1972], p. 263. 

52 The reader can refer back to Table 2.2 for a cursory glimpse of the depth of manufacturing as 
an indicator of the level of industrialization as it varied across countries in 1894. The ranking 
in manufacturing can be contrasted with the ranking in trade dependence. Data presented in 
Chapter 3 will show a positive monotonic relationship between trade and unemployment 
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insurance while the relationship between industrial development and unemployment insurance 
as measured by the share of manufacturing in GDP shows no discernible relationship. 

53 Individual data sources by variable are presented in Appendix 3.B. The complete dataset is 
presented in Appendix 3.C. 

54 The Katzenstein [1984,1985] thesis also maintains that such states specialize in export markets 
where demand is relatively stable. It also stands to reason that policies and institutional 
arrangements may be directed towards wage adjustment to minimize the employment effect 
[Wallerstein, 1990].  

55 Wallerstein [1989a]. 
56 See Dahl and Tufte [1973]; Cameron [1978]; Katzenstein [1984, 1985]. 
57 I am grateful to Michael Wallerstein for the following Swedish historical insight. 
58 Bates, et. al., compute a terms-of-trade risk measure by taking a standard regression of 

empirical terms-of-trade statistics against the lagged value over time. Taking the standard 
errors of the resulting autoregression gives a measure that captures the notion of uncertainty 
[Bates, 1991, p. 10]. Rodrik [1996, p. 15] similarly computes the logged differences of year-
to-year changes in the ToT and then takes the standard deviation. Both measures are 
theoretically appropriate measures of external trade risk that captures the variance of forecast 
errors made by rational agents. I have adopted Rodrik's measure for my purposes here. 

59 Working class parties are defined as parties of the Left on the ideological spectrum and include 
Communist, Socialist, Workers, and Social Democratic parties and their affiliates as described 
in Mackie and Rose, The International Almanac of Electoral History, [1991]. 

60 See Flora and Alber [1981], Alber [1981]. 
61 The most extreme example of the divergence between density and coverage is France, where 

approximately 90% of the labor force is covered by centralized bargaining agreements while 
union membership is roughly only 10% of the labor force. 

62 Schmitter [1979, 1981]; Katzenstein [1984, 1985], and Lehmbruch [1979]. 
63 Rothstein [1992]. This is the feedback effect discussed in Chapter 2 where voluntary systems 

have promoted greater union density rates. 
64 Voluntary, Ghent-style unemployment insurance systems administered by the unions currently 

operate in Sweden, Finland and Denmark. These three countries also display the highest rates 
of union densities. 

65 Non-standardized unemployment rates are used for Denmark, Switzerland, Greece and Austria 
because the OECD does not calculate standardized unemployment rates for these countries. 

66 Some initial reviewers of this chapter have also raised the issue of endogeneity between 
unemployment generosity and increased levels of unemployment. This is the moral hazard 
problem of more generous benefits causing higher voluntary unemployment. This has been 
cited as the cause of the present high structural unemployment in Western Europe. This moral 
hazard problem is an important consideration for policy implications as it matters how the 
insurance system is designed to minimize informational asymmetries. I discuss this more in 
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the concluding remarks in the final chapter. However, I do not believe this presents a problem 
for the regression model specified here. Moral hazard is a feedback effect increasing the 
variation in the dependent variable of unemployment benefits paid, but is not directly 
correlated with the explanatory variables of trade, per capita GDP or the voluntary dummy 
(See benchmark equations #3.2.1 and #3.3.1). In cases where my dependent variable is 
directly related to the level of unemployment, I use the level of unemployment as a control 
variable to filter out the effect on other coefficients. While, unemployment is indirectly 
correlated with GDP and perhaps trade, the bivariate correlations in the dataset I am using 
raise no serious concerns. In addition, my model is a static, cross-sectional comparison 
showing a slice of time, therefore there is no feedback effect.  

67 Rodrik [1996], p. 14. 
68 This international trade cycle started in the 1870-90s as trade increased and then declined 

throughout the 1920-30s and rose again during the postwar period. Deutsch and Eckstein 
[1961]. 

69 It should also be noted that cases with missing variables are dropped from the regression 
model, further reducing the number of cases. 

70 The correlation matrix among these measures is presented in Appendix 3.A. 
71 See Schmitter [1979, 1981] and Lehmbruch [1979].  
72 Cases dropped when including working class voting percentage were Portugal and Spain. 

Portugal is a significant outlier in terms of generosity, GDP and age of system (initiated in 
1975). 

73 See Appendix 3.A for the correlation matrix of these variables. 
74 This relationship was first noted by Dahl and Tufte [1973] and subsequently investigated by 

Taagepera [1976, 1977]. 
75 Katzenstein [1985], p. 79. 
76 Wallerstein, [1989b].  
77 See Appendix 3.A for the correlation matrix of these variables. 
78 Wallerstein, [1994]. 
79  Using other measures of unionization, such as the confederal-government bargaining index 

did not make a difference in the comparison. 
80 The concept of adverse selection refers to the potential of good risks to opt out of the pool 

because of an unfavorable assessment of the costs and benefits while bad risks remain, 
increasing the overall risk profile of the pool that requires a raise in premiums. A vicious 
cycle ensues as more good risks then opt out and premiums must be raised accordingly. 

