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The financial crisis of 2008 brought new urgency to the question how best to
organise national economies. This volume gives a business history perspective
on the Varieties of Capitalism debate and considers the respective merits of
the liberal and coordinated market economies. It looks at individual firms and
business people as well as institutions and takes a long-term perspective by cov-
ering the whole 20th century. The authors examine both continuity and change
with a particular focus on the Netherlands, a nation with an open economy, sit-
uated between two countries that oppose each other in the way they organize
their economies: Germany and Great Britain. The Netherlands also provides
an important case study with Dutch business maintaining strong links to the
United States, widely considered to be the ‘typical’ liberal market economy.
Contributors address the main topics of the capitalism debate, including
labour relations, corporate governance, the firm and its leaders, coordina-
tion between firms, innovation, multinationals as agents of change, and eco-
nomic performance. They show that the Netherlands moved from a mostly
liberal market economy before 1914 towards a coordinated market econ-
omy from the 1930s onwards, and—up to a certain extent—back again to a
more liberal market economy. Under both varieties of capitalism the country
experienced economic growth and stagnation, but a more equal division of
wealth occurred in the coordinated market economy only. Wars and interna-
tional economic crises offered moments for revaluation and changes of tack.
This book raises questions for every country around the globe: How is change
being brought about? Can one see different results from a liberal or a more
coordinated market economy? And most critically: which system is more effec-
tive in bringing prosperity and enabling enough people to share in the wealth?

Keetie Sluyterman is professor of business history at Utrecht University, the
Netherlands, and a specialist in Dutch business history of the 19th and 20th
centuries. She has written or jointly authored a large number of companies
histories, and written the overview Dutch Enterprise in the Twentieth Cen-
tury (Routledge 2005). She is past president of the EBHA and a member of
the advisory editorial board of the journals Business History and Business
History Review.
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1 Introduction

Varieties of Capitalism and Business
History: The Dutch Case

Keetie Sluyterman

INTRODUCTION

The present deep economic crisis particularly in Europe and the United States
gives the study of capitalism a new relevance. Could a different organisa-
tion of the economy have prevented the present crisis? Capitalism has been
a much-discussed topic in the past. For most of the 20th century, capitalism
was contrasted with communism. Some academics have looked for a third
way between capitalism and communism, while others discussed whether
or not the two would converge into one system in due time. The fall of the
Berlin Wall marked the end of communism in Eastern Europe and Russia.
Capitalism came forward as, seemingly, the superior system. At the same
time, the world became increasingly economically interconnected. Would
all countries in the world move to one system? Would there be one best sys-
tem for running the national economy? Sociologists and political scientists
argued that this was not necessarily the case. Despite globalisation, national
economies would remain organised in different ways. In 2001 the political
scientists Peter Hall and David Soskice built a framework for comparing
different national economies in their volume Varieties of Capitalism: The
Institutional Foundations for Comparative AdvantageEl They concentrated
on developed economies. In the first decade of the 21st century, their propo-
sitions have been debated, confirmed, contradicted, and improved upon.

This volume gives a business history perspective on this debate. As group
of authors, we take Hall and Soskice seriously in their wish to put the firm
centre stage. We want to fill the often abstract discussion with the flesh and
bone of history, with people who acted and events that took place. We look
at both continuity and change: how flexible are these national capitalis-
tic systems? How do the different elements of the national organisation of
the economy interact with each other? What are the mechanisms behind
change? What is the role of companies and people in forging changes?

We explore these themes in one specific country because we believe this
helps to see the different aspects of the debate on Varieties of Capitalism
(VoC) in their proper setting and in their relation to each other. The country
we explore is the Netherlands. Why this country? First, because it is situated
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between two countries that are, according to the framework of Hall and
Soskice, opposites of each other in the way they organise their economies:
Germany and Great Britain. Second, because the Netherlands has an open
economy and therefore experiences the pressures and opportunities of glo-
balisation to the fullest extent.

We also want to look at the long term: the whole 20th century. The VoC
framework typified national varieties mostly on the basis of their appear-
ance in the 1990s. For instance, the Netherlands was typified by Hall and
Soskice as a coordinated market economy. But is this true for the beginning
of the 20th century? And is it still true for the start of the 21st century? The
answer is ‘no’, as several authors have already arguedl] And our research
confirms this conclusion. But that raises new questions: how is change being
brought about? How successful was the country during the 20th century?
Can we see different results from the liberal or more coordinated economy?
For success we have looked at economic growth and the spread of economic
benefits over the whole population because economic systems matter for
both of these reasons: are they effective in bringing prosperity, but also do
enough people share in the proceeds?

This introduction is organised in four parts. First, it will highlight the
Varieties of Capitalism framework introduced by Hall and Soskice in 2001.
Next, it will follow the debates about the concept and the way the concept
evolved in response to criticisms and new research. The third section will
briefly introduce the Netherlands. Finally, the main findings of the different
chapters will be presented.

A LANDMARK IN THE DEBATE ON VARIETIES OF CAPITALISM

The 2001 publication Varieties of Capitalism by Peter Hall and David
Soskice set a landmark in the debates on different ways of organising
the national economyt] In their introduction to that volume they brought
together many strands of thought of the 1990s and made propositions that
framed the debate for the next decade. They wanted to combine the study of
comparative capitalisms by political economists with the strategies of firms
from the business studies. Their emphasis on the firm as the key actor in a
capitalist economy makes their approach particularly interesting for busi-
ness historians.

In building up their core competencies, firms have to deal with problems
of coordination. For Hall and Soskice, five areas (spheres) of coordination
are central, three of which relate to the firms and their workforce. These
include the coordination between employers and employees about wages
and labour conditions on group level (industrial relations), the coordination
on the individual level between the firm and its employees, and thirdly the
coordination of the vocational training and education of the labour force.
The remaining two main areas of coordination are the relation between
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firms and their providers of capital (corporate governance) and the interac-
tions between firms, their suppliers, and their clients (interfirm relations). In
these five spheres, coordination can take place via markets and hierarchies
or via nonmarket institutions. The organisation of national economies can
be compared by looking at the choices firms make in those five spheres of
coordination. In their framework, not the state but the firms are central in
defining the national economy}] This framework will be explained in some
detail here because all authors of the chapters in this volume use it as their
starting point with due attention to the ensuring debates.

Building further on the contrast and contest that, according to Michel
Albert, existed between the Anglo-Saxon and Rhineland capitalism, Hall
and Soskice introduced the more general terms of the ‘liberal market econ-
omy’ (LME) and ‘coordinated market economy’ (CME). The United States
served as the prime example of a LME, and Germany stood for the CME. In
both cases the firm uses the market, but in LMEs it combines arm’s length,
competitive relations with formal contracts, while in CMEs it prefers the
use of networks and collaboration. These choices will be supported by the
national institutions, organisations, and culture, which in turn will under-
pin the firm’s choice

Two mechanisms will give durability to the national type of capitalism.
First, the characteristics of the five spheres are not distributed at random but
show coherence. For instance, patient capital and long-term employment go
hand in hand. Institutional complementarities therefore reinforce the differ-
ences between LMEs and CMEs. Second, companies will follow strategies
that make the most of the institutional context in which they operate. In
doing so, they will confirm that context. Hall and Soskice take their argu-
ment one step further: because firms use the national context for creating
advantages, firms in CMEs and LMEs will behave differently. For instance,
firms in CMEs will invest in specific assets and those in LMEs in switchable
assets. That means that differently organised economies will specialise in
different products. Moreover, flexible capital and labour markets in LME
countries will allow firms to focus on radical innovation, while the long-
term relationships in CME countries make a focus on incremental innova-
tion more logical

Where is the government in this framework of varieties of capitalism?
Hall and Soskice discuss the role of the state by addressing economic policy-
making. In their view, the principal problem facing policymakers is inducing
economic actors to operate more effectively with each other. Policymakers
can use the market to secure this coordination, for instance, through incen-
tives, and that is likely to happen in LMEs. Or they can use the existing
organisations, including business associations and trade unions, to encour-
age coordination, which is the logical choice in CME

Technological revolutions and liberalisation in the international economy
provide challenges for national economies. Firms, however, will react dif-
ferently to those challenges in accordance to their national setting. Firms
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in LMEs might move production units to countries with cheaper labour,
while firms in CMEs might prefer to stay in their home country because of
the specific skills of their workers. Hall and Soskice even argue optimisti-
cally that the pressure of the international financial markets might lead to
a closer cooperation between management and works councils. External
shocks might challenge the system and create change, but the most likely
outcome is that the adjustment will remain relatively small and not upset the
existing framework. There might be change, but there is no reason to expect
convergence between LME and CME countrie

Hall and Soskice do not argue that one type of capitalism is superior to
the other. However, they do argue that the two types differ with regard to
their capacity for innovation and their distribution of income and employ-
ment. In a later article, Peter Hall and Daniel Gingerich have calculated that
countries with complementary institutions had higher economic growth.
Thus, pure LME or CME countries performed better than countries with
partly LME and CME characteristics. This conclusion comes with a warn-
ing to those who want to reform certain spheres of the national economy:
those reforms will have impacts on other spheres and cannot be considered
in isolatio

On the basis of the five spheres, Hall and Soskice have clustered the
OECD countries. Six were classified as LMEs: the United States, Britain,
Australia, Canada, New Zealand, and Ireland, all English-speaking coun-
tries. Ten were classified as CME: Germany, Japan, Switzerland, the Nether-
lands, Belgium, Sweden, Norway, Denmark, Finland, and Austria. Another
six countries—France, Italy, Spain, Portugal, Greece, and Turkey—were
considered difficult to identify with one of the two categories. Tentatively,
Hall and Soskice introduced a third type of capitalism, Mediterranean,
characterised by a large agrarian sector and extensive state intervention.
This showed that their framework was flexible and a ‘work in progress’, as
they pointed out themselve

DEVELOPMENT OF THE VOC FRAMEWORK

More Variety

The VoC framework as presented by Hall and Soskice has created much
debate, both positive and negative, and has unleashed many efforts to
develop it further. This introduction will highlight some important discus-
sions that led to further elaboration of the VoC framework. It will discuss
the sparse choice of two options (LME and CME), the positioning of coun-
tries somewhere in this continuum, and the all-important question of change
and possible mechanisms behind change.

The most obvious point for discussion was the dichotomy between LME
and CME. Why two models-—why not four, or five, or ten? In fact, Hall
and Soskice had already hinted at a possible third model: the Mediterranean
market economy. In 2003 Bruno Amable came with an alternative set of five
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different models: the Anglo-Saxon model, the Continental European model,
the social democratic economies, the Mediterranean model, and, finally,
Asian Capitalis Richard Whitley, who wrote extensively about business
systems in the 1990s and onwards, developed a scheme of eight types of
business systems, four types of states, and six types of innovation systems. It
seemed to cover every possible angle Matthew Allen argued that VoC did
not have enough variety because it paid no attention to the varieties of firms
within countries. Different industry sectors within a country were often
organised very differentl Robert Boyer compared VoC with Regulation
Theory (RT) and divided the world into four ‘brands of capitalism’: market-
led, meso-corporatist, social democratic, and state—le Colin Crouch
appreciated the theoretical parsimony of the two models but warned against
determinism and functionalism. He also warned against confusing models
with the reality on the groun Bob Hancké, Martin Rhodes, and Mark
Thatcher concluded that the framework could easily be extended with two
more models, and at the same time brought the state back in. They intro-
duced the mixed market economies and emerging market economies, but the
latter was seen as a transitory modell!{ So, over time more variations were
introduced, but there appeared no consensus on one best framework. The
original simple framework of two contrasting models, therefore, remains
very useful for analysing how economies are organised and how this organ-
isation develops over time.

Linked to the discussion of models was the discussion about positioning
countries in the framework. The initial framework was developed with the
developed countries in mind, but some authors tested the concept’s usefulness
for developing countries or countries that had no market economy. Label-
ling brought up further questions. It appeared that countries did “fit’ the bill
in some periods but not in others. For instance, Hall and Soskice positioned
the Netherlands as a CME. Historical studies for the Netherlands concluded
that the country was indeed a coordinated market economy for much of the
20th century, but it showed many liberal characteristics at the start and at
the very end of that centur The chapters in this volume discuss these shifts
in more detail, and the concluding chapter compares the Dutch experiences
with some other countries. For instance, some authors questioned whether
the United States was a LME in the middle of the 20th century. Ronald Dore,
William Lazonick, and Mary O’Sullivan describe the United States in the
1950s and 1960s as a period of ‘managerial capitalism’, which was more
characterised by collaboration than by market liberalis This exercise
leads us to the all-important discussion about changes over time.

Changes over Time

Many authors criticised Hall and Soskice because they considered the VoC
framework too static. As we have seen, changes were not excluded from
their approach, but the emphasis was clearly on continuity as a consequence
of the institutional complementarities. In any case, they argued against
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convergence between the liberal and coordinated market economies. In an
earlier publication, Ronald Dore, William Lazonick, and Mary O’Sullivan
came to a similar conclusion. They compared institutional changes in the
United States, Britain, Germany, and Japan during the 20th century and
found that all four countries had changed. But it was not a story of a long
and steady process of gradual convergence. Instead, the four countries
seemed to be heading for more convergence in the 1960s but then diverged
again in the 1980s. The 1990s came with renewed convergence. The authors
did not reach a firm conclusion but noticed a pattern of ‘ebb and flow’ that
still needed to be explaine As the 21st century progressed, it had become
increasingly clear that national economies were changing, and most of that
change meant a move from a coordinated to a liberal market economy.
For instance, recent calculations by Martin Schneider and Mihai Paunescu
show moves in a more liberal direction for a number of countries, includ-
ing Denmark, Finland, the Netherlands, and Sweden. ‘The direction and
the extent of change do not appear to be consistent with the idea of stable
types of capitalism’, the authors conclud Other authors argue for the
same movement in the same direction. By focusing on recent years, nearly
all changes relate to a move from CME to LME. To get a more balanced
view, it is important to also study how CMEs were created or how LMEs
developed into CMEs, and for that exercise we probably need to go further
back in time. This is indeed the approach chosen by the contributors to the
present volume.

Can more change be included in the VoC framework? Robert Boyer con-
trasts the VoC approach with the Regulation Theory. While the VoC school
agrees that external shocks might bring changes in the reigning type of capi-
talism, the Regulation Theory looks for endogenous factors to explain the
two main phenomena of the late 20th century: the globalisation and the
transition from manufacturing to services. For countries such as Japan and
Germany, the crises of the 1990s were the result of earlier successes. Past
successes were transformed into signs of weakness. Thus, change can be
explained from the very successes in the past. Boyer argues for a combina-
tion of both approache

Lack of change in the VoC framework is also a major concern for Colin
Crouch in his 2005 book Capitalist Diversity and Change. ‘Hall and Sos-
kice were bringing to a brilliant fulfilment a project around which many
of us had been skirting for the past quarter century. But now_that I saw its
perfectly logical culmination I was unsettled by it’, he Wrote He consid-
ered the main contribution of the VoC approach to be the realisation that
economic actors and the market itself exist within a framework of patterns,
routines, and rules that constrain the actions and choices of people. At the
same time, people were threatened with becoming imprisoned in an iron
cage of institutions that they cannot change. Was there an escape? Yes, some
people, and Crouch named them ‘institutional entrepreneurs’, could bring
change by combining elements of the institutions in a new way at the right
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moment. They have more options for recombining in new ways in econo-
mies with institutional heterogeneity. By creating new rules and following
them, they bring chang

In Beyond Varieties of Capitalism Hancké, Rhodes, and Thatcher devel-
oped the VoC framework further in order to address some of the criticism
As already mentioned above, they suggested that the original concept with
two opposing models of capitalism could easily be extended by two more
models. More importantly, they gave more attention to change and the
mechanisms behind change. They disagreed with the view that change is not
likely to happen because of the strength of the complementarities. Change
is possible because the institutions that underpin coordination are subject to
constant renegotiation. When sectors and industries within a national econ-
omy develop according to different paths, conflicts of interest may arise,
which in turn will lead to power struggles and shifting coalitions. It implies
that not all institutional arrangements that underpinned successful cross-
class coalitions in the past will remain valid when economic circumstances
change. Therefore, they propose to enhance the original VoC framework
by paying more attention to class struggles, coalitions, and the role of state.
But they hang on to their original argument that changes will play out dif-
ferently in CMEs and LMEs. Nevertheless, they observe that in countries
such as Germany and Switzerland, cooperation has moved from industry
to firm level and that LMEs and CMEs in Europe are beginning to share an
increasingly segmented labour market and rising income inequality. In their
view, this does not signify the demise of the CME, or at least not yet. They
end with the warning: ‘Ultimately, however, an analytical framework such
as the VoC is only as good as its ability to make sense of what is going on in
the world around us. And that world is changing quickly’

Using the more general term comparative capitalisms (CC), Gregory
Jackson and Richard Deeg moved from analysing how institutions contrib-
uted to economic performance to the question of how institutions them-
selves are created and change. They want to leave behind the notion of path
dependence and instead focus on institutional change. By comparing the dif-
ferent systems of comparative capitalisms, they hope to shed more light on
institutional change and to create a ‘dynamic theory of institutional change’.
In this context, the role of politics should receive more attention. While
the VoC literature argues that the nation state would hold on to its own
despite increasing globalisation, Jackson and Deeg reverse the argument and
suggest that study of changing capitalism should include the international
economic activity and the transnational institutions because there is such
overwhelming evidence that national economies changed in response to the
globalisation. The extent of these changes may not have come to light yet
because the formal institutions may look the same, while the way they play
out may already have become different?

This last point was highlighted by Kathleen Thelen in 2004 and later in
a paper with Peter Hall, in which they explain that institutions remain the
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same while their coordination changes, perhaps because actors either stop
using the rules or else they interpret them differently. But the opposite may
also occur: the formal institutions change while the old types of coordination
remain the same. Whether or not institutions change depends very much on
political coalitions and on their impact on the distribution of welfar

Performance

This brings us to the key question. Does it matter how an economy is organ-
ised? Is there a difference in outcome between the different types of capital-
isms? Hall and Soskice expected LMEs to provide more radical innovations
and CMEs more incremental innovations. In 2010 William Lazonick vigor-
ously contested this view on the basis of US experiences. Many of the radi-
cal innovations had come from state subsidies, not from the market sector.
The liberal market economy from the 1990s, or what he called the ‘New-
Economic Business Model’, had in fact a negative impact on any innova-
tion, be it radical or incremental. He particularly blamed the high executive
remunerations and the share buy-back schemes that robbed companies from
funds to invest in innovation}?] Bruno Amable and Karim Azizi addressed
the question of whether LMEs would act more countercyclical than CMEs
because of their supposed greater flexibility. Their study of eighteen OECD
countries over the period 1980-2002 did not confirm this hypothesis. If
anything, they found a more countercyclical policy in CMEs. This result
led them to call for more research into the complicated mix of economic
institutions, macro-economic policies, and political systems Hall and
Gingerich concluded that countries that belonged firmly to the liberal or
coordinated market economies would be economically more successful than
hybrid countries that were something in between. Jeroen Touwen, however,
concluded that a CME country could introduce market-based solutions, as
happened in the Netherlands during the 1980s and 1990s, without damag-
ing its economic performance. Touwen saw the introduction of changes as
part of a learning process among many groups in society through which
the country moved from an ‘immobile corporatism’ in the 1970s towards a
‘responsive corporatism’ after 1982}

What comes across as a new research agenda to which business histori-
ans might contribute? The consensus that market economies are in flux right
now highlights the importance of analysing shifts in the past and studying
people who were instrumental in creating those shifts. Working from the
supposition that there is some coherence between the various institutions of
a national economy makes it logical to study the various institutions in their
national context. But it is equally important to keep in mind the interna-
tional context and the impact of globalisation. Politics, power struggles, and
class have also been put back on the agenda. The final question that needs
to be solved is: how does it all affect us and our welfare? This volume is not
going to answer all of those questions, but it intends to increase insight on a
number of them from the perspective of one particular country.
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THE NETHERLANDS IN THE LONG 20TH CENTURY

The country we have chosen as case study is the Netherlands. Located in
Northwestern Europe, the country forms part of one of the most prosperous
regions of the world in the 20th century. It is a small country with an open
economy. Though the country is small in square miles, it is densely popu-
lated. Its population grew from around 5 million in 1900 to 16.6 million in
2010 The country belongs to the mid-sized economies. In 2012 the Neth-
erlands ranked twenty-sixth in the World Bank rankings of the world’s larg-
est economies. The country was a world leader in the 17th century, when it
reached its summit in economic power, political influence, and rich cultural
life after a revolt against the Spanish empire. Its ships sailed the world, com-
bining dominance over bulk trades with a strong position in the more spe-
cialised colonial trade. The Dutch East India Company (VoC), established in
1602, was among the first multinational companies, though with some jus-
tice it could also be called the first ‘national champion’ because it thrived on
a state-supported monopoly position. It exercised a military presence around
the centres of foreign trade, which in due time would lead to the establish-
ment of a colonial empire. The Dutch Republic took over the leading role
from older trade centres such as Venice, Genoa, Augsburg, and Antwerp
and was in turn superseded and surpassed by Britain in the 18th centur
In 1795 the French troops of Napoleon occupied the country, shutting the
country off from the sea and introducing French laws and the metric system.

The Netherlands did not begin to industrialise in the late 18th century
as did Britain. Historians have agonised over why the country was so slow
to follow Britain’s example and when at last its ‘industrial revolution’ took
off.3] The most recent contribution, based on reconstruction of the national
accounts, underlines the importance of institutional factors in retarding
growth during the first part of the 19th century, until the political and eco-
nomic liberalisations between 1840 and 1870 paved the way for a rise in
productivity and economic growth after 1860. In this economic upswing,
agriculture, trade, and transport, helped by the colonies overseas, played
a leading role and manufacturing followe The turn of the 20th century
marked the beginning of the four large multinational companies that domi-
nated the Dutch economy for much of that century. Three of the four—
Royal Dutch Shell, Unilever, and AKU (the later AKZO Nobel)—were early
examples of cross-border mergers, and the first two retained their double
Dutch-British nationality. The fourth, Philips Electronics, was Dutch but
actively involved in international cartel arrangements, further proof of the
international character of Dutch business. The four multinationals were
basically active in different industry sectors and therefore could easily work
together on general issues and help each other in specific circumstances
without harming their own positions. The success of those four multina-
tionals also meant that the Dutch economy was characterised by four really
large companies on the one hand and many much smaller firms on the other.
With the rise of multinationals in the service sector in the 1980s and 1990s,
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including banks and insurance companies, and the slimming down of the
manufacturing multinationals, the economic structure became more varied.

Around the start of the 20th century, employment in_the Netherlands
was equally divided between the economic sectors, as|Table 1.1| shows.
Dutch developments are compared with those of two of its most impor-
tant trading partners and neighbouring countries: Britain and Germany.
Being a latecomer in industrialisation, the Netherlands was behind Brit-
ain in employment in manufacturing throughout the whole period, but in
particular until 1913. It was, however, ahead of Germany in 1870, but no
longer in 1913. The share of manufacturing in employment in the Nether-
lands rose from 29 per cent in 1870 to 40 per cent in 1950 but remained
somewhat behind Britain and Germany. Though not visible in[ Table 1.1},
employment in manufacturing reached a level of 41 per cent in 1960 and
diminished thereafte The Netherlands was very similar to Britain in
its importance of the service sector, including the nonmarket services, as
a source of employment. Its share was already 34 per cent in 1870 and
gradually increased to 72 per cent in 1992. In contrast, employment in
agriculture steadily declined, though it remained higher than in Britain and
somewhat lower than in Germany. By 1992 agriculture was less than 4 per
cent of employment in all three countries. However, the agricultural sec-
tor remained important in the Netherlands. The country is still one of the

Table 1.1 Breakdown of employment by major economic sectors, the Netherlands

compared to Britain and Germany, 1870-1992, in percentage of total employment

1870 1913 1950 1992

1. Agriculture, forestry, fisheries

Britain 23 12 5 2
The Netherlands 37 26 14 4
Germany 49 35 22 3

2. Manufacturing, mining, construction and utilities

Britain 42 44 45 26
The Netherlands 29 34 40 24
Germany 29 41 43 38

3. Market and nonmarket services

Britain 35 44 50 72
The Netherlands 34 40 46 72
Germany 22 24 35 59

Source: A. Maddison, Monitoring the world economy, 1920-1992 (OECD, 1995), p. 39.
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largest exporters of agricultural products such as cheese, meat, tomatoes,
flowers, and, of course, the famous bulb

One important characteristic of the Netherlands, shared with many other
small and medium-sized countries, was the ‘small country dilemma’: the
country is strongly dependent on international developments, while at the
same time being unable to influence these developments. While large coun-
tries like the United States could export the cost of economic change to
other countries through ad hoc protectionist policies, small European states
had to be flexible and_adjust their industrial policies to adapt to changes
in the world econom International trade was hugely important for the
Netherlands because of its attractive geographical position along major riv-
ers and the sea, surrounded by prosperous nations highlights
the imports and exports of the Netherlands during the past two centuries as
percentage of GDP.

After 1860 international trade rose to a substantially higher level,
roughly amounting to between 50 and 80 per cent of GDP until 1914. This
illustrates how much Dutch business relied on international trade. It was
often involved in just a small part of the supply chain, buying raw materi-
als or intermediate products abroad, upgrading them to the next level, and
exporting them again as intermediate or final products. To put this figure
in perspective: the US level of import and export varied roughly between
4 and 8 per cent of GDP between 1870 and 1914. US exports peaked at
slightly over 20 per cent in 1920 while Dutch exports were seldom below
that level. Dutch figures for the two world war periods are lacking, but both
wars seriously interrupted the flow of goods. International trade did not
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return to the very high level it had before the First World War until the start
of the 21st century.

The two world wars of the 20th century impacted the country in dif-
ferent ways. During the First World War, the country remained neutral,
but it was hindered in its overseas trading as well as it contacts with its
colonies. That created problems but also opportunities for the home indus-
try. It was a time in which government, businesspeople, and trade unions
were thrown together to find solutions for the sudden disruption. During
the Second World War, the Netherlands was occupied by the Germans and
became a cog in the German war machines. The occupation led to the
exploitation of the Dutch economy and the impoverishment of the whole
population. Part of the Dutch working population was forced to work in
German factories, and some groups of the population were fervently pros-
ecuted, including all Jewish people, many of whom were deported to Ger-
many and murdered in concentration camps The Second World War also
meant the beginning of the end of the Dutch colonial ties with Indonesia.
From its existence as a modest colonial power, the Netherlands suddenly
became a ‘small country’.

During the 20th century, the country went through a number of economic
crises. First there was the short but fierce crisis of 1921, caused by the huge
fall in commodity prices that followed the boom period directly after the
end of the First World War. In particular trading companies and banks came
into heavy water because of the price fall. The crisis led banks to withdraw
from investment banking, in which they had become engaged since the early
years of the 20th century. Of longer duration was the crisis of the 1930s
following the stock market crash in the United States in 1929. The crisis
did not reach the Netherlands until 1931, but it continued longer than else-
where because of the deflationary policy of the government. To overcome
the negative effects of the crisis, the government encouraged businesses to
form cartels and reach collective agreements with their employees

The two oil crises of 1973 and 1979 affected the manufacturing industry
that struggled to keep its export position because of high labour costs and
a strong currency. After 1979 the country moved into an economic slump
that reached its nadir in 1982. Though economic growth resumed, unem-
ployment remained relatively high during the 1980s,*] With a large financial
sector, it was unlikely that the Netherlands would escape the international
housing and banking crisis of 2008, which quickly developed into an eco-
nomic crisis, and it did not. As happened elsewhere, the Dutch government
stepped in to rescue the banks and safeguard the savings of the population.
The economic crisis fuelled fresh debates on the role of government, the
efficiency of markets, and the division of incomes and wealth that are still
ongoing.

I the Dutch performance in economic growth and labour pro-
ductivity in the period 1913-1994 is compared with an average of eleven
Northwest European countries and the United States.
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Table 1. The Netherlands within Northwest Europe and the United States, 1913-1994

(unweighted averages of annual compound growth rates)

The Netherlands ~ Northwest Europe*  United States

Population 1.14 0.59 1.22
GDP 2.99 2.80 3.05
GDP per capita 1.83 2.00 1.80
GDP per hour worked 2.55 2.67 2.19

* Includes Austria, Belgium, Denmark, Finland, France, Germany, the Netherlands, Norway,
Sweden, Switzerland, and the United Kingdom

Source: B. van Ark and H. J. de Jong, Accounting for Economic Growth in the Netherlands
since 1913. Research Memorandum GD-26, Groningen Growth and Development Centre,
Groningen: Universiteit Groningen, 1996, p. 20.

The average annual growth in Gross Domestic Product (GDP) was higher
than in Northwest Europe, but the Dutch rise in population was much
higher as well, and as a consequence the GDP per capita was lower than in
the Northwest Europe, though slightly higher than in the United States. The
rise in labour productivity, measured as GDP per hour worked, was some-
what lower than in Northwest Europe, but significantly higher than in the
United States. These general figures conceal different periods of alternating
fast growth and stagnation, which will be further discussed inl chaEter SE
Overall, they show that the Netherlands succeeded in providing a growing
population with rising incomes and that its labour productivity has been
relatively high.

THE NETHERLANDS AND THE VOC DEBATES

The chapters in this volume delve deeper into the question of whether the
Netherlands was a coordinated or liberal market economy during the 20th
century and what that meant for its economy and its people. Industrial
relations, vocational training, and employee representation are central ele-
ments in defining the difference between the liberal and coordinated mar-
ket economy. In| chapter 3 in this volume, Erik Nijhof and Annette van
den Berg deal with these issues at the macro, meso, and micro level. They
show how the First World War brought government and organisations of
employers and employees together. The three parties gradually created the
coordinated economy that blossomed in the 1950s and 1960s, and became
contested in the 1970s. The evolution of the Dutch business system after
1980 can be considered as the transition from a state-directed type of neo-
corporatism to a kind of ‘soft coordination’, with a prominent role for
the representatives of the employers and the employees. Nijhof and Van
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den Bergh conclude that these two groups have now become crucial actors
in the field of labour relations. In education and vocational training, the
Netherlands followed neither the German nor the British system. Before
1980 the state and the denominational organisations (charities) were the
dominant parties in education and vocational training, but in recent years
local employers have taken on a dominant role. Again, a different coor-
dination, but still involvement of business. In worker’s representation,
the relevant laws and regulations have assigned increasing power to the
employees, continuing into the present. In this respect the Netherlands
resembles Germany more than Britain. In labour relations, Nijhof and
Van den Bergh do not see an outright shift from LME to CME and back
again to LME, but they see changes in the way the economy is coordi-
nated with a less prominent role of the government and more negotiations
directly between employers and employees. These results lead them to end
with the crucial question: who is coordinating and within what legal and
mental framework?

The fact that the legal power of the work’s councils was increased rather
than diminished during the 1980s and 1990s, leaves us with the important
question what happened to the position of the other stakeholders in the
company, and in particular the shareholders. In in this volume,
Abe de Jong, Ailsa Roell, and Gerarda Westerhuis discuss changes in Dutch
corporate governance from the perspective of shareholders in listed compa-
nies. They examine the power of shareholders to exert influence over key
corporate decisions, and they do that by analysing the discussions in annual
meetings of shareholders. In a LME shareholders are supposed to have a
dominant position, and the company is managed to further their interests,
while in a CME managers are supposed to balance the interests of the vari-
ous stakeholders. Their research confirmed that the position of Dutch share-
holders in the early 20th century was more characteristic of a LME, while
after World War II the other stakeholders became more important. Finally,
after the 1980s, the shareholders became once again more powerful. How-
ever, they immediately nuance this general picture because they found dif-
ferent shareholders for different periods, from family owners at the start of
the century, to large institutional investors at the end. Also, less powerful
shareholders did not go hand in hand with more power to the other stake-
holders because the real power came in the hands of the managers. Even
though in recent years shareholders have become more vocal, and debates at
the annual meetings of shareholders are decidedly livelier, shareholders still
have limited influence on corporate decisions.

Though the authors don’t highlight this conclusion, they show that the
corporate laws from 1928 and 1971 solidified past practices and views on
how the corporate governance should work at the very moment in time
that these views began to shift slowly into a different direction. Whether
that also will be the case with the Tabaksblat Code of 2003 has yet to
be seen.
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The listed companies, central inin this volume, have been very
important in the Netherlands during the 20th century, in particular the big four
multinationals, but they are not the only sources of business.[Chapter 4]in this
volume, written by Jacques van Gerwen and Ferry de Goey, analyses the role
of entrepreneurial individuals and their companies. Their approach includes
small and medium-sized companies. They formulated four hypotheses about
how entrepreneurs would behave in respectively liberal and coordinated mar-
ket economies. They expected entrepreneurs in LME:s to enjoy a higher social
status and be less constrained by their social background than those in CMEs.
In LMEs entrepreneurs would receive educational programmes and school-
ing more often than in CMEs, and they expected the share of entrepreneurs
in the working population to be higher in LMEs than CMEs. Supposing that
the Netherlands and Germany were CMEs and Britain and the United States
were LMEs, they tested their four hypotheses and found that none were con-
firmed. They found no homogeneity in types of entrepreneurs and enterprises,
something that would have occurred if the institutional complementarities
had been strong. They concluded that in fact all four countries were hybrids,
and that, moreover, institutions were not static. One of their findings is that
in the Netherlands the number of self-employed people as percentage of civil-
ian employment was higher than that in the United States, though lower than
in the United Kingdom. So it seems that the country doesn’t lack enterprising
people, despite some misgivings in this respect.

Companies don’t work in isolation. They are linked to other enterprises
such as suppliers and clients but can also work together to reduce the com-
petition or gain more market power. Interfirm relations are one of the five
spheres Hall and Soskice distinguish, and inlchaéter 5| in this volume, Bram
Bouwens and Joost Dankers look at collaboration and competition between
companies in the Netherlands to analyse their strategies with regard to busi-
ness interest associations (BIAs), cartels, and mergers and acquisition. They
consider those three instruments together because BIAs can easily lead to
cartels, while mergers can be used as alternative for cartels. BIAs and cartels
are typically seen as instruments for a coordinated market economy, while
mergers and acquisitions are more associated with a liberal market econ-
omy. Can we therefore identify a liberal or coordinated market economy
by analysing these instruments? To a certain extent that is indeed the case,
but the story is also more complex. As Bouwens and Dankers show, BIAs
provided different services to their members over time, and mergers and
acquisitions could be the result of friendly collaboration or of hostile strug-
gles on the stock markets. The development of these instruments confirms
the general conclusion that the Dutch economy became more coordinated
in the interwar period and moved slowly (and reluctantly) to a more liberal
market approach in the 1990s, in part also under pressure of the European
legislation.

One of the functions of BIAs is offering a network and platform for dis-
cussion. As such they played an important role in the diffusion of knowledge,
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as Mila Davids and Harry Lintsen explain inin this volume, on

the Dutch knowledge infrastructure and institutional change. They use
the Dutch case to test the argument of Hall and Soskice that companies
in coordinated market economies work more closely together to exchange
knowledge and technology and are more inclined to set up joined R&D
projects than those in liberal market economies. Moreover, governments in
coordinated market economies are more involved in the development of the
knowledge infrastructure. In liberal market economies, however, knowledge
transfer more often takes place via licensing, and the government is mostly
absent in innovation policy. Davids and Lintsen did not find one pattern for
all Dutch firms but rather elements of both liberal and coordinated market
economies. They looked at both the public and private knowledge infra-
structure. The innovation strategy of large multinationals fitted in a liberal
market economy, but the small and medium-sized companies relied more on
their BIAs. In some cases the government supported initiatives of these asso-
ciations. After the Second World War, the Dutch government became more
closely involved with the knowledge infrastructure, as society had high
expectations of the benefits of fundamental research. After 1970, however,
both companies and government reduced their expenditures on research,
while the government at the same time became more directive in steering
innovation. The increased importance of commissioned research, also at
public institutes, led to the creation of a market for knowledge, only acces-
sible when paid for. Comparing the Dutch developments with those in the
United States, the authors found more similarities than they had expected,
nuancing further the contrast between the liberal and coordinated market
economy.

The changing views on the importance of R&D and on the expendi-
tures on fundamental research demonstrate similarities between the United
States and the Netherlands. That may not surprise us because multination-
als, in particular Royal Dutch Shell and Philips, held a prominent place in
the Dutch knowledge infrastructure because of their large research centres.
That raises the question to what extent multinationals act as intermediar-
ies between different business systems and agents of change, the subject of
in this volume, by Keetie Sluyterman and Ben Wubs. In analysing
the impact of multinationals working in the Netherlands on the business
system, they found both change and constancy. Constant was the will-
ingness of Dutch companies to engage in international business, to invest
abroad, and to work abroad. Constant also was the acceptance of foreign
investment in the Netherlands and the willingness of the Dutch to work for
foreign companies.

Important changes took place in the internal organisation of the mul-
tinationals and in their impact on the organisation of the economy. The
First World War and the subsequent protectionism formed the first impor-
tant turning point in the relationship between multinational companies and
national governments. The subsidiaries of Dutch multinationals engaged
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with the local interests in the various countries in which they operated and
adjusted to local ways of doing business. Foreign multinationals in the Neth-
erlands followed comparable strategies. In line with their wish to be locally
embedded, they underpinned the coordinated market economy. The second
turning point during the 1980s is more diffuse. The combination of eco-
nomic recession and technological change led to a reexamination of the role
of government and the rise of a global economy. Multinationals shaped the
construction of international markets and were at the same time influenced
by them. The global markets and global public scrutiny pressured them into
creating more homogeneity in their own companies. As a consequence of
international pressure they—also in the Netherlands—became advocates of
shareholder value, performance-related pay structures, and flexibility in the
labour market.

The analyses made in to in this volume confirm that the
Netherlands moved from a mostly liberal market economy before 1914
towards a coordinated market economy from the 1930s onwards, and—up
to a certain extent—back again to a more liberal market economy. The
financial crisis of 2008 may well turn out to be a new turning point. The
organisation of the economy is thus not cast in iron, and not only did
the intensity of the coordination change over time but also the parties involved
in the coordination process. The turning points in time differed somewhat
between the different spheres, but wars and economic crises were in all cases
moments for revaluation and change of tack. As the various chapters make
clear, individual choices of companies and people played an important role
in those changes. In some cases—as during the First World War—the need
to take practical measures to protect the population led to new patterns of
behaviour that successively led to new views on organising the economy.
In other cases, as in the late 1970s and early 1980s, the economic stagna-
tion led to a rethinking of the costs and benefits of the welfare state and the
respective roles of government, business, and employees, which in turn led
to a different behaviour.

In most cases, changes took place to further economic growth and gen-
eral welfare. How well did they succeed? Inl chaéter 8l in this volume, Jan
Luiten van Zanden discusses the performance of the Dutch business system
during the 20th century. Did the Netherlands perform better as coordinated
market economy than as liberal market economy, and if so, in what ways?
As always, the answers are not clear cut. Measured in terms of economic
growth, the Netherlands did very well, also in comparison with its Euro-
pean neighbours, in the 1920s and the 1960s and 1970s, but also in the
1990s, so both in periods of a coordinated and liberal market economy. In
contrast, in the 1930s and the early 1980s, the Netherlands lagged behind
its neighbours. As an open economy, the Netherlands was apparently vul-
nerable to international economic crisis, and perhaps more so than its neigh-
bours. The same vulnerability to adverse economic periods was visible in
the unemployment figures. For investment in R&D, the high point was in
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the 1950s and 1960s, while in the 1970s, the decline in R&D investment
set in, coinciding with the move from a coordinated to a liberal market
economy. The frequency of strikes as indication of social unrest was high
before the Second World War and low afterwards, and remained low dur-
ing the 1990s. Income inequality was reduced between 1910 and 1985,
but increased somewhat since, though not as much as, for instance, in the
United Kingdom.

This volume’s concluding by Keetie Sluyterman places the
Dutch results in an international perspective. From the comparisons with
the experiences of the other countries, in the various chapters as well as
in the final chapter, it becomes clear that the generalisations of Hall and
Soskice captured a moment in time and described the developments in the
1990s. Their analytic framework remains useful because it is parsimonious
and flexible. It works well as a common starting point to compare different
periods as well as different countries, and it highlights the many varieties
in market economies. But even Germany and the United States never fitted
completely into the model.

Is it possible to reconcile the idea of institutional complementarities with
the overwhelming evidence that change is taking place all the time? Is there
a logic in the system? The historical evidence presented in the chapters of
this volume suggests that there is indeed some logic in the way the coor-
dinated economy took shape gradually. The organisation of labour found
a response in the organisation of employers, and once employers reached
agreements on higher wages, they were bound to seek agreements on other
costs and sources of income. We see how coordination in one area was fol-
lowed by coordination in other areas: collective labour agreements were
followed by cartel agreements, and in the 1930s both were supported by the
government. The opposite movement took place from the 1980s onwards
with less government, more flexible and individual labour arrangements,
and tougher measures against collusive behaviour of companies. In short,
the coherence between the various spheres was certainly not absent, but it
was less constraining than the varieties of capitalism framework supposes.
Businesses and people have choices. Analysing the past helps in highlighting
those choices.

Wars and economic crises were moments for reflection_and chang-
ing paradigms, in the Netherlands and in other countries, asin
this volume shows. Views on the best organisation of the economy were
shared between countries, companies, and people. The Dutch case in par-
ticular demonstrates the continuous influx of ideas from other countries.
But sharing ideas does not mean that all countries drew the same conclu-
sions or took the same measures. Globalisation does not necessarily come
with a convergence of all national business systems, but it has an impact on
the (in)dependence of countries and their room for manoeuvre, which in
turn cannot fail to have an impact on how they organise their economies.
What therefore needs further analysis is the question to what extent the
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international position of countries in terms of political power, economic
size, and international trade determines their national organisation of the
economy.
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2 Variations of Coordination

Labour Relations in the Netherlands

Erik Nijhof and Annette van den Berg

INTRODUCTION

In their now classic volume on Varieties of Capitalism, Hall and Soskice
unreservedly classify the Dutch business system as a coordinated market
econom)ﬂ Other authors, who investigated the Dutch economy in detail,
saw a turn towards a more liberal market economy after 1980, but not an
outright transitionﬂ Especially with regard to labour relations, there was a
strong resilience of the consultative institutions that were seen as the corner-
stone of this business syste

In this chapter, we will concentrate on labour relations. In order to deter-
mine the crucial stages in the evolution of the labour relations in the Neth-
erlands, we have chosen to investigate the developments of three key aspects
of the labour relations, on the three relevant levels of the business system:
the macro, meso, and micro levels. On the macro (national) level we concen-
trate on organisations of employers and employees and on the development
of the central institutions of the Dutch consultative economy, the Labour
Foundation (Stichting van de Arbeid), and the Social and Economic Council
(Sociaal-Economische Raad, SER); on the meso level (industrial sectors) we
study the changes in the field of vocational training and education; on the
micro level (plant or company) we focus on the works councils and their
growing competencies, including in the field of health and safety.

These three aspects of labour relations largely overlap with three of the
five ‘spheres’ that were distinguished by Hall and Soskice (2001), as set
out in the introductory chapter of their book. These three areas are related
to the interaction between businesses and their workforce and concern, in
succession, the sphere of the industrial relations on the national level, the
sphere of vocational training and education of the labour force, and the
sphere of coordination between employers and employees at company level.
According to Hall and Soskice, liberal and coordinated market economies
(LMEs and CMEs) each have their own specific constellation of institu-
tions in every single one of these spheres. The way these scholars classify
the Netherlands as a CME needs further elaboration because they fail to
adequately take historical changes into account. In our contribution, we will
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try to correct this and show that it is fruitful to distinguish between different
forms of coordination.

A DANCE FOR THREE: THE CONSULTATIVE INSTITUTIONS

Before 1914, most employers bluntly refused even to talk with trade unions.
However, during the First World War they had to cooperate with the state
and these unions in order to preserve the neutrality and the social stability
of the country. The shock of the Russian and German revolutions and an
abortive attempt of the Dutch socialists to seize state power resulted in a
wave of social legislation. A milestone was the introduction of the univer-
sal suffrage in 1917 for men, and in 1919 for women, as well as that of
the eight-hour working day. In this changed climate, many employers came
to see the advantages of bargaining with the trade unions, which were in
majority moderate and pragmatic organisations{] This became apparent by
the growing number of trade-based collective labour agreements (CLAs) in
the 1920s. Already in 1907, labour contracts between individual employ-
ers and one or more trade unions became legally possible, only binding the
contracting parties. In 1927, the scope of the law was extended to the whole
workforce of the contracting company. Ten years later a new law enabled
the government to declare a CLA legally binding for the whole trade, to
avoid free-rider behaviour among the employers. From then on, the CLA
became a crucial vehicle for the growing coordination within the Dutch
business system, by constantly incorporating new regulations, such as the
pension schemes and the sickness insuranceﬁ

A new development was the introduction of a pension fund in a branch of
industry, jointly founded and administered by employers and trade unions.
The first arrangement of this kind came into being for civil servants in 1922:
the ABP (Universal Pension Funds for Civil Servants), which was to become
highly successful and has even become one of the biggest pension funds in
the world. The branch-based character implied information sharing among
all participants: on the numbers and age composition of the personnel, the
sum total of the premiums paid, and, hence, the wage structure; but most
important was the long-term commitment of all partners in the funds, to
guarantee the promised benefits over some decades—all of them character-
istic features of a CM

Another sign of the consciousness of common interests was the joint ini-
tiative in 1921 of two national leaders of employers and employees, Folk-
ert Posthuma and Evert Kupers, to design a bill to compensate for loss of
income due to sickness leave. The premiums would be paid by the employ-
ers, and the implementation of this insurance was left to ‘trade associations’,
co-administered by representatives of the trade unions and the employers.
This Sickness Law, carried in 1931, was a crucial element of social secu-
rity, but its painful implementation reflected the big controversies in Dutch
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society around this issue; on the costs of medical treatment no consensus
could be reached; this desideratum was fulfilled only ten years later, by a
decree of the German occupiers

In the 1930s, the government stepped in with ad hoc regulation and then
with coordination. Successive right-wing cabinets, most of them headed by
Hendrik Colijn, made two important strategic choices: first, to hold on to
the gold standard and, hence, to support the national currency; and second,
to protect essential sectors of the economy (agriculture and shipbuilding)
and to introduce a quota system in other sectors, all without resorting to
high tariffs, that would be inappropriate for a small, open economy highly
dependent on foreign trade. These measures implied monitoring and control
of the economic activities in the protected sectors, which was only possible
with adequate coordination, and this, in turn, required more staff members
in the government departmentsEI

Another measure was to stimulate cooperation in business. So in 1935,
the government proposed a bill that regulated production cartels: when
companies in a certain branch of industry agreed on a cartel, they had to
request government approval; when it was granted, it applied to the whole
trade, in order to avoid free-rider behaviour. Until 1940, seven cartel agree-
ments were approved. But the logic of regulation did not stop at this point:
in order to create a level playing field, there also needed to be a similar
regulation with respect to the labour agreements. As a consequence, a bill
was adopted in 1937, which enabled the government to declare a collective
labour agreement binding for the whole branch of industry, as became the
rulel] In the same vein, the government favoured the extension of the scope
of the CLA—for instance, by incorporating pension schemes.

Behind this pragmatic cooperation between the three main actors, there
was also deeper, ideological rapprochement that had gone on from the late
19th century: under the influence of Social-Christian ideas, the denomi-
national organisations of employers and employees were strongly pressed
to reconsider their mutual relations in favour of class cooperation instead
of class struggle; joint institutions were seen as the best solution to social
problems. So, on the national level, two advisory bodies had been founded
in the interwar years. First, the High Council of Labour (1920) for social
questions; after long discussions, it laid the foundation of unemployment
insurance (agreement in 1939, realisation in 1952). Second, 1932 saw the
birth of its pendant, the Economic Council, which advised on the 1937 law
regarding the CLAs. Both bodies had as its members government-appointed
experts and representatives from the leading organisations of employers and
employees. These tripartite bodies could only give advice when asked for
by government; their effectiveness was further reduced by internal disagree-
ments. But both councils continued to function, notably in many subcom-
mittees, where informal contacts were maintained. Perhaps the latter aspect
was most important in_preparing the ground for the success of the postwar
consultative economy}
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Of equal importance was the ideological turn of the Social Democrats: after
their failed ‘revolution’ in 1918, they gave up all perspectives of radical socio-
political revolution and opted for a more regulated capitalism. This chang-
ing attitude became visible in the participation in the institutions mentioned
above: perhaps at first as a pragmatic move but then gradually as a positive
choice for a coordinated capitalism within a parliamentary democrac

All of these developments, however, did not yet result in a fully coordi-
nated market economy in the field of labour relations. The first measures
were taken ad hoc, in the fight against the Depression, but after 1935, these
took a more permanent character. The end of the Christian-liberal coalition,
in power since 1918, and headed by the orthodox-Protestant Colijn since
1933, was a turning point. The latter was a staunch defender of laissez faire
capitalism, free trade, and a solid currency, but he was confronted with a
growing opposition from Catholics, who in 1939 changed sides and started
a coalition with the Social Democrats. The economic depression of the
1930s had severely undermined the trust of the public in laissez faire capital-
ism and had made clear that new socio-political coalitions were necessar

The German Occupation: Imposed Coordinatio

The outbreak of the Second World War and the German occupation of the
Netherlands put an abrupt end to this process of gradual rapprochement
between these parties and organisations striving for more coordination.
First, all of these parties were forbidden and forced to terminate their (vis-
ible) activities; second, the German occupiers introduced their own variety of
a coordinated economy: the state apparatus, dominated by dedicated Nazis
and supported by a handful of collaborators, claimed absolute authority to
impose whatever measures that they deemed necessary to help Germany win
the war and to attain its ideological goals. They outlawed all established
political parties and forced the trade unions to merge into one organisation
under national-socialist control: the National Labour Front. But their success
was limited: the leaders of these unions exhorted their members to resign, an
appeal which was widely followed, and these unions lost most of their mem-
bers within a few weeks (with the exception of the agricultural labourers).
The Germans also set out to reorganise the whole structure of the economy
in line with their corporatist principles, but the leading figures of Dutch busi-
ness were not so keen to cooperate; in the end the Germans ran the economy
themselve Other measures in the field of labour relations turned out to be
so useful that they were maintained after May 19435: obligatory insurance of
medical treatmen new pension fund and strict wage controll!

Postwar Society: New Forms of Coordination

During the German occupation, the contacts between the outlawed parties
and organisations were continued secretly and became more intensive as the
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defeat of the Nazis seemed a matter of time. And at the end of the Second
World War, leaders of the employers’ organisations and the trade union
federations held clandestine meetings on the postwar system of business
relations. They agreed on the necessity of creating a platform for mutual
consultation, which they baptised the Labour Foundation (Stichting van de
Arbeid) and for which draft statutes were made; it officially came into being
in 1945. Both parties solemnly declared that they would stimulate joint con-
sultations on the macro and meso levels in order to avoid conflicts on labour
relations. On micro level, however, the authority of the employers in their
companies would not be questioned}']

In the meantime, the government in exile had launched its own plans for
a new postwar society in 1944, which also came to incorporate the Labour
Foundation. In order to rebuild the damaged country as quickly as possible,
and to restore the export industry that was considered crucial to the Dutch
economy, a policy of fixed and low wages was launched. The State Board
of Arbitration was given the authority to compare all draft CLAs with the
government guidelines. The Labour Foundation was only given the right
to advice on these drafts, but the government had to approve every single
labour agreement. Strikes to obtain better terms were difficult: the decision
of the State Arbiters was binding for all contracting parties. Thus, the offi-
cial trade unions relied only upon negotiating; wildcat strikes and strikes
launched by nonofficial unions were still possible but could not result in a
better contract, as a CLA could only be signed by the official unions in the
Labour Foundation}!] The official labour organisations had agreed with the
loss of autonomy and the low wages because they expected that employment
would benefit from the recovery of the export industries if labourers were
cheap and did not strike. Moreover, the employers and the new government
had solemnly and publicly promised that a comprehensive programme of
social security would guarantee a decent and secure living to all citizens; the
unions went along with this promise and accepted the unavoidable time-lag
before the first measures in this field could be realised

The immediate situation after liberation showed a society in a state of
turmoil: impoverished and radicalised workers often called wildcat strikes,
notably in the harbours; a new trade union federation presented itself as the
alternative to the prewar unions that hesitated to reestablish themselves; a
new political formation was announced, which should unite all progressive
people regardless their religious beliefs. But the strikes failed, the new uni-
tary trade union federation became only a newcomer amidst the old federa-
tions that returned, and the Labour Party (Partij van de Arbeid) was not so
different from the prewar Social Democratic party, though it had attracted
some Christians. But one thing had changed fundamentally: the coordinated
system of labour relations and the prospect of a welfare state that would
guarantee a decent living for all citizens. This explains best the return of
social peace, as it responded to the widely expressed desire for more righ-
teous and better-coordinated social and economic relations.
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In 1950, the consultative system took further shape, with the founding of
the Social and Economic Counci The SER was created as an institution
that overarched bipartite branch associations with some public authority
(such as conditions of work or vocational training). These branch organ-
isations should bring more coordination and labour co-partnership, but in
most trades, employers were not so willing to accept this loss of autonomy.
Only in the coalmines was this form of coordination and co-partnership put
into practice; it has worked fairly well, but came to an end in 1976 with
the closing of the mine Besides this overarching function, the SER was
also designed as an advisory body to the government in important socio-
economic matters: at the request of the government or on its own account.
Because of the public character of this task, there was a tripartite composi-
tion of the SER, with the government appointing one-third of its members
as independent experts.

The government policy of fixed and low wages was successful, at least in
the first postwar decadel?] The war damage was quickly repaired, and espe-
cially after the introduction and implementation of the Marshall Plan, and
the German Wirtschaftswunder, the Dutch economy showed a remarkable
upswing. This was combined with a moderate rise of labour costs, com-
pared with surrounding capitalist countries, and a low strike activit This
steep economic growth created new problems: labour became scarcer every
year. But as the normal solution, outbidding rivals on the labour market
by offering higher wages and better labour conditions, was now forbidden
under this policy of fixed wages, employers and employees concocted sneak
paths in order to escape the rigidity of the wage system, thus undermin-
ing it. Another problem was of macro-economic nature: the wage control
had the adverse effect of curbing domestic consumption and discouraging
labour-saving capital investments. As a consequence, from 1955 on, more
and more politicians, journalists, employers, and trade union leaders spoke
out against the wage system. In 1959, the centre-right De Quay government
allowed branches to raise their wages above the official level if their pro-
ductivity had risen accordingly. In 1963, the task of advising upon labour
agreements was given to the Labour Foundation, but this body supported
wage increases so easily that in 1970 a rightist government promulgated
the Enabling Act, which put an end to government control on CLAs but
made an exception for cases where the outcome was deemed harmful to
the national economy. And although this possibility of unilateral wage set-
ting was presented as an unlikely scenario, the actual evolution was entirely
different.

The 1960s and 1970s: Shifting Balances of Power

In the 1960s and the 1970s, the trade unions were at the apex of their
power. The government-led wage policy had come to its end, giving the
trade unions free rein to pursue their goal of improving the terms of
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employment. In the 1960s, they were rather successful, partly by making
up for the wage lag incurred during the low wages era and partly by capi-
talising on the rise of political radicalism all over Europe. In 1970, 1971,
and 1973, strike activities reached a level that was the highest since the
peak year of 1946 The economic boom that dominated the 1960s had
been very favourable for trade unions, but after 1970, conditions began
to change. Labour-intensive industries like textiles and shipbuilding could
no longer fight off foreign competition and disappeared or replaced labour
with machines; both developments resulted in higher unemployment rates
and lower trade union membership. The closing of the coalmines after 1967
(triggered by the discovery of huge reserves of natural gas) aggravated this
situation. But while the economic basis of the trade unions began to shrink,
their political influence was still extensive. In 1972, radical currents in the
trade unions rejected an agreement on automatic indexation to compensate
for inflation, as they still wanted to raise real wages

The employers vehemently opposed this measure that would cost them
a lot of mone With the structural problems of traditional industries and
the end of the economic boom after 1973, they saw their profits dwindling.
Apart from this, they were also on the defensive because of the dominant
radical sentiment of that age, as manifested by numerous spontaneous
strikes (to preserve the automatic indexation) and plant occupations (to
prevent closures). The Den Uyl government responded to this radicalism by
proposing a number of ‘anti-capitalist structural reforms’, which aroused
fierce resistance from the employers: the high wages and social security
costs affected their profits and, hence, employment}?] But it was only until
1980 that the centre-right government, Van Agt, picked up this message and
launched an inquiry into this loss of competitivenes This was followed
in 1981 by the report “Towards a new industrial spirit’, issued by a commis-
sion and headed by Gerrit Wagner (Royal Dutch Shell), which is generally
considered to be the watershed between an epoch dominated by the pursuit
of workers’ interests and an era in which the perspective of the employers
took priority. This shift in public opinion was certainly incited by the effect
of the economic adversities, resulting in steeply rising unemployment and a
weaker position of the workers on the labour market.

This revived self-confidence of the employers went hand in hand with a
stronger internal cohesion. In 1974, the biggest organisation, the neutral-
liberal VNO (Federation of Dutch Employers), appointed a full-time presi-
dent, who was not at the same time the director of a company, as used to
be the case. The advantage was twofold: this person could devote all of his
time to this task, which had become too heavy for a part-time function, and
he could no longer be kept hostage by trade unions, which, during strikes,
often selected the company of the VNO director as their target. In addition,
the professional VNO staff was considerably extended, in order to keep
up with the trade union federations, which already had a fully specialised
professional organisatio That decade, small unions merged into bigger
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ones (with the Industrial Union organising workers in all manufacturing
industries as its apex), and in 1979, the Social Democratic and the Catholic
federations constituted the FNV (Federation of Dutch Trade Unions) as the
outcome of a long and complicated evolution that turned bitter enemies into
close allies; on_the meso level, all of their trade unions had to merge into
greater union The employers’ organisations VNO and CNW (Christian
employers, after a merger of the Catholic and Protestant organisations in
1967) intensified their cooperation and finally merged into one organisation
in 1995. Paradoxically, this formation of power in both camps enhanced
the perspectives of a consultative economy, as there were now at both sides
solid organisations with leaders who had great authority and representative-
ness towards their own followers.

In 1979, there were a number of strikes, partly spontaneous, that were
lost by the trade unions. In combination with the bad economic situation,
the balance of power began to shift in favour of the employers; the years
around 1980 may be considered the end of an era of working-class radi-
calism. The leaders of the union federations were the first to recognise the
new realities. Plant closings went on, as did inflation, and the successive
governments used their right to intervene in labour agreements twelve times
between 1970 and 19823

It was against the background of these dire prospects that a growing
number of trade union leaders came to the conclusion that they could ask
something back from the employers rather than being left empty handed
by the governmen As for the employers, they were opposed to central
wage setting long since because of the diverging interests within their ranks
(such as between those operating on the domestic versus foreign markets;
big versus small enterprises; labour intensive versus capital intensive indus-
tries). The system of central wage setting had always put a heavy strain on
their internal cohesion; to be sure, this was also the case for the trade union
federations. But the government itself became more and more reluctant to
intervene in the negotiations on the terms of employment, and on many
occasions, the possible implementation of such a measure was announced
rather as an incentive for both parties to reach an agreement that was
acceptable within the actual set of government priorities. Without this all
too obvious threat by the Lubbers government, the Wassenaar Agreement
would not have been reached so easil

The Wassenaar Agreement and Its Aftermath

Under these conditions, Chris van Veen, the first full-time president of the
VNO, and Wim Kok, president of the FNV, met secretly in the former’s resi-
dence in Wassenaar, near The Hague, accompanied, if needed, by specialists.
They did this on their own account, without mandate of their organisations.
During these talks, they agreed that the employers would promote shorter
working hours and part-time work, in order to maximise employment,
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while the workers would accept moderate wage increases that would not
always keep up with rising prices, as well as a nominal wage decrease if they
worked less hours. The government readily responded to this agreement
with promulgating an act that enabled the breaking up of existing labour
agreements to suspend the automatic price compensation. Without any
doubt, the concessions made by the workers’ organisations were the most
substantial, in conformity with the changed balance of power: the workers
accepted lower real wages; the employers promised to promote employment
by spreading the existing jobs over more workers, at the latter’s cost. At
both sides there was at first much distrust, which could only be overcome
by the personal prestige of their respective leaders. In short, the era before
1982 had been a learning process during which both parties came to realise
that they could only win by a long-term mutual understanding and, hence,
by a certain level of trus

In the eight years after the Wassenaar Agreement, real labour costs
decreased with 1.2 per cent per annum, and the percentage of unemployed
sunk from 12.0 to 7.5 per cent of the working populatio There has been
much discussion as to what extent this Agreement contributed to the eco-
nomic recovery since 1985. Compared with the other OECD countries,
between 1985 and 1994, Dutch GDP grew faster (2.53 per cent yearly
against 2.20 per cent), just like the exports (4.62 per cent against 4.11 per
cent), whereas the growth of the imports showed the opposite direction
(4.27 per cent versus 4.87 per cent) Most authors agree on the conclusion
that the changed socio-political climate was very helpful in mobilising forces
for this recovery: even when, in the 1990s, the economy was booming, there
were no big wage demands and strikes were nearly absent.

The Labour Foundation took the lead in the consultative system. The
rather vague recommendations of the Wassenaar Agreement were followed
by more precise and concrete agreements: on youth unemployment (1984),
interruption of pension accrual due to job change (1985), retraining of long-
term unemployed (1986), ethnic- and gender-based unemployment (1990),
reduction of sickness absenteeism (1991), and more flexible labour con-
tracts (1994) All of these recommendations were specific elaborations of
the agenda set by the Wassenaar Agreement.