81 The 8 Ghent systems were enacted in Belgium, Denmark, Finland, France, Netherlands, 
Norway, Sweden and Switzerland. The 5 compulsory systems were enacted in Great Britain, 
Austria, Germany, Italy, and Ireland. Belgium, France, Netherlands, Norway and some 
cantons of Switzerland subsequently converted to compulsory systems. Because Switzerland's 
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data varies by canton and is not comparable, it is not included in the comparison of converted 
national systems. 

82 Rostow [1972], Table II-7, p. 67;  Table B-3, p. 669.  
83 ibid., According to Rostow's estimates world trade grew from 1840-70 at an annualized rate of 

5.2%; from 1870-1913 at 3.5%; from 1913-1948 at 0.1%; and from 1948-71 at 7.3%. 
84 This discussion principally draws upon the studies by Deane and Cole [1962]; R. Davis 

[1979]; C.H. Lee [1986]; Rostow [1952, 1978]; Mulhall [1896]; Crafts [1985]; Hudson 
[1992]; Thompson [1973]; and Alford [1996].  

85 Lee [1986], pp. 109-110. 
86 Davis [1979], pp. 13-15. 
87 ibid., p. 10. 
88 Thompson [1973], p. 99. 
89 Rostow [1979], p. 379. 
90 Mitchell [1962], pp. 248, 483. 
91 ibid., pp. 304-6. 
92 Export figures include rail and railway equipment in the category(ies) of iron and steel. 
93 The two Series, A and B, result from a reclassification of industry coding in the early 20th 

century. They are roughly comparable.  
94 Howe [1984, p. 1]. Farnie [1979, p. 45] also states that "the cotton industry became more 

highly localized than any other contemporary manufacture in so far as it concentrated itself 
progressively within a third of a single county. That trend virtually identified Lancashire with 
a single trade and...largely deprived the cotton industries outside Lancashire of any historical 
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workers' dues were primarily earmarked for strike actions, making adequate insurance 
provision difficult. The fact that neither one of these institutions was equipped to manage 
unemployment insurance probably provided the impetus for a national policy as it developed 
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119 ibid., p. 187. 
120 ibid., p. 162. 
121 ibid., pp. 191-2. 
122 Robinson [1913], p. 289. 
123 Harris [1972], p. 51. 
124 Pelling [1963], p. 98. 



201 

                                                                                                                                                       
125 Rubinow [1913] p. 477. 
126 See Ogus [1982, pp. 165, 186], Gilson [1931, p. 35], Harris [1972, p. 298]. 
127 Harris notes that few friendly societies offered out-of-work benefits and that such insurance 
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the course of the century. Gosden [1961], pp. 155-197. Also Gilson [1931]; Harris [1972]. In 
addition it should be noted that friendly societies were seen as private self-help organizations 
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142 See Pelling [1987], pp. 24-51. 
143 In his History of Trade Unionism, Sidney Webb reports data on trade union membership as a 
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to unemployment were motivated by the world-wide depression of the 1930s, which is why 
even non trade-dependent states have national unemployment insurance. We should also 
remember that in trade-dependent states external trading cycles and domestic business cycles 
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149 Part I dealt with health insurance and proved to be much more contentious than the 
unemployment insurance portion of the bill. This is not discussed here but for a thorough 
treatment see Harris [1972], pp. 318-29. 
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151 Heclo concludes that "...the initial development of UI was largely the work of Liberal 
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206 

                                                                                                                                                       
209 ibid. p. 314. 
210 Hogg, [1986], p. 23-4. 
211 Mommen, [1994], p. 2. Mommen notes that in the early 1930s gross prices fell by 44%, 

nominal costs of living by 24% and nominal wages by 23%.  
212 Hogg.,[1986], p. 22. 
213 Mommen [1994], p. 32. 
214 Vanthemsche, [1990]; Goossens, et.al.[1990]. 
215 Goossens, et.al., [1988], p. 296. 
216 Luck, [1985], p. 425-6. 
217 Luck, [1985], pp. 344, 431; Maurer, [1982], p. 396. 
218 Mitchell, European Historical Statistics, [1975] 
219 Spates and Rabinovitch, [1931], pp. 67, 78. 
220 Speiser, [1978], p. 159; Katzenstein, [1984], pp. 168, 216. 
221 Grüner, [1987], pp. 61-5; Luck, [1985], p. 433. 
222 Spates and Rabinovitch, [1931], pp. 37-39. 
223 Maurer, [1982], p. 399. 
224 Interestingly the first relief system was set up in Basel in the 17th century for unemployed 
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