But to be sure, this never implicated absence of struggle. When in 1990
the government again tried to enforce a general wage freeze, the employers
reacted by boycotting the tripartite consultation in the SER in 1991 and
1992, with the result that the government gave way and recognised the prin-
ciple of free wage bargaining on the meso and plant leve Another bone of
contention was the reform of the social security system, necessary because it
had grown beyond all original prognoses and had become too big a burden
to the public treasury. The reform of this system was a painful operation,
which aroused fierce protests, such as the limited liability to disability allow-
ances in 1987. But in the end disputes were settled by cutting off the sharp
edges, or by compensations within the CLAS
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The ‘Polder Model’ as Decentralised Coordination

Probably the greatest significance of the Wassenaar Agreement was that it
generated this joint energy and opened new perspectives for a consultative
economy. As long as the leaders of employers and trade unions could reach
agreements in the Labour Foundation, they were able to keep the govern-
ment out; but when they disagreed, the SER could play a prominent role,
with the government-appointed independent members in a key position.
And in the meantime, the SER advised on more general issues, when asked
by the governmen The Wassenaar Agreement had thus paved the way for
a new type of consultative economy in the field of labour relations, in which
the ‘social partners’ (organisations of employers and employees) tried to
reach agreements in the Labour Foundation and also in the SER, together
with the government-appointed experts. In 1996, this system gained inter-
national recognition under the name ‘Polder Model’, which had succeeded
in combining good economic performance with a decent level of social secu-
rity, accomplished with a minimal level of social struggle owing to joint
consultatio The coordination comes from a delicate interplay between
the relevant actors on all levels, with the government in a monitoring role,
only intervening where it is legally possible and necessary when things are
going wrong. We may typify this as a form of decentralised coordination.
Crucial is not so much its structure as its belief in the necessity of broad
support for change

VOCATIONAL TRAINING AND EDUCATION:
NEW INSTITUTIONSE

Skill Formation and the Business System: The United
Kingdom and Germany

The way workers acquire the necessary skills to adequately perform their
jobs varies widely from country to countr In a LME like the United King-
dom, older workers, mostly on an ad hoc basis, train the young on the spot;
as a consequence, the new skills are plant specific and not easily transferable
to other jobs. More generally, acquiring skills is seen as a personal invest-
ment into one’s career; employers are always afraid that a competitor would
hire workers they have invested in, thereby reaping the benefits of their own
efforts to raise the skill of their labour force. This distrust, together with a
deep-rooted desire for autonomy that also prevails in the trade unions has
prevented the rise of common institutions of training and educating workers
on the level of a branch of industry.

The historical roots of this arrangement go back well into the 19th
century. The traditions and mentalities of the guilds survived also among
the workers in the new industries. This manifested itself in a strong sense
of professional exclusivism of small, craft-based unions that clung to
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traditional, once-acquired prerogatives. Often they struggled with rivalling
unions over demarcation lines and the right to represent certain catego-
ries of workers. But one of their most effective rights was the control of
the influx of newcomers by selectively admitting apprentices, who were
trained on the job by experienced workers. Thus, in these trades, the level
of skills and the entrance to the labour market were under control of the
elder union members. This made sense in manual crafts with relatively sta-
ble, labour-intensive skills: here the technology was located in the heads
and hands of experienced workers. But where employers introduced new,
capital-intensive technologies, as a rule in large factories, they wished to
control the skills needed for the expensive machinery they had invested in.
So it is not surprising that especially in the metallurgical sector, the employ-
ers began to challenge this monopoly of the workers in the late 1890s;
and after repeated and protracted struggles, they succeeded to break it,
although without creating alternative arrangements of skill formation in
their branch. In labour-intensive sectors such as mining, dock work, and
printing, the workers preserved this monopoly, at least until the 1970s and
19805

At the other end of this spectre, in CME Germany, skill formation is
firmly embedded in a legal framework that entrusts the task of skill forma-
tion to small and medium-sized enterprises that teach workers the general
skills of the trade; in exchange, they are allowed to pay lower wages, and
as a rule, after the training period, these apprentices are employed by big-
ger enterprises that are also involved in establishing vocational qualification
standards on branch level. This system was created in 1897 (Handwerker
Schutzgesetz) as a device to strengthen the crafts that were considered as
bulwarks against socialism. Small and medium-sized industries had to par-
ticipate in vocational training schemes with branch-specific certification.
But in Wuerttemberg, Baden, Bavaria, and Thuringia, modern and export-
oriented firms, mostly family owned and medium-sized, adapted this system
to their own needs and thus laid the foundation of what would become the
cornerstone of the German business syste Despite two world wars and
abrupt regime changes, the system survived, prospered again after 1950, and
in 1969, it acquired a nationwide basis}*] The German apprentice system is
now generally considered essential to the successful export of high-quality
product

When we compare both systems of vocational education, we see that in
LME:s there is only general education on different levels on the one hand,
and plant-specific training on the job on the other, whereas CMEs tried to
bridge this gap by creating intermediate bodies for branch-specific voca-
tional training and education, thus sharing the risks and costs for individual
employer The role of government was crucial: in the United Kingdom, it
remained aloof and let employers and unions fight their battle; in Germany,
the government actively interfered to battle the rising socialist movement by
strengthening the guild-inspired crafts, but modern, market-oriented firms
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transformed the original, backwards-looking measure into a modern strat-
egy to strengthen their competitiveness.

Technical Schools in the Netherlands: Dominance of Ideology

The early decades in the Netherlands showed a totally different picture than
either the United Kingdom or Germany. Some local charity organisations
had set up evening schools for young male workers to provide some addi-
tional education, and there were also employers who organised vocational
training courses with a wider curriculum than was needed in their factory.
More important were the 1901 Education Act that made school attendance
up to the age of twelve compulsory, and the successive raising of that age
up to fifteen years, which necessitated additional educational arrangements.
For the young who would become workers, there were now three options.
The simplest one was to follow three additional years of lower education.
The second option was the Lower Technical School (LTS), established by a
law in 1919 and subsidised by the state. The 1919 law also made possible
dual learning trajectories, but few pupils followed these. The LTS gained
ground in the following decades: between 1920 and 1940, their numbers of
pupils rose from almost 12,000 to 38,000, but there was no even coverage
over the country or between the branches of industry, as it was local groups
that initiated the founding of a LTS} Successive governments reduced their
support of this kind of vocational education by cutting their subsidies and
lowering the school age from fifteen to fourteen years; supervision on the
content of the curricula was hardly exerted

After 1945, the landscape of vocational training and education drasti-
cally changed. The postwar reconstruction era saw a drastic reappraisal of
the value of labour, due to its relative scarcity and also as a reaction to the
Great Depression with its massive layoffs. The position of the young (male)
workers was considered crucial: to integrate them fully into society, and to
prevent them from falling into nihilism or even communism, secure employ-
ment was needed in combination with a form of vocational education that
imbued them with values such as cooperativeness, loyalty, and obedience,
and taught them some basic manual skills and general knowledge. These
became the main elements of the curricula of the Lower Technical Schools
that now spread rapidly all over the country: between 1946 and 1955, the
number of these schools rose from 132 to 202, and their pupils from 36,772
to 68,96 Driving forces behind this rapid expansion were the different
denominational currents: the Catholics, the Protestants, and the Social
Democrats developed, despite their differences, parallel policies of educat-
ing and elevating the young working people.

The employers could exert little influence on the content of the LTS curri-
cula: although paid by public means, the Catholic and the Protestant schools
were independent entities with their own boards, and they founded their
own schools in every town with the intention to create their own sphere of
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influence among the young workers. The Social Democrats were staunch
defenders of public technical schools, which resorted under the local munic-
ipalities. In all cases, employers could exert no influence whatsoever. Their
voice could only be heard in some temporary advisory committees, but here
they were not able to speak with one voice: the big enterprises tended to
stress general education and functional attitudes, relying on their internal
training schemes, whereas the representatives of small businesses were keen
on more specific skills that required minimal additional training on the spot.
In the discussions on reform of the whole educational system, which even-
tually resulted in the 1963 ‘Mammoth Law’ (a nickname hinting at its all-
embracing scope), the perspectives of the employers hardly played a role.

The 1981 report, Towards a new industrial spirit’, was a turning point.
It launched many recommendations to revitalise Dutch industry, and some
important items had to do with creating a better match between techni-
cal education and the job requirements at plant level. But the fine-tuning
of these still-vague recommendations was in need of many more efforts.
The Wassenaar Agreement assured trade union support for reforms of the
system of vocational training, and the next years witnessed rounds of ‘open
consultation’ between representatives of employers, trade unions, educa-
tional institutions, and the government. In 1984, an agreement was reached:
the employers were to have a crucial role in determining the kind of required
skills, and in exchange they would create a sufficient number of apprentice-
ships, acknowledging that all young workers should have an opportunity
to acquire a basic vocational qualification, be it in regular curricula or dur-
ing apprenticeships in a dual trajectory (combining regular education with
one or two days of vocational training on the spot). The government, for
its part, launched a program to subsidise all efforts to enhance employ-
ment (such as apprenticeships for the young, retraining for older workers in
endangered trades of industry and reintegration for the unemployed).

It took considerable time to translate these propositions into practice.
In the 1980s, the Labour Foundation and the SER played their role by
making useful recommendations about reducing youth unemployment and
creating a better match between job requirements and education. In the
meantime, a new committee had been installed, named after its president,
Ferdinand Rauwenhoff (from Philips Company), which translated all pro-
posals to concrete measures down to the local level, and it succeeded in
gaining support of all relevant parties for an agreement to reach the fol-
lowing goals. First was the founding of independent combined schools for
education and vocational training on a regional or urban scale (Regional
Education Centres, RECs), which brought together activities that were for-
merly separated. They provided for the educational component within the
dual learning trajectory (paid for by the Ministry of Education) and for
retraining unemployed workers (paid for by the Ministry of Social Affairs
and Employment); in addition, they should also develop curricula with
relevant knowledge on branch or trade level. Second, under the slogan of
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co-makership, these independent centres were encouraged to conclude con-
tracts with employers on the desired vocational training at branch level, as
well as to offer updating courses for older workers; in doing so, they would
behave like commercial suppliers on a market. Third, dual learning trajec-
tories, combining general education with training on the spot at plant level,
should be extended and be practiced on all levels of education, universities
included. Finally, the courses of vocational training and education should
guarantee every pupil the possibility of acquiring a basic qualification to
perform a job, for each person on his or her own level.

The Result: Decentralised Education, More Coordination

The most visible manifestation of this new approach was the appearance of
RECs all over the country: these centres tended to become ever bigger via
mergers of vocational schools, in order to attain economies of scale. In the
boards of these RECs, local employers now gained prominent positions,
together with the trade unions and professionals from the educational (and
other) fields. This drastically reduced the influence of the once-so-powerful
denominational organisations, entrenched in the boards of institutions they
had founded: a side effect that was certainly welcomed by the employers.

This new approach also induced the creation of a whole range of new
institutions, not only on the local and regional levels but also as joint com-
mittees on the meso level and umbrella organisations on the national level.
Important topics of discussion were the needs of the local labour market,
apprenticeships, the desired vocational profiles, the distinction between
plant-specific skills and those on branch or sector levels, and, most impor-
tant of all, the sharing of the costs in order to solve the free-rider problem.
The latter problem was solved by the principle: whoever benefits will pay.
On the plant level the employers had to pay for specific training, for which
the RECs bargained a contractual price. On the branch level joint funds
were created, as a rule on an obligatory basis, to which the employers con-
tributed via a levy on the paid wages for education according to the needs of
the specific branch of industry. This was a typical CME solution to the free-
rider problem; it required mutual bargaining between rivals, exchange of
plant-based information (such as the number of trainees, the desired skills,
the terms of examination, etc.), and, hence, a degree of trust to invest in
these forms of institutional cooperation. Public money was brought in for
general education or reintegrating the chronically unemployed.

All of these developments implied a remarkable growth of mutual and
decentralised coordination in this field. While before 1980 the main actors
were the state and the denominational organisations, in the new setting,
there were many players on all levels of the system, who were in permanent
discussion with each other, with the employers as the dominant party. So
we may conclude that the latter, when they were in a position to set the
agenda, only to a limited degree opted for a liberal market solution (free



36 Erik Nijhof and Annette van den Berg

contracting between the RECs and local employers on specific curricula).
On the whole, their solution went into the direction typical of a coordi-
nated market economy: joint and decentralised vocational training based
on cost sharing and mutual consultation. In a report of the EU organisation
for vocational training (CEDEFOP), this new educational system was quite
straightforwardly labelled as ‘neo-corporatist’ This seems a bit exagger-
ated: on the plant level, vocational education was a market commodity,
as in most LMEs; the state still played a role in reschooling as a part of
reintegrating the unemployed into the labour market; only on the branch
and sector levels were there joint institutions of all stakeholders. This rather
pragmatic mix is characteristic of the Dutch variant as CME in the field of
vocational education. But on the whole, the transition after 1980 from a
centralised technical education to a more decentralised system in which the
employers were able to give rein to the job requirements, seems in line with
the development we discerned in the preceding section on the macro level.
We now turn to the plant and company level, with regard to the develop-
ment of worker involvement.

WORKER INVOLVEMENT IN THE FIRM?%¢

Stereotypic Notions

In the VoC literature, in a typical LME, all discretionary powers lay with
the employers At best, they negotiate with trade unions about the terms of
employment of their personnel. On the whole, employees are viewed as pro-
duction factors that can be exchanged for others; therefore, there is not so
much investment in human capital. Only if employers see fit will they con-
sult their employees on an ad hoc basis, but more often than not they make
decisions unilaterally. By contrast, in a typical CME, employers are much
more focused on creating worker commitment so they will invest in their
personnel, aiming to increase their loyalty to the firm. One way to reach that
goal is to give workers a say in company policies and in labour conditions.

This stereotype dichotomy mainly reflects the contemporary period and
not necessarily the past. Therefore, in the following we will investigate how
labour relations evolved at the plant level over time, both in the Netherlands
and in its neighbouring countries. When interpreting our findings, we will
address the question of to what degree developments on the micro level cor-
respond with the developments that we discerned on the macro and meso
levels.

Early Initiatives towards Worker Participation

By and large, the Dutch prewar era was characterised by voluntary initia-
tives as far as worker participation in the company was concerned]’] In
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several firms, ‘factory councils’ had been erected as early as the last quarter
of the 19th century, but their numbers remained modest. The motives of the
entrepreneurs, who installed such councils, were mixed. Some employers
were quite progressive and rational, reasoning that giving their core work-
ers a modest say would be to the benefit of both the employees and them-
selves. Other employers installed a council in order to uplift the workers,
as a result of their religious conviction. Still other entrepreneurs, however,
thought it a good idea only because it could discourage workers to join a
union, which in turn could subdue the influence of trade unions. This was
exactly the reason why the early labour movement did not support the cre-
ation of factory councils. This attitude changed during the First World War,
when unions gradually started to conclude more CLAs and they realised
that workers inside the firm could monitor the employers’ compliance with
the agreement. From then on, unions tried to stimulate the installation of
councils through the CLA, stipulating that this body would be granted some
advisory rights while the unions would keep the prerogative of bargaining
over the terms of employment. This was fine by the employers, as they did
not want a powerful workers’ body inside their firm.

Dutch politicians, in the meantime, debated during the interwar era
about the question of whether worker involvement should be made legally
mandatory, either on the firm level (socialists were in favour of this, and
pointed at the situation in Germany where this was already effectuated), or
on the sector level (Christian parties, of which the Roman-Catholic party
was influenced by papal encyclical letters, carefully embraced the idea of
businesses as organic entities, in which workers and management should
cooperate in harmony) Neither liberal nor Christian employers, however,
supported these ideas enough, as they insisted on their autonomy in deci-
sion making; this contributed to the delay of legal enactments. Yet, over the
course of the 1930s, the Great Depression gradually changed the mind-set
of people and parties involved. In 1933, the Bedrijfsradenwet (a law on
industry advisory boards) was introduced, aiming at the installation of joint
committees on the sector level that could give advice on social security mat-
ters and in case of conflicts. However, only a few boards were set up, and
they did not really function well. Still, the persistence of the economic crisis
made leaders of all ideological denominations, representatives of workers,
and employers alike, start to gather in order to intensify cooperation@ This
development was not completely disrupted by the start of the Second World
War, since the aforementioned representatives kept on seeing each other in
clandestine meetings during the war, as was explained earlier in this chapter.
Moreover, despite the German occupation and the subsequent abolition of
the established trade unions, at the plant level, numerous employers kept on
consulting their factory council

Comparing early Dutch developments in the field of worker involvement
with those in the neighbouring countries gives the following picture. In Bel-
gium and the United Kingdom, just like in the Netherlands, neither unions
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nor employers were very much in favour (if at all) of giving workers a say
in company matters. While in both countries entrepreneurs held onto their
prerogative of being one’s own master (leaving aside the few progressive
industrialists who did give their workers a modest say), Belgian unions opted
foremost for influence at the sector level, while British unions were plainly
against cooperation with the employer inside firms, as this would under-
mine their independence. Attempts by the British government during the first
four decades of the 20th century to stimulate cooperation at the sector and
national levels through so-called Whitley committees lost out to the force of
the enduring class struggle between capital and labour. In Belgium, at the end
of the First World War, the strong socialist union demanded large reforms
(inspired by the Russian revolution), so politics had to make a concession
by introducing joint advisory industry boards, while the unions received the
exclusive right to bargain over the terms of employment on behalf of the
workers. During the 1930s, just like in the Netherlands, Belgian politicians
had long discussions on the extent to which business life should be regulated
according to corporatist ideas, in which workers and employers would coop-
erate extensively, both on the sector level and on the national level, but here
as well the commencement of the Second World War prevented the materi-
alisation thereofl*]

By contrast, the situation in the other neighbouring country, Germany,
was different. Here, early turmoil among mining workers made the gov-
ernment introduce a first law on factory councils inside the mines in 1900,
which was extended to all firms with more than fifty workers during the
First World War. It implied that workers were allowed to inspect safety at
the workplace, and in addition they gained some advisory rights and were
supposed to help in solving conflicts. Shortly after the war, the revolu-
tionary threat drove the employers into the arms of the moderate-minded
unions, who were demanding legal worker participation rights in all firms
with more than twenty workers. This ‘coalition’ enabled the introduction
of the first official Works Council Act in 1920, with co-decision rights in
quite a number of social and financial issues. The influence of workers
(and in the background, the unions) was, however, much larger on paper
than in practice, due to a combination of powerful employers and often
untaught works council members. During the Nazi regime, the works
council was replaced by a worker body presided by the employer, with
fewer powers@3

From this first comparison, we may conclude that the United Kingdom
already acted as a typical LME from an early stage despite some govern-
ment efforts to induce coordination, while Germany figured as a typical
CME from an early stage, despite the peculiar interlude during the Nazi
regime. For Belgium and the Netherlands, the seeds for the development
of a CME were sown in the course of the interwar period, while the Ger-
man occupation also spurred rapprochement between employers and
employees.
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The Introduction of Works Councils: Coordination
Enforced by Dutch Law

During and right after the war years, the leaders of the employers’ and
workers’ associations in the Labour Foundation mutually agreed on inten-
sive cooperation at the national and sector levels. In order to acquire this
influence at the macro and meso levels, the union movement renounced its
claim to have a say at the micro level@ Nevertheless, Dutch politics decided
after several years of intense debates that employees should have representa-
tion inside the firm, which led to the first Works Council Act of 1950. This
law was clearly a big compromise since the employers had been against law
enforcement from the start. So, the law granted hardly any serious rights to
workers (just a few information and advisory rights in social matters), the
employer would chair the works council, and it was supposed to act com-
pletely in the service of the company (hence, should not purely defend the
workers’ interests). On top of this, in case of failure to install a works coun-
cil (obligatory for firms employing at least twenty-five workers), no penalty
was imposed, and over the course of the 1950s and 1960s, it became clear
that, overall, more than 50 per cent of the eljg 1ble employers especially in
the smallest ﬁrms, had not set up such a bod

In those decades, the viewpoint on the role of employees started to
shift. All parties, even employers’ associations, acknowledged that the Act
focused too much on the interests of the employer and undervalued the
possible contribution by workers to the operation of the firm. Gradually,
parties came to agree that a well-functioning works council would promote
goodwill and enhance productivity. So, in 1971, the second Works Council
Act was adopted, in which the threshold was lifted to firms with at least
one hundred employees, as a gesture to the employers in the small firms,
who preferred to consult their personnel in an informal way. Worker rep-
resentatives were now specifically expected to serve the interests of the firm
at large, including the interests of their rank and file; and they gained more
influence because next to information and advisory rights, they also received
co-decision rights with respect to social issues such as pensions, holidays,
and working conditions. Within just a few years, 83 per cent of all eligible
(100-plus employees) firms had installed a counci

The 1970s witnessed a radicalisation of labour relations, both in the
Netherlands and abroad. There was a call for more industrial democracy,
and the progressive Den Uyl government responded to that by preparing yet
another amendment of the Act, which Parliament adopted in 1979, again
after a lot of discussions between advocates and opponents. In the new ver-
sion of the law, much to their discontent, employers were removed from
the chair of the works council, turning it into a pure worker representation
body. But apart from these meetings of the works council, at least six consul-
tative meetings a year had to be held between the employer (or his mandated
representative) and the council; both parties had to agree on the agenda
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and the chairmanship of each consultative meeting; the council would not
publish its views on the issues at stake before this meeting was held, and the
employer had to take the advice and views of his employees into accoun
The council also saw its rights extended, with respect to information, initia-
tive, advice, and co-determination, as well as better possibilities to appeal in
case of disagreement with the employe

Several more adjustments to the law were made during the 1980s and
1990s, mostly enlarging the council’s room for manoeuvre some more. Each
time, the Social and Economic Council was asked for advice, and usually
this ended up in a report with mixed recommendations, as the employers’
and workers’ representatives in the SER typically had different opinions on
the matter. A notable exception to that ‘rule’ concerned the allotted role for
works councils in the field of health and safety, about which employers and
unions were fully in agreement. As a consequence of EU regulations, all mem-
ber states had to introduce worker bodies that would have important moni-
toring and consultation functions with respect to working conditions. In the
Netherlands, these functions were assigned to the works councils, endowing
them with quite extensive consultation and co-decision rights in this are

By the turn of the century, the Works Council Act could be considered as
a very good example of far-reaching coordination imposed by the govern-
ment. Before each amendment of the law, the parties involved were almost
always sceptical, but afterwards dissenting voices were usually silenced. The
latest amendments have ensured that an ever larger group of workers is
covered: since 19935, all government organisations are included, and since
1999, temporary workers in all firms are also included. After several differ-
ent thresholds throughout the years, the cut-off point has now, already for
some time, been set at fifty employees, irrespective of whether they work full
or part time. Below that number, organisations may opt for the voluntary
regime and install a personnel representation body, which then endows the
members thereof with several of the rights a works council has, albeit less
far reachin ;4

How Typical Is Dutch Worker Involvement?

Comparing once again the neighbouring countries, we aim to determine
to what degree they have come to be compatible with the ideal types of
the CME and the LME over the (postwar) years. Shortly after the Ger-
man defeat, the occupying forces of the Western allies encouraged indus-
trial democracy in the various Ldnder by dismantling the large industrial
conglomerates and reinstalling the works councils that had existed prior
to the Nazi regime. In addition, in the British zone, worker representatives
were placed in the supervisory boards of large companies, a feature that
was confirmed and extended later on by German governments and that has
become so exemplary for Germany as the country with far-reaching rights



Variations of Coordination 41

for employees. This construction induced Hiibner to say, ‘One of the ironies
of the time may be . . . [that T]hese British initiatives however found no
response in the system of the United Kingdom, but remained a permanent
feature in Germany’ which underlines the persistent liberal character of
the British and the coordinating character of the German business system.
Much earlier than in the Netherlands, German works councils were granted
comprehensive rights, and on top of that, they formed a pure worker body
right from the start. However, the Works Council Act of 1979 and later ver-
sions have made the Dutch works councils comparably strong, so that we
can safely state that in the sphere of coordination between employers and
employees at the company level, the two countries are well matched. Both
have mostly managed to defy the pressures from neo-liberalism to make
labour relations more flexible, as employers keep on coordinating company
policies with their employees. The fact that in both countries the unions do
not (or hardly) interfere with company policies certainly helps in maintain-
ing trust relations on the company floor.

The situation in the United Kingdom and in Belgium is different, to a
larger or smaller degree, respectively. In these two countries, there was on
the whole stronger resistance against more worker involvement at the com-
pany level, especially in the United Kingdom. British unions have never been
much in favour of delegating participation rights to workers inside the firm,
as they wanted to stay in control themselves. British employers have always
insisted on their autonomy in decision making, but since the 1980s, they
have voluntarily erected some ‘joint consultative committees’ (JCCs), and
these appear to be working rather well. But management chairs these JCCs,
and the worker members do not enjoy much power. The only meaningful
influence actually exerted by workers in the firm is the result of the 1974
Health and Safety at Work Act, endowing trade unionists with advisory
powers in this particular field. The introduction of the EU Directive on
Information and Consultation after 2005 hardly had any effect because the
way in which these guidelines were translated into British law ensured that
information and consultation bodies hardly came about, as this required
the active request of workers in the firm, which does not often happen.
In Belgium, the employers tried in vain to prevent the introduction of this
particular EU Directive because it implied that workers would gain influ-
ence in firms with more than fifty workers, whereas this used to be the case
in the firms with more than one hundred workers only. In 1948, after long
discussions, mandatory works councils were implemented here as well, but
even today they are still chaired by the employer and have clearly been
endowed with less prerogatives than in Germany and the Netherlands. This
most probably has to do with the fact that the union movement is strong in
Belgium and quite politicised. The law grants them much influence in col-
lective bargaining, and works council candidates must be union members.
So, although the Belgian law enforces coordination, employers have never
embraced it wholeheartedl
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From this postwar comparison in the field of worker involvement on the
micro level, we may conclude that the United Kingdom was and remained a
typical representative of a LME, and Germany was and remained a typical
CME. Whereas Belgium seems to occupy a position somewhat in between,
the Netherlands can clearly be categorised in the CME group: in the first
decades after the war, cautious steps were taken to introduce modest legal
participation rights, but the position of workers became steadily stronger,
especially after the amendment of the Works Council Act in 1979. So, ever
since the 1980s, Dutch workers have consolidated their position and play a
serious role in coordinating business at the plant or company level.

IN CONCLUSION: MANY KINDS OF COORDINATION

After 1945, all continental countries outside the Soviet zone developed
their own variety of coordinated capitalism, with Social Democratic par-
ties often in key positions. By nationalising industries, especially in the
sectors of energy, (means of) transport, banking, and insurance, the gov-
ernments of Italy, France, and the United Kingdom acquired a firm grip on
their economies; employers and employees kept their antagonistic positions,
without intermediating institutions. In smaller countries like Sweden, Nor-
way, Denmark, Belgium, and Austria, government favoured the creation of
central consultative institutions between employers and employees, where
agreements were made to exchange moderate wage rises for social security
arrangements, to be completed in the futur The Netherlands quite obvi-
ously belonged to the latter category, but its power to determine the wages
was unparalleled in democratic countries west of the Iron Curtain. Together
with the long duration of this rigid policy, the ultimate result was that in
1963 wage costs in The Netherlands were lowest in comparison to the other
countries of the Common Market and the United Kingdo In the years
that followed, wages exploded, and the postwar promise of creating a social
security system was fulfilled. In the field of vocational training, the Nether-
lands had a very centralised school system, with a strong position of denom-
inational organisations, which was a unique phenomenon. On the plant or
company level, Dutch workers’ legal participation rights did surpass those
of Belgian and British workers, but they lagged far behind those in Germany.

The 1970s and 1980s were an epoch full of turbulence in most countries,
but the differences are striking. In the Netherlands, coalmining was termi-
nated because it was unprofitable; the government provided the financial
support to close the mines. In the early 1980s, the newspapers made the
transition to electronic typesetting, thus making the typographers redun-
dant; the trade unions then bargained successfully on a trajectory of retrain-
ing the younger typographers and early retirement of the elder ones. The
same issues were at stake in the United Kingdom, but they caused protracted
and vehement strikes in the mines and in London, which were lost by the
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unions. In the Netherlands, there were also radicalised trade unions, but in
the end they always bargained with the employers; the Labour Foundation
and the SER did not break up. On the meso level, the employers succeeded
in putting through their agenda of reforming the vocational training sys-
tem, and on the plant and company level we see the legal rights of worker
involvement being extended to a degree that turned the backwards position
of the Netherlands into its opposite.

From 1980 onwards, many other continental CMEs were engaged in
a painstaking process of reforming their welfare state and labour market
arrangements, but nowhere did the free consultations between employers’
and employees’ organisations play a comparable role; the driving force
was always a government consisting of political parties that had won the
elections with a program of reform. In these other CME countries, vested
interests often entrenched themselves, using all veto points and other means
at their disposal to retard or even frustrate the reforms, which made the
outcome uncertain. The international reputation of the ‘Polder Model’ as
successful management of reform of a neo-corporatist system rose when it
became clear that the constant bargaining to reach compromises, often criti-
cised because of jts sluggishness, in the end produced better results, with less
social friction

We may conclude that the development of the Netherlands shows at least
three types of coordination: the German regime with its claims of a total
control of the economy, corporatist and strictly top down (1940-1945);
the state-led but parliament-controlled wage policy with its complementary
programme of social security (1945-1963); and the decentralised coordi-
nation between employers, employees, and government on different levels
and in different institutions (from 1982 onwards). In addition, there have
been periods of transition (before 1940 and between 1963 and 1982), during
which intense debates took place on the desirability and the specific nature
of coordination.

As a matter of fact, the specific form of coordination has varied widely
over time, as has been the case in many continental European countries
that have developed along their particular lines, and has shown much more
dynamism and change than is often assumed. Crucial should be the ques-
tions: who is coordinating, and within what legal and mental framework?
It is obvious that the government is playing a crucial role in any CME, but
then a great number of questions arise. What are the legal competencies to
intervene? Is this authority top down (be it still under parliamentary con-
trol), or are there intermediating institutions that give room for consultation
with the social and economic parties involved, such as the Labour Founda-
tion and the SER? What mechanisms of coordination prevail in a specific
country (cf. the pivotal position of the CLA in the Netherlands or the insti-
tutions of vocational training in Germany, or the stringent labour market
policy in Sweden)? And perhaps least tangible, and thus often overlooked,
but nevertheless crucial: what are the prevailing sentiments and mentalities
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in a country? Do they foster interventions in a market economy, and to what
extent, and at what price? For this kind of comparative research in varieties
of coordination, much work is still to be done.
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3 The Evolving Role of Shareholders
in Dutch Corporate Governance,
1900-2010
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INTRODUCTION

The goal of this chapter is to describe the development of corporate gov-
ernance in the Netherlands over the 20th century. We approach this topic
from the perspective of shareholders and in particular firm ownership struc-
ture, the annual shareholder meeting, and shareholder rights. The main
theme of this chapter is thus the role and power of shareholders over time,
relative to management, labour, and banks, and their relationship to broad
ownership trends for listed companies.

The role of shareholders lies at the heart of the debate on Varieties of
Capitalism (VoC), which distinguishes between liberal market economies
(LME) and coordinated market economies (CME) as two hypothetical mod-
els In an LME, firms organise their activities mainly via markets and hier-
archies, and in a CME, they are more dependent on nonmarket relations. In
LMEs, firms look to financial markets for investment capital, and therefore
transparency is important and share prices are a primary yardstick of firms’
performance. When shareholders are dissatisfied with share price perfor-
mance, they will sell their shares in the market, and the market for corporate
control is a dominant mechanism for disciplining management. Thus share-
holder value is paramount. In contrast, in a CME bank lending, retained
earnings and family capital are more important as sources of funding rela-
tive to publicly held security issues, and the different stakeholders in the
firm coordinate decisions and activities. Since the firm balances the interests
of various stakeholders, continuity of the firm is the most important goal.
The shareholders in this model are only some of the many stakeholders, i.e.
managers, shareholders, banks, labour, and the state.

Our focus is on Dutch exchange-listed corporations. The motivation
for this is that, in these firms, the shareholders are potentially most far
removed from the firm’s management. Thus, in these companies, the LME
and CME ideal types can really accord very different roles to the sharehold-
ers involved. When a firm’s shares are exchange listed, the shares can be
freely bought and sold amongst outside shareholders and hostile takeovers
are in principle possible. In contrast, Dutch corporations can also decide
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not to list their shares and/or bonds on the exchange, and they can adopt a
closed form, requiring authorisation from the corporation for the transfer
of shareholdings.

In this chapter, we argue that the role of shareholders in the corporate
governance and VoC debates requires a nuanced discussion. We demon-
strate this by considering three main topics.

The first topic is the ownership of companies: who are the sharehold-
ers? Are they small or large, or family, or dispersed small shareholders,
or institutions? Until recently it was not easy to determine how dispersed
share ownership in Dutch listed companies was, since the shares were gener-
ally not registered, but bearer shares, and even if the owners of the shares
were registered, there was no legislation compelling companies to make the
information public. Identifying the shareholders of Dutch listed companies,
therefore, is rarely possible for much of the 20th century.

Our second topic is the annual shareholder meeting. Stritling identi-
fies three important functions of general meetings in corporate governance
today: (i) to inform shareholders about the performance of the company
over the past year; (ii) to obtain approval for the report over the past year,
as well as for decisions that are beyond the authority of the board of direc-
tors; anpen(iii) to provide a forum for discussion between directors and share-
holderd.?[We will discuss the development of shareholder meetings over the
20th century and explain whether the functions mentioned by Stratling were
relevant.

Our third topic is shareholder rights and the various measures used to
concentrate power in the hands of corporate insiders. In an LME setting,
control rights of shareholders are a fundamental determinant of compa-
nies’ goals, strategies, performance, and overall direction. When sharehold-
ers in a publicly traded company have the undisputed power to hire and
fire boards and management at will, companies are forcibly driven towards
maximising current shareholder returns; if not, the shares can profitably be
purchased on the market by activist investors who will either replace the
current management team in a hostile takeover or else force the incumbent
team to realign its strategy. In order to trace shareholder rights as a typical
LME characteristic versus alternative modes in a CME, we will touch upon
takeover defences, disclosure, and dividend policy. But we will not cover
networks of influence via positions on boards of directors; for these the
reader is referred to Westerhui

Four main sources of data and information are used. First, we consider
selected cases for which archival records are available. Second, in order to
describe the development of shareholder meetings over the 20th century, we
analyse the minutes of 143 shareholder meetings over the period 1903-1973
from publicly accessible archives. This sample is created as follows. Using the
annual Van Oss Effectenboek (issued from 1903 until 1976), all exchange-
listed nonfinancial firms were selected. Next, a keyword search on the com-
pany name and Dutch words for shareholder meeting for these firms in
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[www.archieven.nll a digital search portal to the archives of more than eighty

institutions including the National Archive and many municipal archives,
was performed in the summer of 2012. In total we visited fourteen archives.
Although we found minutes of shareholders’ meetings for forty-seven firms,
we selected twenty-one firms based on coverage over the 1903-1973 period
and industries. For these firms we analysed the minutes from 1903 onwards
at five-year intervals. Third, in order to measure the occurrence of complaints
and stronger dissents, we compiled an inventory of all shareholder meetings
of public companies in the year 1966 using Financieel Archief van Systemen
Keesing. This source is a regularly appearing booklet (101 bi-weekly issues
during 1966) whose goal is to inform shareholders about relevant develop-
ments, including summaries of shareholder meetings. We have found 329
ordinary shareholder meetings and 45 extraordinary meetings. Finally, we
use statistical overviews from published sources.

We will divide our period of enquiry, which starts at the turn of the
20th century, into four periods and trace the above-mentioned topics over
time, both in broad outline and in anecdotal detail culled from a reading of
archival records of meetings of shareholders, directors, and management.

INSIDER DOMINANCE (UNTIL 1920)

Industrial development came somewhat later to the Netherlands than to
neighbouring countries such as the United Kingdom and Belgium, but it
accelerated during the last decades of the 19th centur}B At the turn of the
century, most industrial companies in the Netherlands were closely held
family enterprises, and shareholders were typically the founders, their fami-
lies, and other individuals closely involved in the business of the firm, such
as wholesale customers. Thus ownership and control were typically concen-
trated in a very limited circle of closely connected individuals. Most firms
grew organically using internal financing, and only when retained earn-
ings were insufficient to satisfy the need for capital—as was the case, for
example, for railroad infrastructure and Indonesian plantations and extrac-
tive ventures—did they seek substantial amounts of outside finance from a
broader set of investor

Such outside investment was hampered by the fact that there was very
little in the way of formal shareholder protection. Accounts were not always
transparent or informative, and outside shareholders could not easily verify
whether they were receiving their rightful share of profits. At the time it
was common practice for the corporate charter to explicitly prescribe the
winstverdeling or division of profits. Indeed, the then reigning 1838 Com-
mercial Code (Article 42d) stated that profits would fall to the benefit of
shareholders, unless the articles of incorporation would determine other-
wise, a stipulation that was at the time interpreted as requiring a 100 per
cent payout of reported profits in the form of a dividend. But in practice
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such prescriptions had limited bite, since the accounting was subject to sub-
stantial managerial discretion (in particular, the creation of secret reserves,
as well as latitude in determining depreciation and write-offs), and the law
did not offer shareholders any protection in the form of public disclosure of
standardised accountsB Thus even though the company’s annual accounts
were subject to approval by the shareholder meeting, and typically on dis-
play to shareholders in the run-up to the annual meeting, shareholders’
power to intervene was generally limited by a lack of insight into the under-
lying state of affairs.

In the early decades of the 20th century, preferred stock was a widely
used financing instrument, not just in the Netherlands but also in, for exam-
ple, the United Kingdomﬂ When outside investors cannot reliably verify
the level of profits to be shared out, the appropriate way to induce them
to contribute money is by issuing fixed-income instruments whose payout
is senior to corporate insiders’ claims. As Townsend and Gale and Hellwig
have demonstrated, a fixed-payout claim such as debt is an optimal contract
in terms of economising on investors’ verification costs because such costs
arise only in situations where the company cannot meet its obligation
Preferred shares promise a fixed stream of payments and thus do not nor-
mally require any insight into company accounts by investors, as long as
the promised payments are made. Given that before World War II there was
no corporate income tax}] the tax deductibility of interest, which nowa-
days renders preferred shares overwhelmingly less attractive than bonds as
sources of financing, was not a relevant consideration. Moreover, the fact
that a missed preferred dividend would not trigger an immediate descent
into a costly bankruptcy process conferred an advantage on preferred shares
over debt financing.

Even when shares were not formally preferred, the company statutes
often called for a fixed percentage of par (rather than profit) to be paid out
to shareholders first, if enough profit was made; the remaining overwinst
(excess profit), if any, was then divided among the shareholders, the man-
agement and directors, and the reserves in a specified Wa The corporate
charter of the Amsterdam brewery ‘t Haantje provides an example of the
detailed profit division in a typical corporate charter drawn up in 1910:

Article 28. Of the profit, in the first place five percent of the paid in
capital shall be distributed to shareholders. Out of any excess, fifteen
percent goes to the management, to be divided amongst its members,
as specified at each appointment or reappointment; fifteen percent to
the directors jointly, fifty five percent to the shareholders, ten percent to
the reserve fund mentioned below, five percent to the founders shares
jointly. If the reserve fund has increased to the maximum described in
article 30 [. . . half the paid in capital . . .], then of the amount that
comes free as a result, one third goes to the management, to be divided
amongst its members in the same proportions as the prescribed fifteen
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percent, one third to the supervisory board directors jointly and one

third to the shareholder

Shareholders’ cash flow rights were specified in such a way as to safeguard
their claims in an environment of low transparency and minimal share-
holder influence. But now let us turn to the explicit influence and powers of
the shareholders in determining corporate policies.

In this respect it is useful to distinguish inside shareholders—the found-
ers and their family, the executives in charge of running the company, and
the board members providing oversight and guidance—from outside inves-
tors. A common practice for companies that went public was to create two
(sometimes more) classes of shares. The insiders generally held a limited
class of registered (op naam) shares with enhanced control rights—priority
shares or founders’ shares—which were usually small in number (the norm
was around ten or twenty) and not freely transferable, changing hands only
when board and management were reshuffled, or in the wake of retirement
or death of the holder. The publicly held shares, which sometimes included
a separate class of preference shares, were generally freely transferable (aan
toonder) to enhance their liquidity, or allowed the holder to switch from
registered to unregistered status at will. The most common enhanced con-
trol right of the priority shares was the bindende voordracht, which gave
the priority shareholders’ meeting the power to nominate candidates for
election to the board of directors. This meant that the ordinary shareholders
could only choose between candidates nominated by the priority sharehold-
ers, effectively hollowing out their right to determine the composition of the
board. A motivating factor for restricting outside shareholders’ influence in
this way was the fear of foreign influence, which helped firms to legitimise
the build-up of devices to restrict shareholder influenc L

Apart from control of the slate of nominations, a number of other mea-
sures were commonly used to limit the decision rights of outside share-
holders. One common device was certification, the issuance of nonvoting
certificates to shareholders by a so-called Administratiekantoor (AK). In
particular companies themselves would set up AKs whose management was
closely allied with the company leadership. Often the certificates were niet-
royeerbaar, that is, they could not be traded in for the underlying voting
shares upon request by the holder—a clear example where voting rights
were permanently abrogated.

Another factor influencing shareholder power, the voting cap, limited the
influence of large investors in particular. In most cases, a cap of six votes
per shareholder was, before the legal reform of 1928, enshrined in the law,
a feature inherited from the French commercial code.

In our analysis of shareholder meetings, we have chosen in the first
period to include firms active in industries with large investments needs,
such as shipping, railway, and shipbuilding. Ianable 3.1} for example, the
Almelo-Salzbergen railway company is present from 1903 until 1923. In the
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five meetings, the percentage of shares present in the meeting is 2 per cent
on average, ranging from 1 per cent to 5 per cent over the years. On average
eight shareholders are present, ranging from five to sixteen. Clearly, in the
earliest years of the 20th century, for many firms, the shareholders’ meet-
ings were not well attended and typically were a formality. We have found
few in-depth discussions of company strategies but rather rubber stamping
of proposed new board members and consensus approval of the accounts.

In the ratio of votes to shares represented is on average 0.81,
which implies that about four out of five shares could be voted. For this
firm, the voting cap of six votes did not seem to affect the meeting, though
it is possible that some large shareholders who attended the meeting sim-
ply did not register all their shares, given that they would only be allowed
to vote six shares anyway. I the period 1903-1918 is charac-
terised by average shareholder turnout percentages of between 11 per cent
and 15 per cent, with eight to ten shareholders present. Most striking is
that the percentage of votes present relative to the maximum number of
votes possible is 2 per cent to 3 per cent. The maximum would only be
reached if all shareholders were present and all had at most six shares.

Under the circumstances it is not surprising that the typical ordinary
shareholders’ meeting was a rather anodyne affair. A typical meeting
moved uncontentiously from the approval of the minutes of the previous
meeting, to the management’s report on the year’s business, the approval of
the accounts, (re-)appointments to the board and senior management, and
a general opportunity for shareholder queries. Most issues were approved
close to unanimously. Indeed it is often only the ‘rondvraag’ at the end
of the meeting that gave any signs of concern on the part of ordinary
shareholders.

Such concerns most often revolved around two points: first, a wish to
see higher dividends declared; and second, general frustration at the lack
of informativeness of the accounts. Tekenbroek points out that sharehold-
ers were generally passive in good times when the economy was booming
and firms’ profits increasing. Only when dividends were disappointing were
shareholders moved to try to exercise their control rights, by arguing in
favour of greater payouts or withholding their votes for (re-)appointment of
board members and executive However, the dissenting shareholders were
invariably very much in the minority, so that their protests were symbolic
at best.

In short, Dutch exchange-listed firms in the early 20th century displayed
relatively little separation of ownership and control. The insiders—often
founders of founding families—were dominant both in management and as
financiers. Therefore, the role of shareholder meetings was typically limited
to a formality. However, we also note that the power of outside sharehold-
ers in these years was increasingly curtailed by legal barriers raised by the
insiders, as well as by their lack of information about companies’ perfor-
mance due to low transparency standards and practices. Arguably this era
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Table 3.1 Shareholder meetings 1903-1973 per year

Number of Percentage Shares/
Percentage shares shareholders votes votes

Year Obs Average Min Max Average Min Max Average Average

1903 S 11% 1%  35% S 11 3% 0.40
1908 6 11% 1% 35% S 16 3% 0.41
1913 9 15% 1%  52% 4 15 2% 0.34
1918 10 11% 1%  37% 10 S 20 2% 0.34
1923 10 16% 0% 61% 13 3 41 2% 0.31
1928 12 19% 0% 81% 10 1 23 2% 0.30
1933 14 18% 0% 85% 11 2 26 11% 0.56
1938 12 15% 0% 88% 11 3 24 11% 0.53
1942 11 21% 1% 76% 8 S 11 16% 0.69
1948 11  23% 1% 97% 11 S 38 20% 0.71
1953 12 28% 2% 98% 12 S 36 21% 0.60
1958 12 30% 3% 99% 13 4 42 23% 0.60
1963 8§ 32% 3% 77% 20 6 47 20% 0.55
1968 7 46% 3% 100% 11 1 21 45% 0.79
1973 4 42% 5% 100% 5 1 9 54% 1.00
Total 143  22% 0% 100% 11 1 47 12% 0.53

was an LME period if the power of the insider owner-manager is considered
in isolation, without taking into consideration the interests of other share-
holders. Other stakeholders—in particular ‘unorganised’ employees and the
liberal state—had little or no influence on decision making in the firm.

NEW LEGISLATION AND CRISIS (1920-1945)

In the period between 1920 and the Second World War, Dutch business ini-
tially benefited from the international growth after World War I and from
the Netherlands’s neutrality during that war. Despite a brief banking crisis
in 1920-1921, the economy grew until the crisis years in the 1930s. In these
years family firms were still important in the industrial landscape, while at
the same time, many private firms with activities in the Indonesian colonies
were established and listed on the Amsterdam exchange

The debate on the disclosure of accounts had been simmering since the
second half of the 19th century, when the delayed advent of the Industrial
Revolution in the Netherlands created a need for large-scale outside capital,
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in particular for railway companies. It was clear that reform was required
if ownership was to be separated from management, but it was not until
1928 that the law was to be overhauled. The new law, as modified in 1929,
required the reporting of eleven specified items on asset side of the balance
sheet. In addition, the voting cap was abolished as a universal legal require-
ment, although it was still possible to include such a cap in the corporate
charter.

Meanwhile, the disclosure provisions of the new law were far from uni-
versally welcome. While it was generally agreed that companies that sold
shares or bonds to the general public had a duty to give investors insight
into their affairs, many companies felt that public scrutiny of their accounts
was undesirable. It could attract the unwelcome attention of actual and
potential competitors—encouraging them to enter a market that looked
profitable and/or to stage a knockout competitive attack against any finan-
cially struggling companies—as well as labour and the tax authorities.
A modification clause introduced in 1929 responded by somewhat weaken-
ing the publication requirement for companies that did not have outside
shareholders or bondholders

In the interwar years, the fear of foreign influence was often the jus-
tification for introducing oligarchic measures. For example, in 1927,
Glasfabriek Leerdam NV moved to alter the corporate statutes to institute
a separate class of priority shares with the right to make binding nomina-
tions. The company’s chief executive explained to the shareholder meeting
of 26 March 1927 that it was desirable to take measures to prevent any
foreign group from taking control of the company:

[w]hat we want to prevent is that on the Exchange a number of shares
are bought up by an arbitrary group, so that they, once they felt strong
enough, could assume the leadership of the shareholders meeting. It
cannot be denounced strongly enough, that in such a case the interests
of the factory could be caught between the existing management and
another which works from abroad and could undo the decisions of the
current management whenever it wished to, indeed it could even move
to bring to a halt the company in part or in ful

In the discussion of the proposals, two shareholders objected strenuously
to the attendant loss of shareholder rights, arguing that current manage-
ment had not always worked in the interests of the shareholders (losses
were mounting over the years, and the preferred dividend had been passed
repeatedly with no immediate prospect of restoration), and voted against
the binding nomination proposal. However, their 8 votes were but a tiny
minority of the 423 votes represented at the meetin

An alternative defensive construction that developed in the interwar
period and that was initially motivated by concerns about foreign influence
was the Gemeenschappelijk Bezit, a pyramid-type ownership device that
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typically limited ownership of the operating assets to Dutch residents. Over
time it too was converted for broader goals.

[Tables 3.1] and[3. 4 present the shareholder meeting characteristics for
the ordinary shares in our sample. Turnout at the shareholder meetings
increased over 1922 to 1942 and ranges between 16 per cent and 21 per
cent}'] The number of shareholders present also increased slightly but is
still around ten shareholders. In this period, our sample includes food com-
panies as well as a cultivation company with activities in the Dutch Indies.

The percentage of votes relative to the maximum number of votes pos-
sible in shows that the percentage of votes represented is 2 per
cent on average until 1928 and then jumps to 11 per cent. This effect dem-
onstrates the impact of the abolition of voting caps. It is, for example, vis-
ible for De Schelde, a firm with 1,615 shares represented by 11 shareholders
in 1928, and 1,703 shares with 10 shareholders in 1933. The voting cap of
six shares gives a theoretical maximum of 66 votes in 1928 (if all sharehold-
ers present owned at least six shares); in actual fact 43 votes could be cast,
so that the ratio of votes to shares represented was 0.03. In 1933 all 1,703
shares yielded one vote, for a ratio of votes to shares of 1.

In summary, the interwar period saw an increased participation of inves-
tors in the securities markets. A recurring theme in governance debates is
the poor transparency of listed firms, which improved somewhat following
new legislation in 1928-1929 but could not satisfy external investors. The
Dutch economy at the time exhibited many of the defining characteristics of
an LME. Although ideas concerning the involvement of labour in company-
level decision making were taking shape, it was not until after World War II
that centralised coordinating institutions that involved representatives from
labour, employers, and government came into prominence.

TOWARDS A STAKEHOLDER MODEL (1945-1980)

The reconstruction of the economy in the wake of World War II required
a concerted national effort and a big inflow of new investment capital.
This need for funding meant that many companies that had until then
been family enterprises decided to list their shares and seek financing from
a broader public shareholder base In addition, the postwar reconstruc-
tion effort involved an unprecedented level of coordination between firms,
labour unions, and the government. In particular, centralised agreements to
restrain wage increases contributed importantly to the competitiveness of
Dutch industry in the two decades following the end of the war. In return,
labour was given an increasingly active role in decision making at the com-
pany levell?| Thus the Dutch economic system moved more towards a CME.

The separation of ownership and control became much more pronounced
as the number of shareholders increased and management became a task for
professionals rather than for the large shareholders who had traditionally
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led the family firm. This meant that both the nature and the influence of
shareholders changed dramatically. Originally, shareholders were few in
number and personally connected to the company, holding substantial
stakes and intimately involved in company decision making—they were
in effect company insiders (often members of the founding families), with
enough voting power to exercise control. As companies broadened their
investor base, the share capital was dispersed, and the power and influ-
ence of the new outside shareholders was markedly less than that of the
original company insiders. Thus the VE an association for the protection
of shareholders, which started publishing the shareholder advocacy maga-
zine Beleggers Belangen (Investors’ Interests) in 1957, pointed out in its
first year of publication, that the greater dispersion of share ownership ‘has
led to a gain in influence of the day-to-day leadership (the management) at
the expense of the actual owner (the shareholder)’ In its opening issue,
the magazine set out the specific projects that the VEB felt it should under-
take in its efforts to protect shareholder interest The goals pursued by the
VEB, however, remained out of reach, and in particular shareholder control
rights continued to be under attack. In theory, the most important decision-
making powers within the company (the appointment and removal of man-
agement, the right to modify the corporate charter, the approval of the
annual financial statements, and the decision to issue new shares) devolved
upon the shareholders’ meetin In the first half of the century, defensive
mechanisms had already become an ever more popular means of curtailing
these powers and shifting them to the management and the board of direc-
tors. This trend continued.

Over time, an increasing number of defensive measures were installed.
Both the use of share certificates and the concentration of nominating
power in the priority shareholders’ meeting rose steadily and considerably
in the postwar era. Beleggers Belangen roundly criticised Wilton Fijenoord
for its circular to shareholders asking them to exchange their shares for
niet-royeerbare (nonconvertible) nonvoting certificates. Certificates had
originally been issued as a means of ensuring that the company would not
fall under foreign control, but the article noted that ‘[t|he Uberfremdung is
no longer an issue, and the proposed exchange will only mean that you will
assist the administration office in making management all-powerful’, add-
ing the suggestion that shareholders would find the certificates more liquid
and widely traded seemed specious given that roughly equal amounts of
shares and certificates were in circulation|?]

Thus small shareholders became steadily more powerless while large
or controlling shareholders imposed their will. As an illustration, Beleg-
gers Belangen pointed out disapprovingly that at a shareholder meeting of
Scholten-Honig, the name of the new candidate for the management board
was first unveiled at the meeting and then directly subjected to a votel
But this does not mean that shareholder meetings lacked excitement. At
a dramatic meeting of the shareholders of Stokvis in 1969, large losses in
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Venezuela and Belgium were revealed, and one of the shareholders clamour-
ing for the resignation of the board of directors suffered a fatal heart attack
in the process

In addition, a number of new mechanisms to curtail shareholder rights
were developed. A major innovation was the use of defensive preference
shares—not to be confused with the prewar use of financial preference
shares. This device was first used in January 1969 by Rijn-Schelde NV and
was quickly adopted by many other listed companies The idea was to
counter any hostile takeover threat by putting overwhelming voting power
temporarily in friendly hands, by issuing preference shares. The motive for
their preferred status was that a stable preferred dividend would cover the
interest incurred on a loan taken out to pay for the purchase cost of the
shares. Thus they were not intended as a source of capital but as a cheap and
self-financing means of safeguarding control, triggered by a takeover threat.

We turn now to the motives given by companies for inserting statutory
takeover defences into their charte Before World War II, the primary
motive given was the need to safeguard the national character of the com-
pany or, more generally, to safeguard it against the threat of a hostile take-
over, either by foreign or domestic raiders. This motive remained important,
but other justifications were increasingly mentioned.

One motive given for constructing takeover defences was the change in
shareholders’ mentality. Before the emergence of very large companies, the
NVs had a strong personal and family character, and the shareholders were
intimately involved in the affairs of the company. As the companies grew
larger and the shareholder base became more dispersed, shareholders took
on the role of investors rather than co-owners and became less concerned
with the broader interests of the company; their goal shifted more towards
obtaining immediate financial rewards in the form of dividends and share
price increases. Such shareholders tended not to attend shareholder meet-
ings very much, especially if they were satisfied with the level of dividend
payments. This absenteeism created a real danger that a chance majority
based on a relatively small proportion of the shares could make important
decisions that were not necessarily in the interest of the company. Thus
one motive for installing defensive devices was to insure against the con-
sequences of an accidental majority in the shareholder meeting, and thus
counter the potential instability in decision making resulting from absentee-
ism. This motive was already put forward before the First World War, but it
became ever more prominently mentioned as time went on and absenteeism
increased.

A study of the attendance of shareholders at the annual meeting to
approve the 1954 annual report for forty-three listed companies found that
in 75 per cent of meetings, six or fewer shareholders were present; and
in 65 per cent of meetings, those shareholders who attended represented
less than 10 per cent of the issued capital. An SMO follow-up survey in
1969 found that of the seventy-four companies responding, only seven had
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a turnout representing more than 50 per cent of the shareholders; and in
forty-one cases, those present represented 10 per cent_or less of the out-
standing share capita For a small set of companies, and
also display shareholder turnout for our sample, which gradually increased
from 23 per cent in 1948 to 42 per cent in 1973. In some meetings, larger
numbers of shareholders were present, and the range is between five and
twenty shareholders. The instances of high turnout in our sample are driven
by the presence of a large shareholder, and indeed there are some cases with
100 per cent turnout as a result of the presence of a successful bidder in the
last meeting before the firm was taken over.

The SMO survey also inquired into the motives for the use of defen-
sive measures. The 1,138 companies that responded to the survey (671
declined) listed one or more of the following motives: retain national char-
acter (15 per cent of the companies); protect against hostile attack (35 per
cent); prevent unstable policymaking (42 per cent); safeguard the quality of
board and management (42 per cent); protection of interests (48 per cent);
and other motives (7 per cent) Thus the desire to safeguard the quality of
management and directors was important: the leadership of the company
did not wish to leave the right to nominate candidates to a random and
often very variable subset of the shareholders who showed up at meetings.
In addition many companies wished to protect the interests of certain stake-
holders in the company, but unfortunately not much is known about the
nature of these interests.

In line with this trend towards less shareholder influence, in the decades
after World War II, the Dutch economy increasingly moved in the direction
of a CME. Centralised collective bargaining over wages and working condi-
tions ensured a long era of wage restraint that helped Dutch companies to
recover from the war and expand and compete internationally. Coordinated
decision making included an enhanced role for labour and government in
influencing key company policies such as working conditions, restructur-
ing, mergers, and layoffs. Much relevant policymaking took place at a cen-
tralised level where industry and labour representatives negotiated wages
and working conditions, social policies and the division of influence, and
decision-making rights in the company—an economic system of seeking
consensus between broad social groups that was to become known as the
Polder Model.

These developments strengthened the role of a broader set of stakehold-
ers in the firm and were accompanied by a further weakening of the role of
the shareholder meeting as the preeminent power in company decision mak-
ing. In 1949, in its decision in the case of the Doetinchemse IJzergieterij, the
Dutch Supreme Court broached the idea that the shareholders’ meeting need
no longer be the highest decision-making organ of the NV: the supervisory
board was permitted to go ahead with a share issue that it deemed in the
interests of the company as a whole, even though the majority shareholder
had voted against this dilution of his stake. The Supreme Court explicitly
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suggested that the board should consider the interests of the company as
a whole, not just its shareholders This view was later enforced in the
Forumbank case in 1955, when it was held that a share repurchase decision
was the province of the management and that the shareholders’ meeting had
exceeded its powers in trying to impose its wil

These developments supporting a stakeholder view of company objec-
tives were mirrored by growing conviction that labour should play an active
role in company-level decision making. A major development in redefining
the powers of the shareholders’ meeting was the introduction of the structu-
urregime (structured regime) in 1971 with the new Wetboek van Koophan-
del. While the stated objective of the new law was to increase the control
rights of labour by giving them a seat at the decision-making table, in prac-
tice it considerably weakened shareholder rights without giving labour
much more than the power to comment on decisions. The new law obliged
large Dutch companies to nominate new supervisory board members by
co-optation, that is, by the existing board. This clearly reduced shareholder
power, and empirical evidence suggests shareholders may have suffered a
discount in the share price as a result’*

Also, the supervisory board of companies that fell under the structured
regime received the important decision-making powers within the company
that rested with the shareholders before: to appoint and remove manage-
ment, to approve the annual financial statements, and to decide on funda-
mental management decisions. This broadening of its function was already
visible with the judgment of the Supreme Court in the above-mentioned
cases, and was in 1971 thus formalised in the structured regim

Two other aspects of the new company law of 1971 are of note. First,
in 1971, the Enterprise Chamber of the Amsterdam Court of Appeals was
set up, and the right of inquiry (recht van enquéte) gave shareholders rep-
resenting a sufficient proportion of the share capital an organised power of
appeal. That is, a judicial inquiry can be set in motion to look into share-
holders’ concerns, if the chamber deems that those requesting it are qualified
(i.e., large enough shareholders; but recently, the Works Council and unions
have also sometimes been allowed to request an inquiry) and that there is
sufficient cause to justify launching an investigation. Over time the practice
has become more liberal so that not all that much grounds for suspicion is
needed in order to launch an inquiry. This can be costly for a company, as
the obligation to reveal the information requested during an investigation is
not a trivial burden. Moreover, the inquiry is paid for by the company that
is the target of investigation. The judges call on an informal roster of quali-
fied experts they have on file, but sometimes this can be quite difficult, as
those best able to understand the issues are most likely to be compromised
by conflicts of interest: the business elite is not that large and very inter-
linked. Moreover, the investigative committees do not seem to be able to
stay within their mandate, which is fact finding; they have a strong tendency
to see their role as bringing a judgment rather than uncovering the facts
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The new company law of 1971 did give companies the opportunity to
escape the more onerous disclosure provisions by converting to a new legal
form, the Besloten Vennootschap (BV). It was taken up by the vast major-
ity of N'Vs that did not have shares or bonds issued to the general public in
bearer form.

On the issue of disclosure of financial information to shareholders of
NVs, a new law in 1970 finally addressed a situation that still left much to
be desired. In general, in the 1950s and 1960s, the financial press took a
very critical view of company financial reporting. As a striking example, at
the annual shareholder meeting of bicycle producer Fongers in 1957, fol-
lowing a 50 per cent cut in the dividends, a shareholder tried to gain further
insight into the accounts, but was rebuffed on the grounds of the threat
from competitors:

[the Chairman] responded that the management had made some
improvements to the financial report but that nevertheless one should
keep in mind the competition. That obliges one to keep certain issues
private. A breakdown of the profits by division was in his opinion alto-
gether inappropriate . . .

Another shareholder very much wanted to know if the company had
made a profit or a loss in the preceding year. The Chairman was not
prepared to give a clear answer to this questio

To give some more insight into what happens at a typical shareholder
meeting, we consider the year 1966. A characteristic of shareholders’ meet-
ings is that even though many meetings are mere formalities, they do give
disgruntled shareholders the opportunity to voice their complaints and—
as an ultimate sanction—to vote against the discharge of the management
board. In order to measure the occurrence of complaints and stronger dis-
sents, we have made an inventory of all shareholder meetings of public com-
panies in the year 1966 using Financieel Archief van Systemen Keesing. This
source is a regular booklet (101 bi-weekly editions during 1966) whose goal
is to inform shareholders about relevant developments. This implies that in
addition to annual reports, press releases, and new appointments, share-
holder meetings are summarised. We have found 329 ordinary shareholder
meetings and 45 extraordinary meetings.

In terms of the discussions between shareholders and the board, the most
prevalent topics are dividends (thirty-seven explicit discussions in the sum-
mary) and transparency and accounting (nineteen discussions). Most likely
these numbers are a fraction of the total number of discussions in the meet-
ings because Keesing reports only on the most salient ones. Clearly, large
shareholders and defensive measures dominate the proceedings: in many
companies there is a lot of criticism but no voting. The reports of the meet-
ings mention votes cast against the board’s proposals in only eight meetings.
Again, this may be an underestimate. We have one case of a management
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proposal that was withdrawn and one counterproposal by shareholders that
was accepted.

The most extreme outcome—refusal to grant discharge—is rare, with
only one instance in 1966: in September, the accounts of the cultivation
company Ngombezi NV were not approved because a large shareholder had
objections to the management’s strategy.’

Interestingly, the Vereniging voor Effectenbescherming and in particular
Mr. W. C. Posthumus Meyjes frequently plays a vocal role in the shareholder
meetings in 1966. Posthumus Meyijes gives his perspective on the customs
during shareholder meetings in the 1960s and adds some best practice In
his view the best practice is to welcome shareholders as guests of the firm:
‘the management needs to be fully aware that it is on the one hand a host,
and on the other it needs to justify itself to the owners of the companyf*] and
‘also proyide for sufficient cigars and cigarettes (not just on the management
table!)’ Clearly, this was not the actual mores because ‘it is often note-
worthy to experience the deplorable way in which normal politeness is left
behind and it is evident that the shareholder meeting is merely considered a
necessary evil’ Posthumus Meyjes also envisages a responsibility for dis-
senting shareholders as ‘a shareholder must be aware of the responsibility
he takes on if he opts for opposition’

After World War II, an ongoing shift to the stakeholder model can be
discerned. It seems that if companies are to have the autonomy needed to
take a broader, stakeholder viewpoint of their goals, they need to have in
place some defensive measures to protect them from the threat of hostile
takeovers. That is, shareholder rights need to be curtailed. This shift was
in particular reflected in the changing function of the supervisory board,
which now had to consider the interests of all stakeholders, among them the
shareholders. Minority outside shareholders became larger in number, but
had very little influence on corporate decisions.

TAKING STEPS TOWARDS A LIBERAL MARKET
(FROM 1980 ONWARDS)

Although the 1980s initially saw an economic decline, towards the end of the
century, economic conditions improved rapidly. In the Netherlands, a num-
ber of large multinational corporations, both nonfinancial and financial,
were leading players in the world markets. At the same time, new companies
were established and in specific industries, such as information technology
and telecommunication, these companies grew rapidly. As a result of the
developments in the 1960s and 1970s, the top managers of large firms were
powerful in the corporate world because the stakeholder perspective and
the strong impact of coordination with labour representatives and bankers
on firm policies provided the managers with a pivotal positio However,
a series of corporate failures during the crisis years of the early 1980s led
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shareholders to question the competence of these managers. As a result,
there was a shift in the direction of a more liberal system, while the influence
of employees remained strong.

In this period, several key developments drove significant changes["
First, similar to developments in countries such as the United Kingdom and
the United States, the Dutch shareholder base changed due to the increased
presence of more vocal institutional investors relative to traditionally less
engaged small shareholders. Second, capital markets internationalised, pri-
marily as a consequence of the formation of the European Community and,
in particular, the Monetary Union in 1999. Moreover, Dutch firms’ reli-
ance on external financing increased, enhancing the importance of public
capital market As a result, the role of passive and distant shareholders
was being reconsidered. In its annual report of 1985, the Amsterdam Stock
Exchange initiated a discussion of enhanced shareholder rights The Neth-
erlands was in a situation—unlike that of the United States and the United
Kingdom—where financial markets could not exert discipline on manage-
ment because of the presence of highly effective takeover defences. At the
same time EU member states discussed the pros and cons of moving in the
direction of the more shareholder-friendly Anglo-Saxon model but could
not agree on a clear directio

A first step was taken by a government committee led by legal scholar
W.C.L. van der Grinten, which recommended in 1988 that the power of
some of takeover defences should be reduced, and suggested that companies
should reduce the number of defence mechanisms they deploye Because
these recommendations would weaken the entrenched position of corporate
boards, there was opposition from business leaders, and not until 1992 was
a compromise reached that capped the number of takeover defences but still
permitted the use of very powerful ones. However, an irreversible trend had
set in.

The 1990s saw an increased dispersion of share ownership. Data on
ownership concentration became publicly available with the implementa-
tion of the EU disclosure directive (Wet Melding Zeggenschap) in 1992.
Table 3.3 presents ownership information for a selection of years. Data on
this subject before that time are hard to obtain because until then, as a rule,
Dutch companies only publicly listed their bearer shares and did not reveal
registered shares. Between 1992 and 2007, the average total stake held by
blockholders (shareholders with a stake of 5 per cent or more) was relatively
stable between 45 per cent and 50 per cent, while there was a decline in the
stakes of the largest shareholder

The 1990s also saw the emergence of the internationalisation of share
ownership. In 1995, 37 per cent of the shares of twenty-five of the largest
publicly listed companies were held by foreigners, increasing to 75 per cent
in 2005’1 Moreover, the stake of Dutch and continental European share-
holders diminished, while the number of Anglo-American shareholders
increased sharply. At the same time, Dutch institutional investors were
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reducing their investments in Dutch publicly listed companie Dutch-listed
companies were under pressure to interest foreign investors in buying their
shares. Whereas in the 1970s and 1980s, managers’ primary interest was
increasing sales and expanding their labour force, in the 1990s, the focus
shifted to creating shareholder value by targeting the short-run stock price.
The rising attention to shareholder value was associated with an increase in
the fraction of firms paying dividends, especially in the late 1980

In 1996, a committee on corporate governance chaired by J. .M. Peters,
former CEO of the insurance company AEGON, was forme The key
conclusion of the committee’s report was that companies should aim to
rebalance power between managements and investors. The commission
made forty nonbinding recommendations, and few of their suggestions were
acted on during the following years. The report’s main function was to cre-
ate awareness about international developments and to pinpoint the idio-
syncrasies of the Dutch case.

Until around 2000, most Dutch institutional investors were relatively
passive, despite their increasing large holdings. A first initiative of the insti-
tutions in 1998 was to join forces in a foundation for pension funds inter-
ested in governance issues regarding the firms in their portfolio, SCGOP
(Stichting Corporate Governance Onderzoek Pensioenfondsen) The strat-
egy changed when the ABP explicitly indicated a desire to engage in a dia-
logue with firm management, outside the shareholder meetings. Although
interest groups for retail investors reacted negatively because these closed-
door meetings could lead to an information differential between large and
small investors and undermine the role of shareholder meetings, the institu-
tions insisted that the meetings would serve to express their preferences and
idea

In 2002, the changes in governance in the five years following on the
Peters committee report were evaluated, and the Minister of Finance con-
cluded that little progress had been made, despite the need to keep up with
international development His call for a new committee gained momen-
tum with the collapse of Royal Ahold in February 2003. Although prepara-
tions for a new committee were under way, there was an enormous sense of
urgency, and public pressure for transparency and more binding rules was
strong. Former Unilever CEO M. Tabaksblat took the lead and established
a committee, which included representatives from listed firms, labour, and
investors. The committee prepared a governance code with both_general
principles and explicit provisions for implementing these principles,’] Com-
panies either had to comply with these provisions or explain in their annual
report the reasons for noncompliance.

Proxy advisory firms, or agencies supporting minority shareholders, had
already become active in the Dutch market in the mid-1990s. Initially Démi-
nor, a Belgian-based company, had a small Dutch branch providing advice
to shareholders on_governance issues and published comparative research
on minority rights{*] Later, other international players entered the Dutch
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scene, including Davis Global Advisors, Glass Lewis, and ISS (currently
Risk Metrics). In 2005, ISS bought Déminor, making this firm a monopolist
in the Netherlands. These agencies perform three roles. First, they advise
minority shareholders—mainly the large institutional investors—on gover-
nance issues in specific companies. Second, they facilitate the actual voting
for institutional investors. The international differences and specific rules
on share registration make actual voting highly complicated for institutions
with thousands of companies in their portfolio. Often, these companies
register their holdings with a voting agency and automatically follow their
advice for foreign shareholdings. They receive reports on their voting, allow-
ing them to pretend to be active monitors. Third, they conduct and publish
research on governance, in relation to best practices and firm performance.

Interestingly, the passivity of many international institutional investors in
following the advice of the voting agencies makes the opinion of these agen-
cies very important. In 2008, a collective of Dutch institutional investors
managed to block proposed new compensation policies at Philips Electron-
ics that would disconnect option grants from share price developments, by
convincing Risk Metrics to advise negatively—57.8 per cent of the votes
were cast against the proposa

The changes in the role of shareholders have had a clear effect on the use
of takeover defences. Panel B of[Table 3.3| presents the prevalence of take-
over defences over 1992-2004 in detaill*] Priority shares have become less
important, declining from 42 per cent to 31 per cent. Preferred shares have
remained stable at 64-59 per cent, but these instruments are only activated
during a hostile takeover attempt. The strongest decline is found for certifi-
cates: from 39 per cent to 18 per cent. In the discussions about shareholder
influence, these certificates were often the centre of criticism. As we have
described, in the 1990s and early 2000s, both the concentration of owner-
ship and the use of takeover defences decreased. It is important to note that
these characteristics jointly reduced the degree of entrenchment for corpo-
rate managemen

One of the outcomes of the governance debates is that the Minister of
Finance and the respective governance committees have commissioned a
number of studies on annual meetings of shareholders with detailed infor-
mation about the turnout rates and the discussions during the meetin In
we reproduce results from the first study covering 1998-2002 and
245 annual general meetings held by 54 Dutch listed firm B

The turnout percentages are very high for the firms with certificates,
which simply reflects the presence of the Administratiekantoor that has a
dominant stake in the firm. In the shareholder meetings of these firms, we
observe that all proposals are accepted, mostly without any voting taking
place. In the firms without certificates, the turnout varies between 31.0 per
cent and 36.5 per cent, which implies that on average one-third of the share
capital is represented. The foundation for retail investors, Vereniging van
Effectenbezitters, is present in almost all meetings, while Dutch pension
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Shareholder turnout

1998 1999 2000 2001 2002

Percentage of share capital, certificates

Average 89.83 88.15 94.06 92.82 94.03

Median 97.76 97.34 98.62 97.26 98.41

Number of 13 14 11 10 9
companies

Percentage of share capital, without certificates

Average 31.86 36.51 33.52 31.00 33.17

Median 26.63 33.25 37.50 30.42 33.96

Number of 25 28 24 25 26
companies

Source: De Jong, A., G.M.H. Mertens, and P. G.]. Roosenboom, ‘Shareholders’ voting at
general meetings: Evidence from the Netherlands’, Journal of Management and Governance,
10 (2006): 353-380.

funds and mutual funds attend regularly. In these five years, a total of 1,583
proposals are brought to the table. Only nine proposals are not approved
because they are withdrawn prior to the meeting or rejected. Six of these
nine proposals concerned the authorisation to issue new capital, giving
management a free hand to raise equity in the coming year.

In conjunction with the development of the Dutch corporate governance
code, a number of regulatory changes have also been implemented. The new
legislation for the structured regime adopted in 2004 gives the shareholder
meeting the right to approve the annual accounts, while in firms subjected
to the structured regime, the supervisory board had been entrusted with this
task. And for structured-regime firms, the works council now has a right to
recommend persons for at least one-third of the supervisory board. In addi-
tion, the shareholder meeting is empowered to remove the entire supervisory
board for reasons of a lack of confidence. Following fierce societal debates
on remuneration, firms now have to define a remuneration policy, which is
subject to shareholder approval. Interestingly, the new rights for the works
council to recommend board members under the structured regime has led
to the exit from the structured regime by some firms that had voluntarily
subjected themselves to the regime despite the exemption for firms with the
majority of the employees outside the Netherlands. Apparently, allowing
labour to be represented in the supervisory board is too high a price to pay
for staying within this regime,®]

To conclude, from the 1980s onwards, the role of shareholders has
changed in Dutch firms, but the composition of the shareholder base has
also changed, with increased dispersion and internationalisation. Although
shareholder influence has improved due to the reduction of takeover
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defences, the shareholder meetings are still not a platform for real dialogue
between firm management and shareholders but rather an inevitable ritual
dance. In the movement towards a more liberal regime, the role of labour
has also been strengthened via new legislation.

CONCLUSION

The development of corporate governance in the Netherlands over the
course of the 20th century can be analysed using the varieties of capital-
ism literature. We take this approach from the perspective of shareholders
because these investors interact with the other stakeholders in the firm and
they play different roles in the ideal types: liberal market economy (LME)
and coordinated market economy (CME). Our descriptions lead to the con-
clusion that early in the 20th century, the Dutch shareholders’ role is char-
acteristic of an LME environment, but that after the Second World War the
system moves towards a CME. Finally, the most recent developments since
the 1980s reveal a tendency back towards an LME system.

We do, however, wish to make this broad interpretation more nuanced
in three ways.

First, the VoC literature has specific ideal-type characteristics of share-
holders in mind, while in reality we find a multitude of types of sharehold-
ers, each with different influence on firms. Over time, we observe changes
in the roles of insiders versus outsiders, as well as in the concentration of
ownership and the presence of large blockholders. Finally, there is varia-
tion in the importance of various groups of shareholders, such as families,
minority shareholders, institutional investors, etc. Therefore, rather than
focusing on the LME versus CME distinction, it is more useful to distinguish
three regimes over the 20th century, based on the dominant players in the
corporate world. In the first decades, insider owner-managers—to a large
extent, families—are in control, since most stock is owned by the inside
shareholders who keep control rights tightly limited within a small circle.
After the Second World War, managers monopolise control, as ownership
and management become separated. Shareholder rights are increasingly
circumscribed as they became more dispersed. In the most recent decades,
international and institutional investors become much more important and
dispute the powers of the management with limited success.

A second nuance we would like to introduce is that the way in which
shareholders exert influence on firms also varies over time. Shareholders’
meetings are in many instances rituals where preordained decisions by insid-
ers are rubber stamped. However, we also observe occasions where man-
agement proposals are denied approval. We would like to indicate that a
limitation of our study is that one-on-one meetings between shareholders
and managers typically remain undocumented. An analysis of the minutes
of the supervisory board was outside the scope of this chapter, but it might
offer an interesting perspective for further research.
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A third nuance is that we observe a constant characteristic over the course
of the long century, which is the power of firms’ top management. We find
that initially the power of outside shareholders has generally been very lim-
ited, and that real authority rested with management and supervisory board
insiders in collaboration with large shareholders. Attempts to give employ-
ees a voice seem to have mainly shifted power to the board and manage-
ment, further curtailing shareholder influence. It is clear that if companies
are to have the autonomy needed to take a broader, ‘stakeholder’ viewpoint
of their goals, they need to have in place some defensive measures to protect
them from the threat of hostile takeovers. That is, shareholder rights need
to be curtailed, and this ultimately gives more power to the management.
In recent decades, we observe increased activity by institutional investors, in
particular Dutch pension funds, and in general we find that recently share-
holders have become increasingly well organised. However, during the entire
period considered, small investors were never very powerful—they simply
received what was left after more powerful actors had taken their share.
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4 An Entrepreneurial Perspective

Varieties of Capitalism and
Entrepreneurs in the 20th Century

Jacques van Gerwen and Ferry de Goey

INTRODUCTION

In this chapter the focus is on the development of entrepreneurs and
enterprises in liberal market economies (LMEs) and coordinated market
economies (CMEs) during the 20th century and especially the concept of
homogenisation. We will argue that instead of homogenisation our research
reveals a large variety of entrepreneurs and enterprises in LMEs and CMEs.
In the last decades of the 20th century, this variety has not become less but
has increased even further. The explanation for this is the hybrid character
of LMEs and CMEs that increased after the 1980s in response to the eco-
nomic crisis of the late 1970s and the changing economic policy of west-
ern states. Because of the hybrid character, institutional complementarity
remains weak, and the pressure on entrepreneurs and enterprises to homog-
enate is equally low. This allows for a great variety of entrepreneurs and
enterprise(sh

According to the theory of Varieties of Capitalism (VoC), as developed
by Peter A. Hall and David Soskice, firms need to coordinate their require-
ments related to capital, labour, and competition. In LMEs coordination
occurs mainly through market exchanges and in CMEs via cooperation and
regulation. The institutions in both Varieties of Capitalism are attuned to
this, resulting in institutional complementarity. Following this theoretical
logic, other scholars, like Jens Beckert, argue that because of the institu-
tional complementarity, a dominant type of firm for each type of capitalism
will emergeﬂ The VoC approach results in an increasing homogenisation of
enterprises or isomorphism: over time they will become more alike, through
coercion, emulation, and competition. In LMEs the dominant type may be
called the shareholder-based managerial enterprise, while in CMEs it is the
bank-monitored alliance-centred firm.

In the VoC approach, the Netherlands and Germany are considered
CMEs, while the United States and Great Britain are labelled as LMEs. This
dichegomy seems to be related to diverging attitudes towards entrepreneur-
shi Available empirical research demonstrates that Americans are indeed
more positively inclined towards an entrepreneurial career than people from
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the Netherlands and Germany. Whether this has been the case for the whole
20th century we do not know. Sociological research from the 1980s con-
firmed the greater interest of Americans in becoming self-employed com-
pared to other western countriest] The earliest available research of the
European Commission (EC) from the year 2000 showed that Americans
favoured self-employment more than wage labour, while in the EU the pref-
erence for self-employment was generally lower than in the United States.
A similar survey of the EC from 2007 demonstrated that 61 per cent of
the US population preferred being self-employed, while only 50 per cent
of Europeans preferred self-employment above wage laboui.] The greater
number of people in the United States wanting to become entrepreneurs
is often linked to the high social status of entrepreneurs and greater social
mobility. The social mobility of American citizens is likewise assumed not
be determined by the social background of individuals but mainly by their
own ability and motivation. In 1993 President Bill Clinton said, “The Ameri-
can Dream that we were all raised on is a simple but powerful one—if you
work hard and play by the rules you should be given a chance to go as far as
your God-given ability will take you’H In his victory speech on December 7,
2012, President Obama repeated this in almost the same word

Based on the VoC literature, we assume that there are differences between
entrepreneurs and enterprises in LMEs and CMEs because otherwise the
whole idea of a dichotomy becomes meaningless. Our general hypothesis,
based on the previous discussion about entrepreneurial attitudes, is that
LME:s are more entrepreneurial than CMEs. We will limit our research to a
number of qualitative and quantitative variables. The qualitative variables
include social status background, schooling, and competencies, while the
quantitative variables focus on the number of entrepreneurs and enter-
prises, the size distribution of enterprises, and the number of self-employed
and employed directors (i.e. professional managers). Based on our general
hypothesis, we have formulated four postulates:

(1) in LMEs entrepreneurs enjoy a higher social status than in CMEs;

(2) in LMEs less value is attached to the social background of entrepre-
neurs than in CMEs;

(3) in LMEs entrepreneurs receive dedicated educational programs and
schooling more often than in CMEs; and

(4) in LMEs the share of entrepreneurs in the working population is
higher than in CMEs.

These postulates will be investigated by comparing two CMEs (the Neth-
erlands and Germany) and two LMEs (the United States and Great Britain).
The classification of these countries in LME or CME is based on the exist-
ing VoC literature. There is, however, some debate about this classification.
Capitalism is constantly changing, and this affects the classification of coun-
tries. Although Hall and Soskice presented a mostly static image of LMEs
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and CMEs, it has become clear that countries change. The longer the period,
the more change we can observe. We will return to this problem in the third
section. For our analysis, we will maintain the Hall and Soskice classifica-
tion to compare entrepreneurs in LMEs and CMEs. The point of departure
for our analysis is the development of the Dutch business system during the
20th century. In the third section of this chapter, the results of our analysis
are used to evaluate the VoC approach, with special attention for the Dutch
case. This is followed by some concluding remarks.

ENTREPRENEURS IN LMES AND CMES

Before we start our analyses, we want to stress that in the VoC approach,
although presented as actor based, entrepreneurs hardly play a role, and as
far as they are discussed, the focus is mainly on the CEOs of large indus-
trial enterprises. Entrepreneurs used to be the herges of business historians,
but since the late 1980s they have been neglectedﬁ Entrepreneurs are, how-
ever, studied by other scholars (e.g. economists and business administration)
using different methods, theories, and definitions. While some researchers
are primarily interested in the self-employed managing a small business,
others are mainly focusing on the professional managers of big corporations
or the chief executive officers (CEOs)L] This gives a distorted view of the role
of entrepreneurs, and therefore we will include all types of entrepreneurs
(self-employed and managers) in all types of enterprises because this gives a
more comprehensive view of the business system in a country.'{

Attitudes, Status, and Competencies

The first two hypotheses state that in LMEs entrepreneurs enjoy a higher
status and the social background of entrepreneurs is less important than in
CMEs. In our third hypothesis we assume LMEs develop dedicated schooling
programs and attach more value to specific education for entrepreneurs than
in CMEs. We may therefore expect that more people aspire to become entre-
preneurs in LMEs than in CMEs. LMEs furthermore develop educational pro-
grammes sooner and more extensively than CMEs. International comparative
research on the status and competencies of entrepreneurs is scarce. This is
certainly true for historical research that is mostly qualitative in nature. Given
these limitations, we will first present an overview of the status and competen-
cies of Dutch entrepreneurs before we compare these with the United States,
Great Britain, and Germany. We will make a distinction between the elite (i.e.
the directors of large companies) and the small businessmen.

The Dutch Business Elite

During the 20th century, the status of Dutch entrepreneurs varied between
groups of businessmen and changed over time. In the first decades of the
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20th century, there was a gap in status between the directors of large
companies on the one hand and the small business owners on the other
handL!'] While the former often circulated in the higher echelons of society,
frequently through family connections, the latter struggled to distinguish
themselves from the growing number of skilled labourers. Yet even within
the business elite, there was a difference in status between directors of banks
and large trading houses from respected families and the growing number of
captains of industry. In 1930, the ten largest businesses (measured by their
stock value) included many well-respected banks and international trad-
ing companies, while there were only a few large industrial firms. In 1950,
however, the large industrial firms (e.g. Royal Dutch Shell, Unilever, and
Philips) had replaced the banks and trading firms and now occupied the top
five position

There existed close ties between the large companies: personal relations
(family ties), business relations, and financial ties (e.g. occupying seats on
the supervisory boards). The elite of Dutch entrepreneurs were a very close-
knit community, and outsiders (including foreigners) had difficulty becom-
ing part of this group. Political scientists have demonstrated that during
the 20th century, these features hardly changed despite the growing inter-
nationalisation of Dutch business,'] The elite of entrepreneurs asserted a
certain amount of economic and political power. Precisely how influential
and powerful they were, let alone whether they were dominant in society,
is almost impossible to determine because it very much depended on the
criteria and the historical circumstances. During the Second World War,
the exiled Dutch government asked several directors of large industrial
companies and banks as advisors on policy matters. After the liberation in
May 1945, the establishment of the Stichting van de Arbeid (The Labour
Foundation) united representatives of employers and labourers, and their
collaboration was further enhanced by the governmental advisory board:
Sociaal Economische Raad (The Social and Economic Council of the Neth-
erlands) founded in 19500 In these organisations the business elite was
well represented.

The elite entrepreneurs received better training and education than most
small businessmen. Although a few universities have offered courses in busi-
ness economics since the 1920s, only a very small number of business lead-
ers actually attended these classes. Before the 1940s, a minority of business
leaders went to university, and in most cases they studied law and not eco-
nomics{ 5| This did not really prepare them for a business career, but their
education often included several years of training on the job in the family
business or with an acquaintance abroad. One example is Henri Deterding
(1866-1939), director of Royal Dutch Shell between 1900 and 1936, who
received no academic education because of family circumstances. As in most
other western countries, the elite entrepreneurs usually came from an entre-
preneurial background. Until the second half of the 20th century, many
companies, although incorporated and perhaps even listed on the Amster-
dam stock exchange, remained in fact family businesses. The career pattern
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of the business elite was therefore to a large extent shaped by managing the
family and the family business.

From the 1950s, the level of education of the business elite steadily
improved as more business leaders went to university studying technology
and business economics, besides their traditional preference for law. Pro-
spective business leaders could not study business administration because
there were no business schools in the Netherlands in the 1950s. For this
they had to go to America, but only a few di In the 1960s, the first busi-
ness schools started to offer courses attracting small numbers of students.
This changed dramatically in the 1980s and 1990s, when business schools
became really popular. Because of their late development in the Nether-
lands, the business schools did not play a major role in educating and form-
ing the business elite during the 20th centur

The Business Elite in the United States,
Great Britain, and Germany

When comparing the Dutch business elite with those of the United States,
Great Britain, and Germany, it is obvious that, while each country had its
own peculiarities, there were many similarities The variety in the status
of entrepreneurs was certainly not smaller than in the Netherlands. In each
country a small group of big entrepreneurs enjoyed the highest status. In
the beginning of the 20th century, they managed their family businesses
and often tried to build long-lasting dynasties (e.g. Ford, Rockefeller, Mor-
gan, Vanderbilt, Lever, Harrod, Rowntree Cadbury, Krupp, Thyssen, and
Siemens) Most business leaders in the United States, Great Britain, and
Germany came from the existing elite and were raised in wealthy business
families. About 70 per cent of the American business elite born between
1891 and 1920 came from a business family?| This background provided
them with the necessary attitude, skills, and financial means. The careers of
most directors started and ended in their family businesses, whether private
firms or joint-stock companies. Beginning in the 1920s, professional man-
agers trained at business schools became more important, especially in the
United State Although they usually had no family connections with the
original founders, many behaved like their predecessors.

Through extensive interlocking of corporate boards (of private firms
and banks), the largest corporations formed a network that remained in
place for most of the 20th century. Occasionally new businessmen entered
the business elite; from the 1980s this included the founders of new busi-
nesses in the ICT secto Social mobility between the working class and
the business elite was and remained exceptional: the popular American
rags-to-riches stories were a myth. Walter A. Friedman and Richard S. Ted-
low demonstrate that in the 20th century most business leaders came from
the white and Protestant elite, with a northern European ancestry, and ‘the
closing decades have shown some limited changes in the circumstance’
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Interestingly, in Great Britain there were more business leaders coming
from the lower levels of society (e.g. manual workers or employees) in
the late 1980s than in the United States or German This greater social
mobility is perhaps related to changes in British society following Prime
Minister Margaret Thatcher. The Thatcherite Revolution has certainly cre-
ated better opportunities for start-ups in Great Britain, although it may
well be that important differences existed between the level of social mobil-
ity of old and new types of industries and large and small cities The
relatively small geographical size and the high concentration of economic
activities in the large cities in the western part of the Netherlands may have
contributed to the formation of a more close-knit community of business
leaders than in much larger countries like the United States, Great Britain,
and German

While the level of formal education increased in most western countries,
future business leaders continued to receive on-the-job training. This is par-
ticularly true for Great Britain, while in Germany and the United States
a college or university degree became essential for a business caree?]
Although the United States already had business schools since the 1880s, it
wasn’t until the 1970s that the first professional managers entered the busi-
ness elite. The Managerial Revolution in the United States was important
mainly for the growing number of middle managers, and only a few reached
the level of CEO}2| Business leaders really gained in status and importance
during the 1950s and 1960s, when big business was en vogue. In the 1990s,
professional managers even became celebrities, featured on television
shows, in newspapers, and in business journals. Their status reached a high
point during the economic boom of the late 1990s, but it rapidly declined
after the burst of the ICT-Bubble in 2001. In the United States the status of
professional managers in 2007, before the financial crisis, was rather low
compared to most EU countries, perhaps because they are not viewed as real
entrepreneurs but primarily as employee

Like the Netherlands, Great Britain and Germany did not establish busi-
ness schools until the 1960s and 1970s. In the case of Great Britain, this
is surprising because the VoC approach considers it to be a LME like the
United States. The impact of business schools on the business community in
these countries therefore remained small. As far as Germany is concerned,
Youssef Cassis concludes, ‘Up to the generation active in the late 1980s, less
than 5 per cent of the top German businessmen had been trained in one of
these colleges’ In the last decades, acquisitions and mergers influenced the
careers of the business elite, particularly in the United States and Germany.
In these two countries the legal and organisational structure of companies
offered more opportunities to pursue a business career than in Great Britain,
where family firms remained important. From the 1980s, most company
directors stayed for only a few years before moving to another company.
This career pattern is usually attributed to the rising pressure of institu-
tional shareholders on top managers and the advent of shareholder value
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capitalism following the poor performance of many joint-stock corpora-
tions in the 1970s.

Small Business in the Netherlands

Although the elite of entrepreneurs may have had a dominant influence on
the busipess community, the overwhelming majority were the small busi-
nessme Until the 1960s, they were known as the Middenstand in the
Netherlands. The name not only referred to the specific type of business
with no or a small number of employees, but it was also used to refer to a
specific societal category or class and related norms and values. While the
expression ‘Middenstand’ was replaced by Midden en Kleinbedrijf (MKB,
or small and medium-sized enterprises: SMEs), it is still often used in Ger-
many (Mittelstand).

Most SME-entrepreneurs were self-employed and sole proprietors: the
majority had no employees or only occasionally, often family members. The
overwhelming majority of these small businessmen managed a family firm.
The Organisation for Economic Co-operation and Development (OECD)
calls them micro-enterprises.

The Dutch Middenstand before the 1950s was far from uniform and
included a great variety of entrepreneurs, each with a different social
status. At the very bottom were numerous petty traders who sold their
produce on local markets. The largest group, however, consisted of shop-
keepers, while the large retailers and apothecaries belonged to the elite of
the Middenstand. Most small businessmen came from an entrepreneurial
family: in 1950, almost 50 per cen Social mobility remained limited for
most of the 20th century. Even in the middle of the century it was fairly
uncommon for manual labourers to become small businessmen. Small
businessmen could rise within their own group or class, but hardly ever
became part of the elite of big entrepreneurs. Although the financial posi-
tion of many of these small business owners was often precarious, lacking
financial reserves and adequate administrative and organisational skills,
the lifespan of some of these businesses was surprisingly long. Craftsman
(e.g. silversmiths, blacksmiths, or butchers), for instance, frequently oper-
ated their businesses for thirty or forty years. When they were succeeded by
one of their sons, the business could reach the age of one hundred years or
older. But the most striking feature was perhaps the large number of start-
ups that exited within the first five or ten years, because of bankruptcy or,
more often, because of a change in occupation or interest. It appears that,
despite better education, this high percentage of business exits (between
40 and 50 per cent) in the first five years has remained rather constant for
most of the 20th Centur

Small business owners were proud of being self-employed and indepen-
dent, although they often worked longer hours and earned less money than
some of the skilled labourers. Even in the 1990s, this was the case. The
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greatest fear of small businessmen before the 1950s was slipping down the
social ladder. This led them to found numerous political and nonpolitical
organisations to represent their interests. The high level of organisation of
different social groups, including entrepreneurs, is considered a typical fea-
ture of the Dutch business syste Already before 1914 this resulted in the
first national employer organisations, and by the end of the 20th century,
large businesses were members of NCW-VNO, while small enterprises were
represented by MKB-Nederland.

The social and economic position of small businessmen was particularly
threatened during the severe economic crisis of the 1930s, when large num-
bers of unemployed workers tried to escape poverty and started their own
business. The various organisations of small businessmen petitioned politi-
cal parties to stop the influx of these marginal entrepreneurs. Their lobby
was successful: in 1937, a new law (Vestigingswet Kleinbedrijf) required
certain minimum qualifications of new businessmen, including administra-
tive skills and sufficient start-up capital. This is an example of the agency of
entrepreneurs to change existing institution The law, amended in 1954,
remained in force until 2007 in an effort of the Dutch government to reduce
the red tape for start-ups as part of the deregulation and liberalisation of
the econom

For the majority of small businessmen, the level of education until the
1960s was and remained low. Most had completed grammar school, and
only a small percentage high school. In the 1950s and 1960s, the level of
education improved, but the social status of small businessmen decline
They were increasingly seen as remnants of the early 20th century and
considered unable to compete with the more efficient large enterprises and
provide sufficient jobs for the growing population. The negative attitude
of politicians and public opinion towards SMEs and family businesses in
general changed during the economic crisis of the late 1970s, when many
big businesses were forced to lay off large numbers of workers. Inspired by
American and British examples, the Dutch government changed its policy
and began to stimulate entrepreneurship and SMEs.

Small Business in the United States, Great Britain, and Germany

Entrepreneurs managing a small business never attracted the same amount
of interest from business historians as the big business leaders The avail-
able literature, however, demonstrates that entrepreneurs in small businesses
in the United States, Great Britain, and Germany operated in quite similar
conditions and their status and competencies were comparable to Dutch
small businessmen}*| There are of course differences between countries and
periods. In Germany the Mittelstand was in general viewed more positively
during most of the 20th century, than in the United States and Great Brit-
ain At the beginning of the 20th century, the level of formal education of
most small businessmen in the United States, Great Britain, and Germany
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was low. This improved before the 1950s, but their most important training
occurred on the job.

Until the Second World War, SMEs were regarded as the backbone of
society, offering opportunities for enterprising individuals. They could
rely on the support from conservative and liberal politicians The rise of
big business in the first decades of the 20th century did not go unnoticed
by existing lobby organisations for small businessmen, particularly their
practices of unfair competition and market domination through economic
concentration. Neither did it escape the attention of politicians and gov-
ernments (e.g. Sherman Antitrust Act of 1890 and subsequent laws in the
United States). However, national considerations concerning the competi-
tive strength of states, especially during economic crises and wars, meant
that governments stimulated big business while trying to look after the
interests of SMEs.

During the Second World War, the United States government increasingly
turned to big business to supply the army. This was also apparent in Great
Britain and Germany. After the war, the status of SMEs had declined notice-
ably and would continue to do so until the economic crisis of the late 1970s.
Between 1945 and 1970, generally regarded as the heyday of Company
Man and Fordism, SMEs were seen as inefficient, uncompetitive, and inca-
pable of generating sufficient jobs for a growing populatio This negative
attitude towards SMEs changed in the 1980s, starting in the United States
and Great Britain. President Ronald Reagan announced the Age of the
Entrepreneur in 1988 Politicians believed that having a large number of
SME:s offered national competitive advantages, particularly during the rapid
economic globalisation of the 1980s and 1990s. They were considered to be
more flexible, innovative, and productive than big businesses, and impor-
tant for creating new jobst*] In an attempt to counter the economic crisis
and the huge unemployment problem, governments thus began to stimulate
SME:s through a series of special programs. These programs were meant to
foster an enterprise culture: people aspiring to become self-employed should
be able to start their own businesses,*] In all western countries, governments
tried to cut the number of laws, rules, and regulations frustrating start-ups.
As a result of this policy change, the status of small business owners and
SME:s in general increased.

In sum we conclude that, when looking at the status, social back-
ground, and competencies, there was a large variety of entrepreneurs in
the two LMEs and the two CMEs. During the 20th century, the variety
has not become less, and there are thus no indications of homogenisa-
tion or isomorphism of entrepreneurs in LMEs and CMEs. The hypotheti-
cal differences between LME and CME (our hypotheses one, two, and
three) are not supported by the available evidence on these qualitative
variables. This will be become even clearer when we look at some quan-
titative variables.
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The Number of Small and Large Businesses,
Self-Employed, and Managers

During the 20th century, the number of entrepreneurs and enterprises
increased in the Netherlands (seel Table 4.1|) The number of registered
enterprises increased from 395,000 in 1930, to 334,000 in 1947 and
534,000 in 2000. The total number of entrepreneurs rose from about
322,000 in 1899, to 553,000 in 1947, to 590,000 in 1981, and c. 1 mil-
lion in 2000. The majority of entrepreneurs were the self-employed: owners
managing their small or medium-sized family businesses. The number of
professional managers increased markedly from the 1980s, although their
share in the working population remained modest during the whole century:
between 0.5 and 1.7 per cent. During the 20th century, the share of entre-
preneurs in the working population declined: more and more people were
working as employees. This downward trend was stopped in the last years
of the 20th century and even reversed. A similar development occurred in
other countrie

Our fourth hypothesis states that because of the higher status of entre-
preneurs, the relatively unimportant social background, and the availability
of dedicated educational programmes, the share of entrepreneurs (including
self-employed and professional managers) in the working population will be
higher in LMEs than in CMEs. OECD statistics, however, demonstrate that,
at least between 1986 and 2000, the share of entrepreneurs in the United

States was actually lower than in the Netherlands (see|Table 4. )

Table 4.1 Entrepreneurs in the Netherlands: Numbers and share in working
population, 1899-2000

Total Professional
number of Self- Self-employed  Professional managers
entrepreneurs employed  in working managers in working

(x 1,000) (x 1,000) population (%) (x 1,000) population (%)

1899 322 311 15.3 11 0.5

1930 406 390 12.3 16 0.5

1947 553 538 13.9 15 0.4

1963 493 466 10.9 27 0.5
(1960)

1981 590 525 10.2 65 1.3

2000 1,006 882 11.9 124 1.7

Source: Jacques van Gerwen en Ferry de Goey, Ondernemers in Nederland. Variaties in
ondernemen in de twintigste eeuw (Amsterdam: Boom, 2008) 72-74, 116-117, 171-173,
218-222.
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Table 4.4 Self-employment as percentage of civilian employment
ploy

Netherlands Germany United Kingdom United States
1986 11.3 n.a. 13.2 8.9
1988 11.8 n.a. 14.7 9.0
1990 11.6 n.a. 15.1 8.8
1992 11.0 10.1 15.7 8.7
1994 12.3 10.6 15.7 8.8
1996 12.5 10.8 14.9 8.4
1998 11.8 11.0 13.7 7.9
2000 11.2 11.0 12.8 7.4

Source: OECD, Labour Force Statistics 2010 (Paris: OECD Publishing, 2011).

Using a Dutch database covering the period 1972 until 2006 presents a
somewhat different picture. For most years, the Dutch share of entrepreneurs
was lower than the United States and Great Britain, while the British share
was higher than the American share since 1986. However, from 1998 the
Dutch share exceeded the United States and converged on the British share*

Whatever dataset is used, we again must conclude that the hypotheti-
cal difference between LME and CME, as formulated in hypothesis four,
is not borne out by these statistics. Looking more closely at the type of
entrepreneurs in LMEs and CMEs, it is evident that the largest group is the
self-employed, not the professional managers that are the focus of the VoC
approach. The dominance of the self-employed is directly related to the type
of enterprises in LMEs and CME:s. If entrepreneurs in LMEs have a higher
status and social background is less important with ample opportunities to
enrol in dedicated educational programmes for entrepreneurship, the result
would be a higher share of small businesses in a LME than in a CME. But is
this also confirmed by the available statistics? Most self-employed operated
a small or medium-sized enterprise, and therefore the majority of enterprises
in both LMEs and CMEs are in fact SMEs (se). Interestingly, this
feature has remained fairly constant during the 20th century. Obviously,
only a few per cent of the enterprises have the potential and opportunities to
become large (measured by number of employees). But there are no marked
differences in this between LMEs and CMEs.

According t& Table 4.3, covering the last two decades of the 20th century,
the overwhelming majority of enterprises in the two LMEs and two CMEs
were small. The number of small businesses in all western countries is in fact
so large that using a different criterion than the number of employees (e.g.
value added), has little effect on the conclusions drawn. Small businesses
were particularly dominant in retailing and other services (restaurants,




An Entrepreneurial Perspective 89

Table 4.3 Size distribution of enterprises (%)

Small business (fewer than 100 employees)
(% of all businesses, excl. primary sector)

Netherlands 1985: 99
2000: 99
Germany 1997: 99.8*
United States 1983:98.1
2002: 99.6
Great Britain 1979: 98.6
1997:99.5

* Based on annual turnover.
Source: Jacques van Gerwen en Ferry de Goey, Ondernemers in Nederland. Variaties in
ondernemen in de twintigste eeuw (Amsterdam: Boom, 2008), 218, 250-251, 256, 264.

hotels) but also in manufacturing, including the construction industry. The
large group of small business was far from homogenies, but it was a mixture
of new and old, fast growing and stagnating or declining firms; some were
innovative, but most were not. Some businessmen set out to create a large
company from the beginning, while others were content with a certain level
of income to support a family. The latter group saw entrepreneurship more
as a lifestyle than a profession. In general, most small businesses will remain
small during their existence, and this is the same for LMEs and CME
These observations on the type of entrepreneurs and the related size distri-
bution of enterprises have important implications for the VoC approach.
Clearly the majority of businesses in LMEs and CMEs do not experience the
coordinating issues like the large managerial enterprises regarding labour,
capital, and competition, which is the main concern of the VoC approach.

During the 20th century, big business, using Dutch criteria, certainly
became more important, as an employer and contributor to GDP, particularly
the large manufacturing plants that were common in shipbuilding, textiles,
petrochemicals, chemicals, and electronics. But the large factories were not
dominant as far as their share in national employment or GDP is concerned
before the 1950s or the 1980s. Furthermore, most of these large enterprises
were still owned and operated by entrepreneurial families. A well-known
example is Heineken. Family firms remained dominant throughout the 20th
century. A Managerial Revolution, comparable to the United States, did not
occur in the Netherlands until the late 1960s and early 19705

Gender and Nationality

Our second hypothesis states that given the more entrepreneurial nature
of LMEs, the social background of entrepreneurs is less important than in
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CMEs. We expect that this stimulates minorities or other socially margin-
alised or discriminated groups to pursue careers as entrepreneurs, resulting
in a higher share of female entrepreneurs and migrants in LMEs than in
CMEs. Unfortunately, international comparative statistics on gender and
nationality or ethnicity are sparse and rather unreliable. What is apparent,
however, is the growth in absolute numbers of entrepreneurship amongst
females and migrants, particularly from the 1960s and even more so after
the 1980s. Dutch statistics record a rise in the number of self-employed
female entrepreneurs from about 50,000 in 1979 to almost 300,000 in the
year 2000 and 348,000 in 2009. The share of female entrepreneurs in the
total number of entrepreneurs reached almost 32 per cent in 2000, up from
10 per cent in 1979} However, because of the even faster growth of male
self-employment after the 1980s, the share of woman self-employment in
the working population did not increase that much.

Female entrepreneurship in the United States showed a similar increase,
but started earlier. In 1970, about 5 per cent of all American SMEs were
owned by women, while in 1997 this had increased to 38 per cent. However,
the share of female self-employed in the United States was a modest 5.4 per
cent of the working population in 1980. According to OECD statistics, the
self-employment rate of females, as a percentage of female civilian employ-
ment, in the Netherlands in 1996 was 10.6 and in 2000 declined to 9.4,
before rising again to 10.5 in 2009. In Germany the rate was 8.1 in 1992
and 7.9 in 2000, but increased to 8.5 in 2009. The rates for the United States
were lower: 6.5 in 1986, 6.1 in 2000, and 5.7 in 2009. Great Britain, how-
ever, clearly deviated from the United States: the rate of self-employment
of females was 8.0 in 1986, 8.3 in 2000, and 8.5 in 2009 Note that
according to these statistics, the Netherlands had the highest rate of female
self-employment in 2000. (See|Table 4.5')

Table 4.4 Self-employment as percentage of female civilian employment

Netherlands Germany United Kingdom United States
1986 n.a. n.a. 8.0 6.5
1988 n.a. n.a. 9.1 6.8
1990 n.a. n.a. 8.9 6.7
1992 n.a. 8.1 10.1 6.4
1994 n.a. 8.3 9.8 7.1
1996 10.6 8.1 9.3 6.9
1998 9.8 8.2 8.7 6.4
2000 9.4 7.9 8.3 6.1

Source: OECD, Labour Force Statistics 2010 (Paris: OECD Publishing, 2011).
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The second important change besides the growing number of female
entrepreneurs was the increase in the number of migrant entrepreneurs. In
2009, the share of self-employment of migrants in most OECD countries
was higher than the native bor

There were migrant entrepreneurs in the Netherlands at the start of
the 20th century (mainly from Germany and Belgium), but their numbers
and share remained modest: about 2 per cent of the working populatio
After the economic crisis of the 1970s and early 1980s, many former guest-
workers from Mediterranean countries started their own businesses. At the
same time, former colonials from Surinam and to a lesser extent the Dutch
Antilles also started their own businesses. In the year 2000, there were about
114,000 migrant entrepreneurs and in 2007 almost 152,000, or 14 per
cent of all entrepreneurs Migrant entrepreneurship has become a vital
element of Dutch business since the 1980s. Some migrant groups showed
more entrepreneurial spirit than others. Migrants from Surinam or former
guest-workers from Turkey and Morocco are less frequently self-employed
than Italians or Greeks. Even within these groups of migrants there existed
differences. Migrants from Surinam originating from the former Dutch East
Indies (Indonesia) are more inclined to become self-employed than those
descending from former slaves.

In comparison to most West-European countries, the United States has
had a more liberal policy on immigration since the Immigration Act of 1965
that ended restrictions imposed in the 1920s. The number of immigrants
entering the United States in the 1990s was equal to the mass migration of
the first decade of the 20th century: about 9 million. Migrant entrepreneurs
played an important role in the American economy. Between 1980 and
1998, Chinese and Indian migrants accounted for about 24 per cent of all
new business technology start-ups in Silicon Valley. Other migrant groups
specialised in certain industries: the Cubang in construction, the Chinese in
retailing, and the Vietnamese in restaurant

The decolonisation from the late 1940s led to increasing numbers of
immigrants from all parts of the erstwhile British empire. This immigra-
tion, reaching really large numbers in the late 1950s, was stopped by the
Commonwealth Immigrants Acts (1962 and 1968) followed by the Immi-
gration Act (1971). From the 1980s, many immigrants started their own
businesses to escape unemployment and discrimination. According to Bar-
rett et al., migrant entrepreneurship in Great Britain_shows more similar-
ity to the United States than to continental Europ However, on closer
examination, it seems that migrant entrepreneurs in Great Britain display
many similarities with other European migrant entrepreneurs with respect
to the type of business, the size of their businesses, the marketing, and the
location in major urban centres. In 1991, the share of migrant entrepreneurs
in Great Britain was 15.1 per cent, while the native or white population’s
share was 12.8 per cent. Like in other countries, certain migrant groups
display a greater interest in self-employment in Great Britain than others:
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South Asians are 20.8 per cent self-employed, but blacks (Africans) only 6.7
per cent.

German immigration was heavily influenced by political and military
events in the 20th century. During the Second World War, forced labour (in
German: Zwangsarbeit) was introduced, and this caused an influx of work-
ers from most Nazi-occupied countries. After the war, West Germany was
flooded by refugees, often ethnic Germans, from Eastern Europe. During
the economic boom of the 1950s and 1960s, West Germany recruited guest-
workers from Spain, Greece, Turkey, Morocco, Portugal, and Yugoslavia.
Legal regulations did not allow these guest-workers to start their own busi-
nesses, in contrast to migrants from other EU countries. These different
phases are reflected in the share of self-employment of migrants. In 1998,
about 9.5 per cent of foreigners in Germany were self-employed. This was
only slightly lower than the share of native Germans: 10 per cent. As in the
other countries, there are marked differences in the rate of self-employment
between groups of migrants. In 2008, only 8.2 per cent of employed Turks
were self-employed, in contrast to 16.2 per cent Greeks or 12.3 per cent
Italian

DISCUSSION AND CRITIQUE

Our research has focused on a number of characteristics of entrepreneurs
and enterprises in the Netherlands, Germany, the United States, and Great
Britain during the 20th century. These fall into two groups: qualitative (sta-
tus, social mobility, education, and competencies) and quantitative (the
number of entrepreneurs, self-employed and managers, large and small
businesses, woman and migrant entrepreneurs). In LMEs people do have a
more positive attitude towards entrepreneurs than in CMEs, and Americans
in general prefer self-employment much more than Germans or Dutch do.
Whether this has been the case for the whole 20th century is unknown.
There was, however, little difference in the status LMEs and CMEs attach
to being an entrepreneur. The main distinction, as revealed by our research,
was between the business elite and the small business owners and even
between subgroups in these two categories. Businessmen usually came from
a business family; few labourers managed to eventually reach the business
elite. The social background of entrepreneurs became less important for a
business career in LMEs and CMEs, while formal education increased in
importance. During the 20th century, LMEs as well as CMEs developed into
meritocratic societies.

To these more qualitative features of entrepreneurs we added quantitative
characteristics. The overwhelming majority of entrepreneurs in our sample
of countries are the self-employed. The majority of self-employed operated a
small or medium-sized enterprise. In absolute numbers the SMEs dominate
the business community. The number of professional managers increased,
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but their share in the working population or total number of entrepreneurs
remained rather small. During the 20th century, the small number of large
firms has become more important as employers and in terms of productivity
or added value. The importance of SMEs should, however, not be disre-
garded. In LMEs and CMEs the number and share of businesses owned by
women and migrants increased. They have become an important part in the
business community.

To recapitulate: our research demonstrates that the populace of entrepre-
neurs and enterprises in LMEs and CMEs was not dominated by one type.
From the beginning of the 20th century, there was a great variety and in
the last two decades of the 20th century this has increased even further. We
therefore agree with Richard Deeg that the idea of a representative firm for
each type of capitalism, however attractive in theory and logically follow-
ing from the VoC approach, is problematic. Heterogeneity is a much more
common feature of business systems than homogenisation{®] The variety at
the micro level may increase even further with the inclusion of non-western
countries, particularly given the more recent rise of Asian and Latin Ameri-
can economie

How to explain the similarities (i.e. the large variety of entrepreneurs
and enterprises) of LMEs and CMEs? We believe that the answer lies in
the hybrid character of the countries fitting somewhere between LME and
CME. As Hodgson and Crouch have argued, the chance of finding pure
types is small given the ‘impurity principle’ or ‘mongrel elements}*] As a
consequence of the impurity, institutional complementarity is weak or even
absent. There is little institutional pressure on entrepreneurs and enterprises
to homogenise. The differences between countries in the degree of busi-
ness regulation are, for instance, small: on a scale of seven points it is only
one point between typical market-based countries (on average 0.98: United
States, Great Britain, Canada, and Australia) and Mediterranean countries
(on average 1.95: Spain, Portugal, Italy, and Greece)@ The dichotomy of
Hall and Soskice is now considered to be inadequate and too simpl In
more recent publications the number of capitalist models has increased
to four: besides CME and LME, VoC scholars now distinguish Etatisme
(e.g. France before 1990s) and compensating states (e.g. emerging markets
and transition economies in Eastern Europe)@ By adding more types, the
VoC approach confirms the great variety of entrepreneurs and enterprises
as demonstrated in our research. Perhaps even more important in recent
research is the recognition that institutions in countries are not static but
change over time and thus the need for a more historical perspectiv This
revision of the original model of the VoC approach provides a more his-
torical and evolutionary perspective on the varieties of capitalism. Most
research is, however, still focused on the big western economies and rather
biased towards the large firms in the manufacturing sector.

We believe that the changes that have occurred in our sample of coun-
tries during the 20th century indicate that these are primarily the result of
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global developments, including capitalism (e.g. Americanisation after 1945,
post-Fordism, and a global shift to Asia), technology, migration, decolo-
nisation, emancipation, and political internationalisation. Entrepreneurs
respond to societal changes, but some are more willing and inclined to do so
because the changes and their potential consequences are not always read-
ily apparent and they do not always affect all entrepreneurs in the same
manner. Countries develop institutions to soften the impact of exogenous
and endogenous influences and shocks. If entrepreneurs believe that it is in
their interest, they will try to change these institutions. If this is too difficult,
too costly or time consuming, or if they are unsuccessful, they may develop
alternatives, as Michael Carney et al. have demonstrated for Asian entre-
preneur owever, because entrepreneurs in a country do not constitute
a homogeneous group, having different attitudes, interests, and motives,
not all of these institutional alternatives will be available or acceptable. We
must furthermore recognise that there are some factors that governments
and entrepreneurs cannot change such as geography: the available natural
resources, climate, and geographical location.

Changing Business Systems and the VoC Approach

To what extent do our results shed light on the discussion on changes in
business systems or types of capitalism? More specifically: has the Neth-
erlands changed from being a CME to a more LME type of capitalism
after the 1980s? These questions point towards a major problem for his-
torians when they apply a static theory like VoC. As mentioned before,
the classification of countries in LME and CME by Hall and Soskice is
primarily based on the conditions in the late 1990s. When we investi-
gate a whole century, it immediately becomes clear that business systems
change: alternating between more LME and more CME. Although the
Netherlands is considered a typical CME in the existing literature on VoC,
in 1900, this was certainly not so obvious. The same problem applies to
the classification of other countries, like Great Britain, the United States,
or German

Like most other West-European countries, the Netherlands pursued a
policy of economic liberalism during the last quarter of the 19th century.
Government involvement in the economy was rather limited, and entrepre-
neurs therefore had a large degree of managerial and economic freedom.
This would imply that in ¢. 1900 the Netherlands was more a LME than a
CME. Given the openness of the Dutch economy, depending on imports and
exports, this is understandable. The openness of the Dutch economy has
been a persistent factor in its history. According to Andeweg and Irwin, the
Netherlands is ‘the largest open economy in the World’E Peter Katzenstein
argues that small countries with an open economy are forced to make swift
institutional changes in response to developments in world market This
would mean that a configuration of institutions as found in a LME would
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best suit the Netherland However, while the Netherlands was more like
a LME in 1900, during the First World War and particularly the economic
crisis of the 1930s, the government increasingly intervened in the economy,
and this trend continued after the Second World War, reaching its apogee in
the welfare state of the late 1970s. By then the Dutch economy had clearly
shifted towards a CME.

According to Hall and Soskice, the Netherlands was still a CME in the
1990s. Is this classification correct? Has the Netherlands become more of
a LME since the 1980s, or is it indeed still predominantly a CME? As
we have already mentioned, the Dutch business system has seen several
changes during the 20th century. In respgnse to the economic downturn of
the late 1970s, the system again change Most of these changes must be
understood as a move towards a more LME type of capitalism. However,
such a move has occurred in most western countriest’”] Countries already
oriented stronger towards a LME, like the United States, became even more
LME after the 1980s, while those with more CME characteristics, like Ger-
many and the Netherlands, have moved more towards a LME. However,
the policy measures following the financial crisis since 2008 and the new
regulation imposed on banks, insurance companies, and financial institu-
tions may well result in a much stronger government involvement in the
economy and a return towards a more CME type of capitalism in western
countries.

As far as entrepreneurs and enterprises are concerned, the changes in
business systems are less visible: the similarities between LME and CME
remain more striking than the differences. The changes have certainly not
led to a convergence on one model because all countries started from differ-
ent institutional settings and have different histories.

CONCLUDING REMARKS

The VoC approach offers a challenging theory for business historians
because it places the firm at the centre of its research. However, this actor
approach remains rather underdeveloped and entrepreneurs especially are
sorely missing. As Crouch argues, despite presenting itself as a firm-centred
theory, the VoC approach is mainly concerned with the macro level of the
economy’{ The strong focus on large managerial enterprises has led to a
partisan image of entrepreneurs and businesses in LMEs and CMEs.”] The
micro level or agency is hardly considered because individuals at firm level
are treated as simply adhering or adjusting to existing institutions, with no
inclination to pursue their own_goals or strategy, including the possibility
to change existing institutions}’] None of our four hypotheses were con-
firmed in the research. Instead of a growing homogenisation of entrepre-
neurs and enterprises in LMEs and CMEs, which would lend support to the
dichotomy of the VoC approach, we discovered a great variety, and in the
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last decades of the 20th century this has increased even further, at least as
far as entrepreneurs and enterprises are concerned. It may well be that the
quantitative and qualitative variables we have included in the research on
entrepreneurs and enterprises do not respond or relate to changes in busi-
ness systems, but that still leaves the lack of homogenisation unanswered.
Our research also clearly reveals that business systems are not static. Capi-
talistic systems change, but not always in the same direction, at the same
time or the same pace.
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5 Competition and Varieties
of Coordination

Bram Bouwens and Joost Dankers

INTRODUCTION

In their seminal work, Varieties of Capitalism, Hall and Soskice define the
broad field of interfirm relations as one of their five ‘spheres’ of study. This
sphere is defined as ‘the relationships a company forms with other enterprises
and notably its suppliers or clients, with a view to secure a stable demand
for its products, appropriate supplies of inputs, and access to technology’
In fact it covers all forms of competitive and anticompetitive behaviour of
firms in all stages of the value chain. Hall and Soskice do not, however, pay
much attention to competition between firms as such. In their view the rela-
tions between firms and their resulting strategies are highly dependent on
the institutional setting in which these firms operate. The formal and infor-
mal rules of the game are important conditions for the behaviour of firms on
the market: ‘strategy follows structure’, they summaris

Within the Varieties of Capitalism approach two ideal types are distin-
guished: the liberal market economy (LME) and the coordinated market
economy (CME). Both systems are different in the way firms organise their
interfirm relations and resolve coordination problems, either through mar-
ket relations or through strategic interaction. LMEs are characterised by
competitive market conditions that are often enforced by severe antitrust
regulations. These regulations should prevent firms from collusive activi-
ties such as price fixing, manipulation of total industry output, division of
market shares, and allocation of territories. Markets are fluid and encourage
firms to make the best use of their skills and opportunities. On the other
hand, firms in CMEs are also stimulated to create value, but they work
within a framework that is characterised by close relationships between
companies. Firms are connected by all kinds of networks, and the exchange
of information is crucial for the functioning of the market economy. Risks
and uncertainties are predominantly countered through negotiationé

In CMEs business associations, trade unions, and other semi-public
organisations often have a strong role in the implementation of coordinating
policies. By entering into ‘implicit contracts’, these organisations can sup-
port and even administer governmental policies and at the same time draw
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benefits of their own from this cooperation. These coordinating policies are
more difficult to implement in LMEs because the organisations lack the
convening power required to enforce them. At the same time associations
of producers are less willing to enter into such cooperative policies when
they do not trust the government nor have the power to sanction the gov-
ernment when it breaches the ‘implicit contractS’H Thus, while networks,
associations, and cartels are characteristic for the way interfirm relations
are shaped in a CME, these anticompetitive instruments do not fit a LME.

The general picture of the Netherlands shows a highly coordinated mar-
ket economy for most of the 20th century. Nevertheless this was not the case
during the entire century. At the beginning of the 20th century, the Neth-
erlands was a typical LME in which interfirm relations were dominated by
the market. This changed fundamentally with the Depression of the 1930s
and the Second World War. These crises forced the government to abandon
its liberal policy. Hence the Netherlands became the typical CME, which
it continued to be for several decades after the war. It was only as a result
of the economic crisis of the late 1970s and early 1980s that this changed.
Under the pressure of European integration and globalisation, the coordi-
nating system from the 1980s onwards gradually changed into a more lib-
eral market econom

In this chapter we want to analyse how the instruments that regulate
interfirm relations correspond to the changes in Dutch business system.
What does the competitive behaviour of firms tell us about the organisation
of the Dutch market economy? According to the Varieties of Capitalism
literature, business interest associations and cartel agreements play a crucial
role in a CME. To what extent does this prove to be the case in the Neth-
erlands, and what does this tell us about these instruments? Mergers and
acquisitions are not a distinctive feature of either a CME or LME. Neverthe-
less we also want to include them in the picture because they offer an effi-
cient, alternative way of organising interfirm relations. Though competition
is not necessarily reduced by concentration, it is certainly affected by the
sheer fact that the number of competitors diminishes. For that reason merg-
ers and acquisitions, like cartels, have an effect on market relations and are
also monitored and regulated by public authorities. In a CME mergers and
acquisitions are normally related to long-term bank lending and ongoing
business relations. Hostile takeovers are an exception in this situation. In
a LME, on the other hand, mergers and acquisitions, and especially hostile
takeovers, can be seen as a phenomenon representing a market mechanism
for corporate governance. So the ways mergers and acquisitions are effec-
tuated are different, and this tells us something about the evolution of the
business syste

This chapter will follow the evolution of the Dutch business system by
studying the competitive behaviour of firms and especially the use of busi-
ness interest associations, cartels, and mergers and acquisitions as strategic
instruments in interfirm relations during the past century. We will conclude
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this chapter by comparing the developments in the Netherlands with those
in the United States as the ultimate example of a LME on the one hand and
in Germany as a typical CME on the other hand.

CHANGING FUNCTIONS OF BUSINESS
INTEREST ASSOCIATIONS

Business Interest Associations (BIA) typically perform activities to advance
or defend the interests of business collectively. A BIA is an organisation of
employers or companies, working for the common interests of its member
Thus BIAs have a clear and strong coordinating function. Nevertheless BIAs
can _be found in market economies varying from liberal to coordinated.
shows the emergence of BIAs in the Netherlands during the
first half of the century. Most associations were founded during World
War I and its direct aftermath and during the economic crisis of the 1930s.
BIAs were apparently very popular during years of economic depression. It
could be argued that most of these associations were founded to eliminate
risks, to protect existing business interests, and to control the circumstances
of increasing competition. The peak of the late 1940s can be explained by
the re-formation of BIAs that were outlawed by the German occupiers dur-
ing World War IIB After 1960, no consistent data on the number of asso-
ciations are available, but there is no doubt that the degree of organisation
was high. In 1980, the Dutch Social Economic Council counted 894 alli-
ances, while social scientists reviewed these figures and made an estimation
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of 1,660 BIASE Measured in total numbers, Dutch entrepreneurs belonged
to the most coordinated and cooperating businesspeople in Europe, together
with their colleagues in Germany, Austria, Belgium, and Swede
Whether or not the BIA contributes to the coordinated nature of the mar-
ket economy, however, depends on the functions it performs. For instance,
while in the United States, BIAs concentrate on lobbying and providing ser-
vice for their members, in Germany the main task is to negotiate with trade
unions. During the second half of the 20th century, Dutch BIAs played a
key role in the organisation of the famous ‘Polder Model’. The way social
relations are regulated by BIAs and trade unions is seen as a decisive factor
in Dutch economic success by most economists. In this respect these associa-
tions clearly contributed to the coordinated nature of the Dutch system. But
this feature of the BIA in the Netherlands has not always been so prominent.
During the 20th century, BIAs adopted different functions determined by
changing social, political, and economic conditions. To analyse the changes
over time, we used the model presented by VNO-NCW, the largest Dutch
federation of employers, together with the management consultant Beren-
schot in 2003. They distinguished five different functions of the BI Here
we will use this model to analyse the changing functions of BIAs over time}'
Many associations started as a society, promoting common values and
offering a network and platform for discussion. Entrepreneurs in the same
industry discuss common problems and issues. The BIA organises confer-
ences, lectures, and other societal activities that bring together these mem-
bers and give them a common identity. A second function evolves from this:
the BIA acts as a diplomat, working on behalf of its members and trying to
influence political decisions through lobbying. The function of the BIA as
a guild also develops logically from the societal role. The BIA can force its
members to accept internally binding agreements on, for example, the qual-
ity of their products, screening, codification, professionalism, or codes of
conduct. Membership of the BIA in this case is seen as a hallmark for qual-
ity. The line with collusive practices is blurred because these agreements can
also cover prices, production, and markets in order to suppress competition.
In that case the BIA becomes a cartel organisation. Parallel to this, many
BIAs function as a negotiator. They make deals and agreements with other
parties outside the BIA, especially trade unions and governments, but also
organisations of consumers. As we shall see, these external binding agree-
ments are sometimes even considered to be the origin of the BIA. The fifth
and last function is that of service provider. BIAs can have an important
role in providing information and services for their members—for example,
regarding social and fiscal regulations. Not all of these functions have the
same effect on the organisation of the market economy. Lobbying, provid-
ing services to members, or offering a network as a society does not neces-
sarily interfere with the ideal type of the liberal market economy, where
markets are expected to be fluid. On the other hand, acting as a guild, forc-
ing agreements on its members, or as a negotiator, concluding agreements
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with the government or trade unions, definitely makes the BIAs into instru-
ments that support firms in dealing with an imperfect market. To determine
to what extent BIAs contributed to the coordinated nature of the Dutch
economy, we will have to take a closer look at their changing functions dur-

ing the 20th century.
Table S. ll shows the various functions of business interest associations

and their main focal points during the 20th century. In the 19th century,
associations mainly functioned as lobbyists and societies. BIAs already
existed before the 1880s. Very often they brought together businesspeople
from different industries in a rather informal way. In most cases these asso-
ciations were regionally organised, and they promoted shared interests on
matters such as infrastructure, taxes, trade policy, or education of employ-
ees. Nevertheless, the degree of association was still low. Family and social
networks were of greater importance for daily busines Around the turn
of the century, however, the number of BIAs boomed, and a horizontal con-
centration of associations took place. The nature of joint actions changed.
Businesspeople from the same crafts or industries tried to incorporate their
individual perspectives into organisations of a more economic homogeneity.
Their organisations developed into more formal institutes with offices and
employees. This partly was a reaction to the growing power of trade unions
in this period,

During the 1910s, trade unions increased remarkably, and in 1920
about 40 per cent of the employees belonged to one of the trade unions
In response, the number of BIAs increased rapidly during the first decades
of the 20th century. Between 1907 and 1920, the Ministry of Economic
Affairs counted an increase from 342 to 1,666 Representing employers
in negotiating with the unions became an essential function of the BIA in
this period. Organisations of both employers and workers became more
intensively involved with negotiations on wages and conditions. Collective
agreements on wages were partly recognised by law in 1927 and became
fully sanctioned in 1937. If a firm wanted to have influence on the wages
that they were going to pay, it had to become a member of the BIA to

Table 5.1 Main functions of Dutch business interest associations, 1900-2000

Society Diplomat Guild Negotiator Service provider
1900 X X
1930 X
1950 X X
1980 X X
2000 X X

Source: Bouwens and Dankers, Concurrentie en concentratie, passim.
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voice its opiniont'] Making both internally and externally binding agree-
ments was on the agenda of the various organisations prominently. Self-
regulation with minimum interference of government characterised the
organisation of business around the turn of the 19th century. This would
hardly change during the first three decades of the 20th century As BIAs
got a more coordinated function, almost every industry and every profes-
sion had to have its own organisation. Especially in the years around World
War I, numerous BIAs were founded. At the same time, these organisa-
tions became more formal. They proposed specific requirements for mem-
bership, and the members were bound by regulations. Local and regional
organisations joined together to form national associations, and the result-
ing organisational structures received a professional constitution. As a
result, these national associations during the 1920s found a willing ear in
government and also put more clout in their negotiations with the trade
unions. The function of the Dutch BIAs thus contributed to the creation of
a coordinated market.

The crisis of the 1930s and the subsequent war had far-reaching conse-
quences for the position of BIAs in the Netherlands, as in most countries.
Their function as negotiators and lobbyists became even more significant,
while their guild function also gained importance. The economic crisis
stimulated collaboration and joint action of entrepreneurs, and numerous
new organisations were founded. In 1936, the Ministry of Economic Affairs
counted 748 associations of shopkeepers, craftsmen, manufacturers, and
traders The position of the BIA became stronger because the opposition
to government intervention amongst firms dwindled. Laws increasingly
replaced the traditional self-regulation. At the same time, the implementa-
tion of these laws was often based on close cooperation between government
and industry. This gave the BIAs a function in the crisis management and the
regulation of markets deemed necessary because of the crisis. Many associa-
tions developed into negotiators and guilds with a coordinating function in
the market and were instrumental in price and production agreements.

During the German occupation, BIAs were superseded by a new structure
in line with the German national-socialist model. After the Second World
War, this structure was gradually dissolved, and the BIAs recovered their
traditional position and functions. But the government also tried to set up a
new public-private organisation, built on corporatist ideas dating from the
crisis. The Labour Foundation established immediately after the liberation
and the Social and Economic Council founded in 1950 were the outstanding
symbols of this polic It resulted in a strong coordination of wages and
prices in which BIAs, together with the government and the trade unions,
had a key role. This collective effort was first and foremost directed at the
common interest and prosperity of the population, but clearly it was also
to the benefit of Dutch business{?| The strong position the BIAs acquired
in the prewar period of crisis would be retained in the postwar decades of
reconstruction and of economic boom.
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After World War II, many BIAs—both general and industry specific—
joined forces and abolished denominational, geographic, and technical
boundaries that traditionally divided the associations in the same industry.
The increasing complexity of laws and regulations in the field of social secu-
rity stimulated not only concentration of BIAs but also participatio As
a result of integration and growing membership, the position of the BIA as
negotiator and guild, but also as a lobbyist, was strengthened. The function
of the BIA gradually shifted towards a professional service provider includ-
ing marketing and communication issues and towards consultation on, for
example, environmental questions or complicated tax problems. The BIA
also continued to exert control on quality and reliability. This guild func-
tion implied that the member companies adhered to the rules in exchange
for collective support and security. As a result of the public debate on car-
tels, companies became more secretive on their activities in this respect.
To what extent agreements on prices and production were made within
the framework of the BIA is less visible. Nevertheless it is clear that apart
from its continued function as guild, the BIA continued to have a strong
coordinated position as negotiator and powerful lobbyist during the 1950s
and 1960s.

From the 1980s, deregulation and liberalisation led to a new appeal on
the BIA in its role as negotiator, lobbyist, and consultant. The organisa-
tional degree of Dutch business was still high, and the position of employ-
ers’ organisations in the consultative political economy strengthened after
the crisis of the 1970 In 1982, the leaders of the trade unions and the
employers’ organisations concluded the Wassenaar Agreement. In this
agreement they proclaimed cooperation between employees, employers, and
the government essential for economic recovery. The pact encouraged wage
moderation in exchange for a reduction in working hours to fight unem-
ployment and increase profitability of industry. This resulted in renewed
economic growth. The success of the Dutch ‘Polder Model’ attracted much
international attentionl?] In 1993, employers’ associations and trade unions
agreed on a decentralisation of collective bargaining, which again raised
the importance of the BIA as negotiator. This decentralisation was a con-
sequence of the deregulation that got momentum in the 1990s, not only in
the Netherlands but all over the western world. The policy, based on ‘more
market and less government’, resulted in new tasks and responsibilities for
BIAs. In the field of environment, sustainability, and security, BIAs increas-
ingly made agreements on behalf of the affiliated members. These covenants
between the government and the BIA as representative of an industry or
trade were an attractive alternative to legislation. They also appealed to the
tradition of self-regulation. BIAs thus renewed their function as negotiators
and diplomats. Despite deregulation, the increased complexity of laws and
regulations required more specialist knowledge, which the BIA could offer.
As a result, the BIAs also played an increasingly important role as service
providers for their members.
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Globalisation and European integration placed new demands on busi-
ness and hence on their organisations, which became more professional
with, for example, a salaried president. European integration made lobby-
ing more international and promoted cross-border cooperation of national
associations. BIAs felt the need to be present in Brussels, where 80 per cent
of the rules with relation to business were made Large sectorial organ-
isations enabled them to operate at international level. Cooperation with
other associations to reach a common goal and cooperation with partners
that operated in the same value chain occurred frequentl Thus the BIA
retained its position as a lobbyist and negotiator on behalf of the interna-
tionally oriented companies. At the same time, national BIAs lost part of
their coordinating function. Along with the internationalisation of indus-
tries, the focus shifted from a national to an international level. The pres-
sure to liberalise the market mounted. The European Union stimulated
competition and started a fierce prosecution of all sorts of collusive prac-
tices. Dutch government formulated a law to retaliate this kind of collu-
sion in 1998. It definitely changed the internal binding function of the BIA.
Cartel agreements on prices, production, and markets became a taboo. As
a consequence the BIAs lost its function as a platform for creating mutual
agreement

Throughout the 20th century, BIAs have been vital for the functioning of
the Dutch market economy. The high degree of organisation is one of the
characteristics of the coordinated market economy. However, apart from
this continuity, there were major shifts in organisation and function. The
extent to which entrepreneurs organised themselves and were willing to
grant power to their association depended strongly on the economic situa-
tion, the structure of the industry, and the institutional setting. During crises
the need to coordinate and to cooperate was felt stronger than in times of
economic prosperity. When the economy was going down badly or if their
interests were at risk, entrepreneurs tended to organise themselves. In these
periods the role of the BIA as a guild and as a negotiator making exter-
nal and mutual agreements to curb competition became more pronounced.
When the economic tide was favourable, the BIA more frequently acted as
a consultant and lobbyist, and the organisation had a more informal func-
tion as a society. The political context also determined the functions that
BIAs could perform, most markedly in the case of the guild function and
the anticompetitive performance of many associations. The possibility to
influence the market through mutual agreements became legally based dur-
ing the crisis of the 1930s. The legal base completely disappeared with the
strong emphasis on free markets at the end of the 20th century. As a result,
the BIA, as far as can be seen from the outside, lost one of its strong coor-
dinating functions. As a service provider and diplomat, BIAs still have an
important function—they inform their members and represent them in the
political arena.
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THE DOUBLE FACE OF CARTELS

BIAs and cartels are in a sense complementary. On the one hand, a cer-
tain degree of organisation of individual entrepreneurs is a precondition
for making cartel agreements. On the other hand, these agreements were a
motivation for entrepreneurs to organise themselves into BIAs during most
of the 20th century. These associations were an ideal platform to exchange
information on products, prices, and markets. The privacy BIAs offered
made it easier to arrange cartel agreements. Especially successful were
organisations with a high participation rate, whose members produced a
relatively homogeneous produc However, cartels were not synonymous
with BIAs. Associations did not necessarily have to be involved in cartels,
and also cartels could be, and frequently were, concluded outside the BIA.

Cartels can be defined as a voluntary written or oral agreement among
financially and personally independent, private, entrepreneurial sellers or
buyers fixing or influencing the values of their parameters of action, or allo-
cating territories, products, or quotas, for a future period of tim They
are generally seen as an instrument in market coordination and for that
reason a clear indicator of a coordinated market economy. Cartels are often
associated with unfair market practices and seen as disruptive to competi-
tion. As such they are considered detrimental to consumers, innovation, and
economic growth. For that reason the United States, as the champion of the
liberal market economy, already at the end of the 19th century strictly pro-
hibited any kind of agreement regarding the internal market, including price
fixing and customer allocation|?] In Europe there was a long and heated dis-
cussion on the effects of cartels. Not everyone thought these agreements had
a negative impact on economic growth and prosperity. Proponents argued
that cartels could have a positive effect on standardisation and rationalisa-
tion, which ultimately would be to the consumers’ profit. Also cartels in
times of economic crises could safeguard employment. Opponents stressed
that cartel agreements_are mostly motivated by maximising profits and
result in higher prices Dutch government for a long time refrained from
legal action against cartels because this would interfere with the freedom of
action of the entrepreneur. This attitude gave room to further coordination
of Dutch business. If any company thought it more profitable to cooperate
with its competitors, it was, in the liberal view of policymakers, free to do
so. Apart from the economic conditions, the institutional setting was critical
to the coordination function of cartels. Law and regulation, but also public
opinion and values and standards within the industry, defined the scope of
the cartel. Although they were finally banned in the Netherlands in 1998,
cartels had been discussed from the beginning of the centur

As in most countries, there is much uncertainty on the range and sig-
nificance of cartels in Dutch business{’] This has to do with the secrecy
entrepreneurs kept and still keep in relation to this subject, which makes
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it difficult to estimate the number of cartels and even more their economic
impact. This silence was related partly to the nature of the agreements them-
selves, which in many cases depended on the discreteness of the participating
parties. When competitors or consumers would become informed of these
agreements, they would lose much effect or would even provoke resistance.
The political ambivalence towards cartels also motivated entrepreneurs to
keep their agreements out the limelight. During much of the 20th century,
cartels were surrounded by a veil of secrecy. Apart from this secretiveness,
the lacking of a coherent and accessible database from which numbers and
scope of cartels could be derived, for much of the 20th century, hampers the
study of this phenomenon. In the Netherlands, the government only occa-
sionally published data from the Cartel register that was set up in 1941 by
order of the Germans and that was kept until the 1980s. The exact number
and significance of cartels, their impact on the industry, and the extent to
which companies took advantage, thus is difficult to assess.

At the end of the 19th century, the openness of the Dutch economy put a
brake on cartels. The Dutch domestic market was hardly shielded from for-
eign competition by import tariffs. This made it hard to conclude cartel agree-
ments. Successful agreements were only possible if foreign competitors were
involved or when the agreements were confined to a somewhat shielded local
market. Apart from the openness of the Dutch economy, the coexistence of
larger, modern enterprises and small companies, hindered stable agreements.
In contrast, big business in Germany was already highly cartelised at the
beginning of the 20th century, and even a journal on cartel issues existe
In this respect German firms had a first mover advantage in their knowledge
of how to organise cartel agreements, which turned out to be very profitable
in creating international agreements during the interwar perio Though
cartels were at that time not characteristic of the Dutch economy, neverthe-
less a number of larger cartels existed alongside the widespread local pricing
agreements. In 1903, the socialist Wibaut counted at least fifteen nationally
organised cartels related to primary goods like salt, sugar, and pea 1]

During the First World War, the Netherlands were cut off from supply
lines by unilateral actions of the belligerents and imports, and exports came
largely to halt. These years marked a closer cooperation among business-
people that was supported by the government. Agreements on prices and
production became widespread. Participating firms discovered that these
agreements could be very profitable. They were continued after the war and
in some cases expanded to foreign partners. International cartels became
prevalent in the 1920s, especially on raw materials and on finished, more or
less uniform, products. The Dutch, in terms of participation in international
cartels, belonged to the average. Mainly large multinationals were involved
in the international agreements in their market. It was estimated that about
a third of the hundred largest industrial companies in the Netherlands in
1930 were connected with an international cartel or involved in domestic
agreements on prices, production, or market allocatio
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The economic depression of the 1930s made cartels even more important
for the domestic market. Not only in the Netherlands, but in all western
economies, this was the heyday of the cartel, the archetypal period of cartels
as Kinder der Not. The crisis and the sharp fall in prices fuelled competition
and unemployment increased rapidly. To defend employment the govern-
ment abandoned its permissive policy with regard to anticompetitive strate-
gies of firms. Tariffs and import restrictions had to limit competition from
abroad. For companies it became imperative to agree on prices and produc-
tion in order to protect themselves against murderous competition. There
are no hard figures on the numbers of cartels, but from documentation of
the Ministry of Economic Affairs it can be deduced that approximately 60
per cent of companies with employees were linked by agreements, joint ven-
tures, or were working in an industry that was controlled by cartel Some
cartels were even established at the insistence of the government to prevent
further decline in employment. To make governmental intervention possi-
ble, in 1935, the Business Agreements Act was passed. This law empowered
the government to declare mutual agreements binding for all companies in
a particular industry. Although the direct impact of the law was limited,
it constituted a fundamental break with the liberal market ideology of the
previous period.

During the German occupation of the Netherlands, the coordinated
economy was reinforced by a new regulation on cartel agreements, which
gave the government power to impose cartels. Due to this measure the veil
of secrecy surrounding cartels was lifted because for the first time cartels
had to be registered. At the same time, war and occupation marginalised
the role of cartels. In a market dominated by shortages and governmental
distribution systems, mutual agreements had hardly any significance. This
would soon change after the liberation in May 1945. The tight government
regulation that accompanied economic recovery opened opportunities for
numerous price and production agreements. Despite the anti-cartel crusade
that the Americans initiated after the war, the Dutch government encour-
aged and sanctioned these agreements, in order to increase productivity and
rationalise production. Cartels in this period had a strong influence on the
market, and almost all industries were regulated. In 1958, the government
adopted the Economic Competition Act that made it possible to break up
cartels when companies involved abused their market position, tried to seize
monopolistic power, and, more generally, harmed the public interest. The
Act was the beginning of a long and slow process in which competition was
increasingly seen as the motor for economic growth and cartels gradually
became taboo.

During the 1950s and 1960s, the new law did not induce major policy
changes. A general ban on cartels, which was strongly advocated by the
United States, was held off. The Economic Competition Act left room for
many agreements. The government could not easily intervene, since no well-
defined definition of the term ‘public interest’ was given. As a result Dutch
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companies continued the use of mutual understandings and agreements as
a method to restrict competition, keep prices high, and keep markets allo-
cated. From the late 1960s onward, the cartel as a strategic tool gradually
lost importance due to a changing economic environment. The pursuit for
larger scale, driven by innovation and internationalisation, stimulated fur-
ther concentration by mergers and acquisitions. The cartel by its defensive
nature was no longer appropriate to restrict competition and coordinate
markets. As can be seen in Fiéure 5 .j, cartels for this period show a gradual
downward trend

While there were still hundreds of cartels active on the Dutch market, it
is clear that the number of cartels declined. This might be the result of the
European debates and the fear of many firms that cartels would be prohib-
ited and prosecuted in all European countries. However, under the influ-
ence of the economic crisis, the pursuit of harmonisation with European
legislation regarding cartels shifted to the background in the Netherlands
and in Europe as a whole. During the economic crisis of the 1970s and
early 1980s, mergers and acquisitions of companies in economic distress
and acquisitions by foreign companies drew more public and political atten-
tion than the tacit agreements between entrepreneurs. Only in the 1980s
did the focal point shift back to cartels. Liberalisation and deregulation
put a greater emphasis on competition. The Dutch tradition of cooperation
and mutual agreements was increasingly criticised, and cartels got a strong
negative connotation. The classical objections against economic coopera-
tion became more imperativ The increasing economic integration within
the European Community also forced the Dutch government to adjust to
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the European rules. As in many other countries—for example, Finland and
Sweden—Dutch politicians already in the early 1980s formulated the first
proposals for a modification of the existing law on economic competition.
Yet it took nearly twenty years before a law was passed under which cartels
were prohibited and severe prosecution became reality. Mainly because of
this lenient policy towards cartels and the slow progress in adapting new
legislation, the Netherlands were typified as the ‘cartel paradise’ of Europe.

The Competition Act, which eventually came into force in 1998, inferred
a definitive ban on cartels. It also constituted the Dutch Competition
Authority (NMa), which would monitor compliance with the new rules.
The Dutch 1998 law and the supervision it provided for was a belated, but
fundamental break with the traditional policy that allowed mutual agree-
ments between entrepreneurs. It was an essential change by which the Neth-
erlands lost a typical feature of its coordinated market economy, converged
with other European economies, and moved towards a more liberal market
economy. Yet cartels did not disappear completely. Frequently national but
also European authorities found new and often widespread agreements on
daily products like beer, shrimp, or flour.

MERGERS AND ACQUISITIONS

With the Competition Act of 1998 that banned cartels, also the control
on mergers and acquisitions was strengthened. Besides monitoring com-
pliance with the new law on cartels, the NMa had to assess the effect of
mergers, acquisitions, and joint ventures on the market. This suggests a link
between these different forms of cooperation that affect competition. Both
cartels and mergers and acquisitions can be seen as a possibility for external
growth, and they are in this sense substitute There are many reasons why
mergers and acquisitions make coordination more likely. Among these is
that concentration lowers the number of competing firms and reduces the
organisational tasks for the remaining companies to reach an agreement or
understanding about prices, output, or market allocatio

In fact cartels on the one side, and mergers and acquisitions on the other,
can be considered as communicating vessels. This is not a recently gained
insight. When the 1890 Sherman Act prohibited cartels in the United States,
the number of mergers and acquisitions increased dramaticallyt*] The same
happened in the 1990s and 2000s. Hiischelrath and Smuda constructed a
database on merger activity after EC-cartel cases during the first decade of
the 21st century. They calculated that, comparing the three years before
the cartel breakdowns with the three years afterwards, the average num-
ber of all merger activity increased by up to 51 per cent. For the subset of
horizontal mergers, the activity was even higher, by up to 83 per cent}¥
Curtailing cartels apparently encouraged companies to turn to other forms
of concentration to enhance their competitiveness. Authorities for that
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reason considered mergers and acquisitions to have the same kind of nega-
tive impact on market allocation, shareholder value, R&D investment, and
output as cartel Hence control was deemed necessary. What does the
alternation of cartels and mergers and acquisitions tell us about the Dutch
market economy? One method to explore this is by comparing the Dutch
evolution of mergers and acquisitions in the 20th century with the merger
waves that characterised the liberal American market (se). Inter-
nationally five merger waves are discerned, all occurring during periods of
economic upswin Can these fluctuations in merger activity also be seen
in the Netherlands, and what does this tell us about the Dutch business
system?

At the turn of the 20th century, mergers and acquisitions were hardly sig-
nificant for Dutch business. They were unfit for the small, artisanal family
businesses that were so characteristic of that period. Family firms consid-
ered mergers, which often ended their autonomy, as unattractive. Merg-
ers and acquisitions seemed to be typical for big businesses, with the 1907
Royal Dutch Shell agreement as the most striking exampl This situa-
tion changed rapidly as a result of World War 1. The scarcity that resulted
from the war in the neighbouring countries boosted modernisation, with an
eminent role for the Dutch government. New technologies and increasing
capital intensity led to further concentration. Mergers and acquisitions, also
involving small and medium-sized companies, became more regula 14]In the
1920s, the increased merger activity put the Netherlands in step with the
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international merger wave. Both horizontal and vertical mergers were seen,
but cross-border mergers still were an exception until well into the 20th
century. Like everywhere else the economic depression of the 1930s put a
strong brake on merger activities of Dutch companies. The number of trans-
actions on the Amsterdam stock market diminished. The shrinking market
apparently offered little prospect for benefits of scale. On the other hand,
new evidence shows that mergers and acquisitions of small and medium-
sized firms—mostly family firms—belonged to the most important answers
of many entrepreneurs to the crisis. These small companies that were not
always able to eliminate competition through cartel agreements often were
forced to amalgamate in order to survivel*]

The extent to which Dutch companies engaged in mergers and acqui-
sitions in the first postwar decades is unclear but can be estimated to be
very low. The Netherlands was no exception compared to other economies.
There are no consistent data on the numbers of transactions, but from the
figures available a global trend emerges.|Figure 5.4] shows the number of
mergers and acquisition of companies with one hundred employees or more
during the second half of the 20th centur

In the second half of the 1960s, merger activity in the Netherlands
increased, although the growth in number of mergers was less pronounced
than in the United States. Dutch business community in these years seemed
to be affected by the third international merger wave. These years were
marked by the rise of conglomerates, and also in the Netherlands a few
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striking examples of these diversified companies such as OGEM and
Bredero can be found. Vertical integration was generally seen as a way to
reduce uncertainties of the market and stimulate coordination within the
value chain. However, the number of horizontal mergers directed at concen-
tration still prevailed in Netherlands. The search for economies of scale and
scope turned out the most obvious response to market saturation and the
narrowing of the margins, which was due to rising wages and the increasing
costs for raw materials and capital in these years.

This higher merger activity caused societal uproar. Public and political
attention did not focus on the reduction of competition and the conse-
quences for consumers but rather stressed the effects on employment. Peo-
ple were afraid that concentration would result in massive redundancies. As
long as the economy boomed and employment grew, this was not an immi-
nent threat, but when the economy went down, the concerns about unem-
ployment became more pressing. This, in 1970, resulted in a Merger Code
that took the interests of both shareholders and employees into account.
The employees had to be kept informed during the merger process, and
hostile takeovers were considered inappropriate. However, this Code knew
no penalties for violators and had no legal basis. It was based on a mutual
agreement between BIAs and trade unions as part of their regular contacts
with the government in the Social Economic Counci This code was typi-
cal for the strongly coordinated Dutch economy. Dutch politicians and busi-
nesspeople strived after a coordinated way of concentration, with regard
to all stakeholders. In the late 1960s and 1970s, the Dutch government
even regarded concentration as an adequate solution for the near-collapse
of many industries. Especially in labour-intensive sectors like shipbuilding,
textiles, and cardboard, the government stimulated cooperation and further
concentration. Cooperation and often complete amalgamation of deterio-
rating firms was a condition for governmental support. In retrospect this
was an ill-fated strategy that could not return the fortunes of these sector

With the economic recovery of the mid-1980s, a new phase in the con-
centration process started. In these years joint ventures became popular to
share knowledge, allocate production, or make other agreements for a lim-
ited market or region. The joint venture was a less expensive and more flex-
ible alternative to a merger or acquisition and sometimes a legal substitute
for cartel-like forms of agreement that were increasingly prohibited by the
EC and national governments The increased number of joint ventures
foreshadowed the fourth merger wave in the second half of the 1980s. This
wave fairly quickly collapsed with the onset of the recession after 1990.
Characteristic was the horizontal concentration that could be seen as a
modification of the third wave and matched the ‘back to the core’ strategy
many firms followed. The number of cross-border transactions increased,
reflecting the ongoing process of globalisation. Hostile takeovers became a
new phenomenon in the Netherlands. Notwithstanding the Merger Code of
1970, Dutch business could no longer withstand the pressure of economic
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integration and competition. The placid, coordinated Dutch economy at the
end of the 1980s was shaken by a series of hostile takeovers. Big publishing
houses, like Elsevier and Kluwer, belonged to the first Dutch companies that
were involved in a hostile takeover’]

As shows, after 1994, another merger wave unfolded. This
wave, which peaked around the turn of the century, was characterised in the
Netherlands as well as in the United States and most other western economies
by an unprecedented number of transactions and record prices. In the coor-
dinated German market economy, the merger activity increased as East Ger-
man economy was integrated and industries rationalise Driven by high
expectations of new technology in the field of ICT and logistics, companies
fervently looked for expansion of production facilities and market shares,
very often also in emerging markets. The risks entailed increased correspond-
ingly with the skyrocketing prices for takeovers, and when confidence in ICT
as a driver of economic growth began to fade at the end of 2001, the so-called
Internet bubble burst. The stock market collapsed, and the merger wave came
to an abrupt end in the Netherlands as well as the rest of the world.

Apart from cyclical fluctuations, institutional changes also explain the
evolution of the merger movement and the consequent concentration at the
end of the 20th century the Netherlands. In the 1980s, the European Com-
munity vigorously promoted a common market, which was actually created
in 1993. The development of the single European market and the introduc-
tion of a common currency in the late 1990s put pressure on domestically
oriented companies to reduce excess capacity and use mergers and acquisi-
tions as a channel to consolidate in order to face regional competition. The
ongoing European integration thus forced companies to reflect on their mar-
ket position and on competition abroad. Economic integration stimulated
cross-border mergers within Europe, but it also augmented interest of non-
European companies for the expanding common marke At the same time,
in the Netherlands as well as in other western countries, liberalisation and
privatisation were proliferating. Coordinated market economies gave more
room to the forces of the free market to stimulate economic growth. The
increased appreciation for the market also motivated companies to scale up
and cooperate across borders. Concentration and specialisation were seen
as a way to restrict competition. Horizontal concentration and the ‘back to
the core’ strategy got an international dimension in the 1990s. However,
it was not only Dutch companies that went abroad on an acquisition tour.
Foreign multinationals acquired firms in the Netherlands. Several industries
became almost completely dominated by owners from abroad. European
integration and globalisation thus contributed to the intertwining of Dutch
business and the Dutch market economy with Europe and the Worl

Looking at mergers and acquisitions, Dutch business by and large fol-
lowed the international movement. From the 1980s until the first decade
of the 21st century, Dutch merger activity resembled developments in other
countries, both liberal and coordinated market economies. Dutch firms had
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their part in the third, but more clearly in the fourth and fifth, merger wave,
both in the number of transactions and in terms of total deal valuel”] The
drivers of these merger waves were different and varied from growth strate-
gies in new industries, restructuring old industries or international market
integration. Nevertheless, the way Dutch business amalgamated fitted the
coordinated way, with the Merger Code of 1970 as a landmark. Hostile
takeovers until the 1990s were an exception, and Dutch firms preferred
negotiated acquisitions over tender offers. The institutional setting on merg-
ers and acquisitions that was largely determined by European policymakers,
forced business into a more liberal direction. Takeover defences, most of
which dated from the 1930s, were restricted, and this made Dutch business
more open to the concentration process.

COMPARING TO OTHER COUNTRIES

BIAs and mergers and acquisitions occur in both LMEs and CMEs, while
cartels are characteristic for CMEs. As we have seen in the Dutch case, the
features of these instruments differ in both systems, and their functions can
change over time. Can we identify similar patterns in other nation states?
As we saw, the Netherlands evolved into a CME during the first decades of
the 20th century. In most European countries a comparable development
took place. Everywhere BIAs played a crucial role in the organisation of the
market economy and adopted several functions that made a high degree of
coordination possible. Especially during periods of crisis, these associations
were increasingly important in the organisation of the economy. The Ger-
man market economy, for example, was widely seen as a system in which
the role of the market was confined by state and social forces. BIAs had
great influence and were able to look at long-term interests. They facilitated
the interests of their members and increased their power in dealing with
public authorities and trade unions. Recent studies on BIAs in Europe show
that these associations gradually increased their services and progressively
contributed to the control of the market mechanism during the first decades
of the 20th Centur

Also the functions of these BIAs were more or less comparable to those
of their Dutch counterparts. Making cartel agreements became one of the
most important roles of BIAs before the war. This was generally supported
by regulations in favour of cartels, like the Gesetz itber Errichtung von
Zwangskartellen in German All of these laws had the same message:
cartel agreements were useful instruments to restore economic stability
and create employment|®] This coordinated European answer to the cri-
sis stood in sharp contrast with the situation in the United States where
severe antitrust legislation restricted the activities of BIAs. At the begin-
ning of the 20th century, many associations developed from cartel organ-
isations to service providers with cost accounting, benchmarking, and the
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improvement of productivity as their core activities During the inter-
war years, American business leaders, however, urged the government
to sanction cartels and indeed the Roosevelt administration temporarily
suspended the enforcement of antitrust legislation. So, even the United
States opened the gate for further coordination among firms in order to
deal with economic depression. After World War II, American politicians,
economists, and businesspeople returned to the view that competition
would lead to a more efficient market order. This idea became crucial to
American_economic policy and fuelled the American anti-cartel crusade
in Europe

The European Recovery Program that the United States initiated to
help Europe recover from the war encouraged antitrust legislation. But
this was not accepted all over Europe. The Scandinavian countries and
Finland, like the Netherlands, introduced a legal system that in fact per-
mitted cartels. On the other hand, countries like Germany, France, and
the United Kingdom had a much stricter regime, which focused on prohi-
bition. Germany, once the most cartelised nation of Europe, was the first
European country that introduced strict anti-cartel laws in 1958|%] The
differences between these legal regimes clearly came to the surface with
the formation of the EEC in 1957 and the ongoing European integration.
The European treaties recommended competition as a precondition for
economic growth on which restriction of the market was seen to have a
negative impact. To obtain a comprehensive and generally approved com-
petition policy would, however, take several decades. Only in the 1990s
did all member states of the European Union introduce a competition
policy in conformity with the general European rules on competition.
This competition policy and the ensuing legal system forced the demise of
cartels or at least tried to do so. Meanwhile cartels did not disappear, as
many cases of national and European competition authorities prove. Data
from the EC show that between 2005 and 2009 the European authorities
imposed penalties for 9.7 billion euro on cartelising firms|®] The transfor-
mation from CME to LME thus in most nations was a lengthy process
that only gradually made an end to cartels as an instrument to coordinate
markets.

In most western countries merger waves that parallel the American ones
can be distinguished. While the occurrence of merger waves turns out to
be more or less similar, the rules of the game, however, differed widely.
The market economy of the United States relied on central market-based
mechanisms for corporate governance and the prevalence of shareholders.
In LME:s hostile takeovers were the order of the day. In CMEs several struc-
tural instruments—for example, bank-firm relations, cross-shareholders
arrangements, or takeover defences—prevented such a practic German
industry, like the Dutch, was confronted with a number of hostile acquisi-
tions from the late 1980s onwards, which caused societal uproar. Neverthe-
less the majority of mergers and acquisitions in these countries still were the
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result of consultation and negotiation. In this respect they continued to differ
from LME

How exceptional is the Dutch evolution of coordination? The 1930s wit-
nessed a global trend towards coordination between firms, trade unions,
and governments. At the end of the 20th century and the beginning of the
21st century, coordinated market economies seem to develop in liberal
direction. Global trends, however, do not necessarily guarantee conver-
gence. Often national solutions that rely on traditions and unwritten rules
of the game prevail. During most of the 20th century, the Dutch market
economy followed a similar coordinated pattern as Germany and other con-
tinental economies. One major exception are the cartels, where Germany
followed the American path of being stricter after the war. The existence
and functioning of business interest associations in the Netherlands and the
use of cartels clearly contrast the American situation. This is more difficult
to conclude on mergers and acquisitions. Dutch industry in this respect fol-
lowed the international trends, and dissimilarities can only be traced in the
way these transactions were realised.

CONCLUSION: THE VARIETIES OF COORDINATION

Looking back at the development of the Dutch business system in the 20th
century, it is clear that the interfirm relations during most of this period
were dominated by a variety of coordinating instruments. The competitive
behaviour of Dutch firms was shaped by the coordinating institutions that
evolved during this century. In the Dutch business system, BIAs proved
to be a lasting and important instrument in the anticompetitive strategies
of firms. However, the function of these associations depended to a large
extent on the political and economic conditions and thus changed over
time. They started as local or regional societies uniting businesspeople
often from different trades, lobbying for general purposes. BIAs gradually
evolved into well-structured national organisations where businesspeople
united forces as a reaction to the growing power of trade unions. In this
process they created formal and informal rules that supported and struc-
tured their activities. During periods of crisis, most prominently during the
1930s, BIAs served as platforms for businesspeople to construct internal
binding agreements. BIAs thus were important for interfirm relations, but
they were also active in the political arena, negotiating with the govern-
ment and the trade unions, mainly on labour-related issues. In this respect
they were fundamental to the consensus-based Dutch economy. During the
1980s, there was a clear shift in the functions of BIAs, which reveals the
transition of the Dutch market economy from coordinated to liberal. Inter-
nationalisation and EU market integration, accompanied by antitrust legis-
lation, forced BIAs to reinvent themselves and to focus on activities adapted
to the competitive principles of European and domestic regulations.
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Cartels also were a quite persistent strategy of Dutch firms during most of
the century, and in this respect the Dutch business system also can be charac-
terised as a CME. Firms would try to manipulate the market by these kind of
agreements whenever they saw a profitable opportunity. Though cartels were
a continuous phenomenon in relations between firms, the use of this instru-
ment also highly depended on the economic and political situation. It was
essentially the changing policy of Dutch government and the resulting regu-
lations that defined the scope and spread of cartels. In the first three decades,
Dutch government ignored the existence of cartels and refused to take any
action. Cartels were thought to be useless in a small open economy like the
Netherlands. Yet they proved to have an important coordinating role in a
number of industries. During the Depression of the 1930s and the recovery
after World War II, cartels were seen as an important instrument to resolve
the inefficiencies of the market and protect employment. Dutch government
endorsed the use of this instrument, and firms in a wide variety of branches
were actively engaged in concluding agreements on markets, prices, and pro-
duction. Cartels continued to have an important role in interfirm relations
for several decades because the Dutch government connived at these agree-
ments. It resisted external pressure, mainly from the United States, to adopt
anti-cartel legislation. As a result of European integration and ongoing inter-
nationalisation of the Dutch economy, this gradually changed during the
1980s. However, lobbying by BIAs and political resistance delayed formal
legal action, and it was only in 1998 that anti-cartel legislation was passed.

Mergers and acquisitions occur in both liberal and coordinated market
economies and thus are not distinctive to either system. Yet mergers and
acquisitions are closely connected with economic cycles. When prospects for
profitable business are growing, the number of transactions will increase.
This is why mergers and acquisitions occur in waves. These waves can also
be distinguished in the Dutch economy. In periods of economic downturn,
like the 1930s, mergers and acquisitions were replaced with cartel agree-
ments to reduce competition, and when cartels were criticised or banned
in the 1980s and 1990s, firms fell back to acquisitions and joint ventures.
In fact, as the Dutch example showed, these two instruments can be seen
as communicating vessels. Finally, mergers and acquisitions in the Dutch
business system typically were the result of consultation, negotiation, and
careful planning with respect to all stakeholders. This, however, changed
during the last decades of the 20th century. Takeover defences, which were
widespread, were gradually torn down. Hostile takeovers, which were
exceptional until the 1980s, became more general. Also in this respect the
combination of internationalisation and changing legislation turned out to
be decisive.

To sum up: a close study of business strategies with regard to interfirm
relations confirms that the Dutch business system was a CME during most
of the 20th century. It developed gradually from a LME at the beginning
of the 20th century to a typical CME during the 1930s to the 1980s, and
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back again to a LME at the end of the century. The analysis of the different
instruments allows us to specify this general picture. BIAs were character-
istic of the Dutch business system since the start of the century, but their
functions and subsequent coordinating power changed over time. Cartels
were seen by Dutch business as an efficient way of structuring interfirm
relations. Firms were reluctant to relinquish this instrument until the use of
cartels at the end of the century finally was limited by legal force. The fact
that takeover defences were widespread and hostile takeovers exceptional
underlines that coordination prevailed during most of the 20th century in
Dutch business. Coordination of interfirm relations proved to be fluid and
flexible. Like the “Varieties of Capitalism’ label the differences between mar-
ket economies, the different strategies regarding interfirm relations can be
defined as ‘varieties of coordination’.
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6 The Dutch Knowledge Infrastructure
and Institutional Change

Mila Davids and Harry Lintsen

INTRODUCTION

During their existence firms face various challenges, ranking from scientific
discoveries, new technological inventions, and growing markets to increas-
ing competition. To handle these constraints knowledge building is of
prime importance. This includes in-house research as well as all knowledge-
seeking and knowledge-acquiring activities. Interaction and relations with
other organisations in an institutional setting is needed to gain, develop,
and exchange various kinds of knowledge and informationl] Therefore, a
thorough analysis of relations between firms and various knowledge sources
in the knowledge infrastructure can contribute to a better understanding of
innovative capabilities of firms.

The Varieties of Capitalism (VoC) literature adopts also a relational view
of the firm|] Engagement with others in the various spheres of the political
economy is needed not only to get access to finance, to regulate wages and
working conditions, and to guarantee the necessary skill level, but also to
ensure access to technology. According to Hall and Soskice, effective coor-
dination of those relations is considered the key to successE They distinctly
identify two modes of coordination. At one end of the spectrum (in LMEs),
firms coordinate with other actors primarily through competitive markets,
characterised by arms-length relations and formal contracting. ‘At the other
end stand CMEs where firms typically engage in more strategic interaction
with trade unions, suppliers of finance, and other actors. Whether a firm
coordinates its endeavors through market relations or strategic interaction
is said to depend on the institutional setting]

Coordination of relations to acquire knowledge will therefore also vary.
Hall and Soskice argue that in LMEs knowledge transfer will be accom-
plished primarily by licensing or taking on expert personnel. Firms in CMEs
would work more closely together to exchange knowledge and technology
and set up joined R&D projects. They also pose that in CMEs the govern-
ment is more involved in investments in the knowledge infrastructure, while
in LMEs the government is mostly absen
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We argue that the relevant institutional setting for knowledge exchange is
the knowledge infrastructure, which contains the constellation of actors and
organisations established to develop and diffuse knowledge.

This brings us to the focal point of this chapter: an analysis of the knowl-
edge infrastructure in the Netherlands from 1870 to the early 21st century.
Leading are the following questions: How does the design of the knowledge
infrastructure influence the transfer of knowledge? Does this change over
time? And if so, how?

Starting with the VoC dichotomy between typical LME versus CME
knowledge exchange mechanisms, we will focus on the question of whether
the knowledge infrastructure stimulates knowledge exchange via licens-
ing or formal contracting or by working together. However, to get a more
thorough understanding of the working of the knowledge infrastructure,
we should expand our analysis and explicitly integrate the accessibility of
knowledge in our analysisﬁ For instance, the exclusivity is high when firms
take a license or enter into a contract. When only members of a business
interest organisation have access to the knowledge, the accessibility is also
limited. But the knowledge reservoir can also be freely available for every-
one interested. To gain an understanding of the role of the government
vis-a-vis private and other stakeholders, we will pay attention to the char-
acter of the various knowledge organisations. Are they private, public, or a
combination of the two?

This brings us to the dynamic part of our research question. The aim
of this volume is to analyse how capitalism changes, why it changes, and
how companies relate to those changesl] A starting point to link the his-
torical question in this chapter to the VoC literature is the approach of
Hall and Thelen. They distinguish three ways in which change can occur:
by processes of reform, of defection, and of reinterpretation. Reform is ‘at
the initiative of the State, and its success depends crucially on the behavior
of other agents, particularly firms’. Less common is their attention to the
two other routes to institutional change. The term ‘defection’ is used ‘for
cases in which actors who have been following the practices prescribed by
an institution stop doing so’. Hall and Thelen see ‘reinterpretation’ when
‘actors associated with an institution gradually change their interpretation
of its rules, and thus its practices, without defecting from or dismantling the
formal institution itself’. They stress that ‘in comparison with overt efforts
to revise or abolish that institution, the process of reinterpretation shifts
the existing practices in piecemeal fashion from below’l] We have used this
perspective on institutional change as an analytical lens to study the changes
in the knowledge infrastructure, striving to formulate conclusions over the
most important agents of change and the three routes to change.

The analysis in this chapter will be presented chronologically, divided
into three periods. In the first period from 1870 to around 1910, most
knowledge came from foreign sources. Although still limited, the private
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knowledge institutes were most active in transferring knowledge, while a
public knowledge infrastructure hardly existed. After 1910, the knowl-
edge infrastructure started to expand, and a new patent law was passed.
This occurred against a background in which scientifically grounded
knowledge was increasingly valued. From 1970 onwards, the knowledge
infrastructure changed considerably in character. In every period we will
pay attention to the public as well as the private part of the knowledge
infrastructure. In our conclusion we will come back to the most striking
changes in the knowledge infrastructure and illustrate how those changes
occurred. That will not only shed light on changes in the Dutch business

system but also on the usefulness of the theoretical assumptions from Hall
and Thelen.

FIRST SIGNS OF CHANGE (1870-1910)

In the 19th century, foreign knowledge was of prime importance for Dutch
companies. It came in different ways. Via exhibitions the Dutch were
informed of the latest developments and inventions. Dutch firms acquired
knowledge and skills by recruiting foreign experts, taking out licenses on
foreign products or processes, and by receiving training abroadl] At the
turn of the century, the first signs of the expansion of the Dutch knowledge
infrastructure became visible.

At the end of the 19th century, an increasing part of the workforce
became schooled and had a Dutch certificate. This concerned lower, mid-
dle, as well as higher technical education. The number of students in tech-
nical education rose substantially, although the growth was not equal at
all levels (see Appendix) While for centuries most crafts were learned
on the job, the 19th century saw the birth of more and more institutes for
vocational training initiated by government, firms, and professionals. The
basic technical schools offered practical and theoretical vocational train-
ing and were initially focused on building and metalwork, but increas-
ingly also prepared students for industrial Work Also the skills of the
middle management had to be adjusted to industrialised production. For
example, machinists were needed for operating steam engines. From 1878
onwards, they could be trained at the Training Facility for Engine Drivers
(Kweekschool voor Machinisten) in Amsterdam. The founders came from
various sectors using steam energy, like steam-shipping and sugar mills
More intermediate technical schools were established, and the number of
students increased (see Appendix).

Higher technical education was given at the Royal Military Academy
(Koninklijke Militaire Academie) in Breda and the Royal Academy of
Civil Engineers (Koninklijke Academie voor Burgerlijke Ingenieurs) in
Delft, which became Polytechnic in 1863 and in 1904 Technical College
(Technische Hogeschool). While in Breda military officers were trained,
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most engineers from Delft found work at the State Corps of Civil Engi-
neers (Rijkswaterstaat). Government involvement in the teaching pro-
grammes was therefore not surprising. Towards the end of the 19th
century, the focus broadened to industry-related studies like mechanical
engineering and chemical technology. From 19035, students could also
study electrical engineering. The broader orientation contributed to a
growing number of students, which was not spectacular until 1900, but
then accelerated. A lot of these engineers joined engineering societies, like
the Royal Institute for Engineers (Koninklijk Instituut voor Ingenieurs,
KIVL) that also organised lectures and published a general technical jour-
nalThe growing numbers of engineers found their way into business
From early 20th century, the increasing number of engineers, the growth
of the engineering societies, and the growing percentage of engineers in
the board rooms contributed to the growth of the knowledge infrastruc-
ture. Until 19035, the number of private and public institutes were limited,
but not absent.

The Public Knowledge Infrastructure

At the end of the 19th century, the Dutch government became increasingly
involved in working conditions, hygiene, and food safety, etc., which led
to regulations. To support local, provincial, and national governments in
performing their auditing tasks, inspection services were established by the
national and local governments. To be able to examine food within the
framework of the Food Safety Law (Warenwet), for instance, local and pro-
vincial agencies came into being, like in Rotterdam (1893)

Until 1890, the government had only acted as customer of knowledge.
With the support for an agricultural knowledge system, it took on another
role and became responsible for public knowledge dissemination. The gov-
ernment acted in response to the agricultural crisis. Apart from the State
Agricultural School (Rijkslandbouwschool) established in 1877, so-called
experimental stations were founded where soil analyses, seed experiments,
and research on issues such as soil fertility were done. An information ser-
vice, instructors, and agricultural courses were meant to increase the appli-
cation of new understandings in agricultural practice. Lower agricultural
education received more subsidies. Initiatives from farmers and horticultur-
ists were the essence of the further expansion of this system. Although they
could freely make use of the knowledge system, farmers and horticulturists
still relied to a large extent on their own knowledge-building and -acquiring
activities for the development of new products and processe The design
of the agricultural system with experimentation stations became a model
for other public knowledge institutes that came into existence around 1910,
such as the State Industrial Agency (Rijksnijverheidsdienst, RND). Public
knowledge organisations aimed at knowledge diffusion for a large group of
people, however, were limited to agriculture.
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The Private Knowledge Infrastructure

In contrast to the public knowledge infrastructure, the private knowledge
infrastructure was much more developed. Around 1900, the Netherlands
embraced the first as well as the second Industrial Revolution. Industrialisa-
tion and mechanisation based on steam and coal and new key technologies,
like electricity, the telephone, and the combustion engine, set new challenges
for Dutch firms. To be able to apply new technologies properly or even
to come up with new inventions, access to foreign knowledge alone was
not enough. Firms needed an internal knowledge base. Knowledge could be
acquired via books and periodicals. Entrepreneurs and engineers increas-
ingly read the Dutch general technical journal, like the one published by the
society of engineers. For specific engineering fields, like mechanical engi-
neering, chemistry, and electrical engineering, international professional
journals were more relevant.

Firms could also turn to independent commercial laboratories, like Bold-
ingh en Van der Heide, who did sugar analyses. These commercial labora-
tories, which remained an important part of the Dutch private knowledge
infrastructure until the 1920s, were established from the 1860s onwards.
Increasing regulation and taxes had made more specifications about, for
instance, the product content, more important. That stimulated the demand
for physical and chemical analyses among trading companies and industry,
health agencies, and government

Also engineering firms were part of the private knowledge infrastruc-
ture. Their expertise lay in the field of development of production processes,
constructions, and installations. They knew about the latest technology,
machines, and equipment and could offer understanding of the conditions
for, i.e. working with new equipment or building a new factory. They could
give an overview of possible alternatives and calculate the various options.
One of the first Dutch engineering firms, J. van Hasselt & De Koning, was
established in 1881 by two young civil engineers and specialised in hydraulic
projects Most engineering firms had a role as intermediary actor between
firms (and governments) on the one hand and machine factories and con-
struction workshops on the other, and formed an important link between
knowledge sources and firms.

Besides hiring foreign technicians and engineers, studying or working
abroad was another way to build a knowledge base. When education possi-
bilities expanded, Dutch youngsters increasingly studied in the Netherlands.
Problem solving became less ‘trial-and-error’ and more scientific grounded.
Also experiments were done. This could lead to hiring more scientists and
starting an industrial laboratory. An early example is the laboratory of the
Netherlands Yeast and Spirit Factory (Nederlandsche Gist-en Spiritusfab-
riek, NSGF), founded in 1885. When the technologist from Delft engineering
school and chemical expertise could solve the problem of the yeast’s fluctuat-
ing quality, a microbiological research laboratory was formed, and a biologist
with a PhD was hired. The research focused mainly on solving problems,]In
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the same year, Heineken, following the Danish brewer Carlsberg, established
a laboratory to be able to improve the quality of its beer. The research efforts
proved to be useful to improve the flavour and the shelf lif Other early
20th-century Dutch companies followed, among which Royal Dutch Shell
and Philips were the first to establish substantial research facilities.

In the interwar period, industrial research laboratories became an essen-
tial part of the private knowledge infrastructure. Also their role changed.
Improving product quality and solving production problems had been the
main task of the 19th-century industrial laboratories as well as of the labo-
ratory of Royal Dutch Shell. The research efforts in Philips’s industrial labo-
ratory were also aiming to diversify and to build a patent position. While
around 1880, German synthetic dyestuffs firms were the first to establish
research laboratories, soon followed by German and American electro-
technical companies, Dutch companies were late with this kind of in-house
technological knowledge developmen

The Dutch Patent Law

An important institutional factor that influenced knowledge transfer until
1912 was the abolishment of the patent law in 1869. The government,
promoting a liberal market policy, had abolished the patent law hoping to
increase the innovative performance of Dutch firms and to attract foreign
firms. Without patent law Dutch firms could freely copy (foreign) inventions
for the national market, although for export (international) patent filing
would be necessary. Moreover, the general idea was that patent protection
would stimulate monopoly positions for a few large companies and harm
the large number of small firms in the Netherlands. Over time an increasing
number of firms and other agents started to lobby for the reintroduction
of a patent. Engineers, who wanted their inventions to be protected and
rewarded and considered patent protection as a prerequisite for industrial
progress, became increasingly influential within society. In the 1880s, the
international patent situation was discussed internationally because Ameri-
can companies refused to attend the World Fair in Vienna in 1873 due to
lack of patent protection. This led to the Treaty of Paris (1883) to protect
industrial property, in which also the Netherlands, where in 1880 the Law
on Factory and Trademarks was issued (Wet op de Fabrieks-en Handels-
merken), participated. Other countries, however, wanted to exclude the
Netherlands from the treaty because no Dutch patent law existed. When
Dutch factory and trademarks would no longer be protected, this would
harm Dutch firms. From then onwards, the majority became convinced that
a patent-free situation would actually harm the Dutch companies. In 1901,
the Dutch government decided to install a new patent law, which was ready
in 1910. From 1912 onwards, firms were able to file for a patent in the
Netherlands to secure their inventions against infringements. Freely build-
ing on patented ideas from others was no longer possible|]
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For SMEs producing for a local or regional market, it was more difficult
to gain access to foreign knowledge. Sometimes equipment dealers enabled
an apprenticeship in leading industrial clusters. For instance, Leicester and
Nottingham, the centre of the British stocking industry, received a lot of
youngsters from small Dutch stocking firms}?] For most SMEs the activi-
ties of business interest associations were important. The local, regional, as
well as national, associations often took a leading role in making (foreign)
knowledge accessible for their members or even the whole sector. Butch-
ers, tailors, carpenters, pharmacists, bakeries, and almost every shopkeeper
joined a business interest association, the majority originated after 1880.
Also industrialist formed associations. While local organisations acted more
as ‘guilds’, trying to control mutual competition with price agreements and
the formulation of quality standards, the national associations also lobbied
the government. They also could see it as their task to supply their members
with information, advice, and knowledg

THE EXPANSION OF THE KNOWLEDGE
INFRASTRUCTURE (1910-1970)

From 1910 onwards, education expanded further. The number of techni-
cal students increased on all levels. (See Appendix) Gradually also the
orientation was transformed—from basic technical training to elaborate
technical schooling and from practice-oriented training to theory-oriented
instruction?] This was closely related to the objectification of knowledge.
Knowledge became less personal. To understand and use so-called codi-
fied knowledge recorded in books, articles, and technical drawings, formal
education became more important. Although this trend started earlier, it
increasingly had impact on education.

This went hand in hand with the increasing involvement of the national
government, especially after the Technical Education Act was adopted in
1919. Legally obliged to subsidise the schools, the government wanted a
say in the entry standards and content of the teaching programmes. In the
1930s, ministerial influence further increased with the consequence of more
uniform and general intermediate technical training that was less focused
on practice and more on theory. In 1957, the intermediate technical schools
were changed into technical colleges (HTS). Higher technical education,
concentrated in Delft, was expanded to Eindhoven in 1956 and to Enschede
in 1961. Also new courses and departments were established, for which
multinationals were sometimes responsible. Technical physics in Delft was
established in 1929 thanks to the support of Philips and Royal Dutch Shel

The engineers increasingly found a job in business. In 1917, 13.5 per cent
of the executives had an engineering grade from Delft. Alumni came also
from general universities, like chemists. In 1918, about fifty general chem-
ists had found a job in industr The education grade, however, varied
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substantially depending on the firm size and sector and could vary from
attending an evening course to a university degree. In 1950, only 28 per cent
of the entrepreneurs in medium and small companies had followed a kind
of professional education. This was applicable for half of the electricians
and butchers, while only 24 per cent of the grocers and 11 per cent of the
greengrocers had professional training.?}

The increasing number of educated employees and executives had an
effect on the knowledge-acquiring possibilities of firms in various ways.
A better-trained workforce facilitated the absorption of knowledge espe-
cially when knowledge became more formal. Engineers and scientists in the
engineering departments and laboratories solved problems and came up
with new ideas and inventions. This changed their position vis-a-vis for-
eign knowledge sources and facilitated issuing licenses and cross-licensing.
The growing number of higher-educated executives stimulated a more sci-
entific approach within the company, which enlarged their support for hir-
ing higher-educated employees, investing in education, establishing in-house
research facilities, or contributing to public knowledge institutes.

The Explosive Growth of the Public Knowledge Infrastructure

From 1910 onwards, the number of public knowledge institutes in the
Netherlands increased substantially. In 1910, the State Industrial Agency
(Rijksnijverheidsdienst, RND) was established as a state consultancy agency
in line with the agricultural system. For advice and information, SMEs
could appeal to so-called state industrial consultants. In 1910, the RND
appointed its first, and soon two more consultants were hired. In 1913,
also the State Industrial Laboratory was set up in Delft ‘to gather technical
data and address technical questions in order to support the state industrial
consultants’ that visited the companies. In the advisory board Delft profes-
sors were appointedl?] Between 1919 and 1935, the RND received around
800 questions per year, after which it increased to 1,200 in 1939. In 1930,
the Netherlands had 400,000 small firms. It’s obvious that only a small
proportion of the SMEs approached the RND, one out of four hundred,
and in fact less because the requests also came from state organisations
and larger firms. As is illustrated for 1930, the requests came from various
sectors, although textile, metal, and food companies were overrepresented.
(Sed Table 6.1].)

Most questions were technological, sometimes closely related to organ-
isational issues or market possibilities. Until 1930, energy supply formed a
key issue; while steam was often too expensive for small firms, they asked
for advice in their choice between a gas and electric moto 1

While the advice of the RND to SMEs was free of charge, private con-
sultants, especially those active in the energy sector were approached with
the same kind of questions. To adjust the activities of the RND and the pri-
vate consultants, the RND asked three consulting engineers to establish the
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Table 6.1] Average firm size and requests for the State Industrial Agency from 1930

in various sectors

Firm type Sector Number of requests
Largest firms Textile 69
Paper 13
Around the median Food 106
Metal and shipbuilding 149
Smallest firms Clothing and laundry 67
Leather and rubber 43
Total requests 447

Sources: Gerwen and De Goey, Ondernemers in Nederland, Table 3.8; Annual Report State
Industrial Agency 1930.

Association for Consulting Engineers (Orde van Nederlandsche Raadge-
vende Ingenieurs, ONRI). They would act as the RND’s private counter-
parts in coming to agreements on the boundaries of each other’s scopel?

During the first half of the 20th century, the number of business inter-
est associations grew quickly, especially during the First World War and
the economic depression of the 1930s. While in 1907, there existed 307
local and 35 national associations, after the war the numbers increased to
1,329 local and 337 national associations The growing number of busi-
ness interest associations helped firms to meet changing requirements. One
of their endeavours was to advise their members and to facilitate access
to and dissemination and exchange of knowledge. To that purpose they
organised (foreign) study trips, lectures, exhibitions, and courses; published
relevant information in their journals; and took initiatives for joint research
and sector-oriented knowledge institutes. To raise the quality of their prod-
ucts, business associations sometimes participated in standard setting and
related activities.

The business interest associations were also responsible for the founda-
tion of public knowledge institutes. The Organisation for Material Research
(Organisatie van het Materiaalonderzoek) and the Experimental Station
for the Laundry Industry (Proefstation voor de Waschindustrie), both begun
in 1937, were both established by business interest associations.

The developments in the bakery sector can illustrate how efforts of busi-
ness interest associations, the expansion of the knowledge infrastructure,
and changes in legal environment interacted|’] In reaction to the increas-
ing state interference with food safety and quality, the bakery association
pleaded for a research centre, where bakers could check their flour and yeast
and customers the bread quality. This led to the establishment, in Novem-
ber 1909, of the Station for Milling and Baking (Station voor Maalderij en



The Dutch Knowledge Infrastructure 139

Bakkerij). The existence of the Station for Milling and Baking was a decisive
factor in the establishment of another knowledge institute in this sector. The
increasing government involvement during World War I was accompanied
by expansion of the activities of the association and the station. While the
association made access to sources affordable, the Station helped baker-
ies to meet quality standards in war circumstances. Meanwhile the Station
was asked to help the government to determine standards for wheat and to
control four hundred milling companies. When supply decreased, the Sta-
tion experimented with flour from rice, beans, corn, etc. The results were
published in the association’s journal. Public complaints about the bread
quality remained. One of the Station’s former teachers proposed to the
minister of Agriculture, Industry, and Trade a training institute with bak-
ery teachers because most bakers would lack the necessary knowledge and
skills to bring the Station’s advice into practice. The director of the Station
successfully argued that a separate training institute wasn’t preferable. The
courses should be ‘founded theoretically’ and fall under the responsibility
of the Station. A state subsidy was received to instruct ten teachers, who
started in 1920. In five years almost 1,500 chief bakers followed a course. A
decreasing craft-based attitude in which intangible knowledge was of prime
importance made room for a more scientific one. This was a widely spread
phenomeno

In these years the importance of science for trade and industry was more
and more articulated, also by academics. In 1913, G. van Iterson Jr., pro-
fessor in Delft, for example, took the initiative for the State Rubber Agency
(Rijksrubberdienst). Good analyses were important for the rubber trade and
industry. The research, among other things, into vulcanisation methods and
latex applications, was located in the laboratory of van Iterson. The State
Rubber Agency, the State Leather Agency (Rijkslederdienst) and, the State
Fibre Agency (Rijksvezeldienst in 1919) fell under the Ministry of Trade and
Industry, but they could act independentl

The largest public knowledge organisation is TNO (Centrale Organisa-
tie voor Toegepast Natuurwetenschappelijk Onderzoek [Central Organisa-
tion for Applied Scientific Research]). Its genesis goes back to World War I,
when the Royal Netherlands Academy of Sciences pleaded to unite all exis-
tent ‘scientific competence and experience’ to solve the problem of scar-
city. Finally, in 1932, TNO was founded. Subsidised by government, it felt
under the Ministry of Education, Arts, and Sciences (Onderwijs, Kunsten
en Wetenschappen, OK&W). By functioning as a ‘mixed organisation’ with
representatives from business, government, and academia, the applied char-
acter of the organisation would be guaranteed. In fact TNO was based upon
a linear perception of science; it should form a connection between science
and practice. TNO?’s task to coordinate all the applied research of public
knowledge organisations—which in fact was limited to those of the Minis-
try of Trade and Industry—Iled to a tug-of-war between TNO and the min-
istry, who was not eager to hand over its research agencies, like the Rubber



140 Mila Davids and Harry Linsten

Institute and the State Leather Agency. That only happened during World
War II on condition that ministerial representatives would become part of
the board of the research institute

The expansion of the public knowledge infrastructure with TNO was
accompanied by a decline of knowledge transfer via market mechanisms.
Access to knowledge was no longer exclusive because, according to the gov-
ernment, a subsidised TNO should serve the public interest. After the war,
TNO grew substantially from 331 employees in 1946 to around 5,000 in
1970. It consisted of various research centres, around twenty-five in the
1960s. TNO maintained close relations with Dutch business. Of prime
importance was the ‘mixed organisation’. Firms and business interest asso-
ciations were represented in the boards of the various TNO institutes.
They contributed to the formulation generic research topics. Also so-called
research associations, consisting of directors and managers, formulated
research questions for TNO Although TNO sometimes received commis-
sions from Shell and Philips, the relations with MNCs were not close. For
most research questions, they had sufficient in-house knowledge. From the
second decade of the century, most Dutch knowledge-intensive firms had
established their own industrial laboratories.

The Private Knowledge Infrastructure:
Expansion from the Inside

One of the most striking changes in the private knowledge infrastructure
in this period was the birth of the industrial laboratories. While in 1900,
there were only a handful of company laboratories, four decades later in
almost every sector ‘one could find companies . . . that structurally gener-
ated scientific and technological knowledge to improve or renew products
and processes’

After the patent law was issued in 1910, commercialisation on illegal cop-
ied products was no longer an option, and firms had to invest in research
capabilities. The electro-technical company Heemaf, which was accustomed
to copying foreign products, developed a new engine in its own (small)
research laboratory. In the Netherlands the number of patents increased sub-
stantially especially from the 1920s onward The existence of a national
patent law undoubtedly contributed to the increasing number of patents,
especially in sectors where secrecy was difficult to keep. If (international) pat-
ent filing before 1912 was only necessary for products for foreign markets,
it now became an essential step for all new products. Moreover, working on
innovative products in a patent system increased the necessity to patent as
many steps as possible. Also the existence of a patent office contributed to
the increasing numbers of patents. The majority of the patents were filed by
a select number of Dutch companies, large R&D intensive companies, which
had started a research laboratory. The patent law, but also technological and
commercial constraints, stimulated R&D investment
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Forced by stiff competition from Standard Oil, Royal Dutch Shell needed to
improve its product quality, for which it called upon a chemical-technologist
from Delft. In 1906, he was hired full time, and a laboratory was estab-
lished in Schiedam. In 1914, the laboratory moved to Amsterdam, after
which the number of researchers grew substantially. With 1,350 employees,
it was the largest laboratory in the Netherlands in 1940(4 Philips—to be
able to meet German competition—had started making the metal filament
lamp and hired in 1908 a chemical technologist to know more about metals.
Two years later, a chemical laboratory was founded. When in 1913 General
Electric introduced the so-called half-watt lamp, Philips realised building up
a good patent position would be crucial. In 1914, a physics laboratory, the
NatLab, was founded. DSM, the coal company that expanded into chemi-
cals, founded a research laboratory in 19384

The industrial research laboratories offered the growing number of
Dutch university alumni ample job opportunities. In 1940, the NatLab had
516 employees, AKU 150, the Netherlands Yeast and Spirit Factory 90,
and the central Laboratory of DSM 80. The laboratory of Unilever (in fact
from the Unified Oilfactories Zwijndrecht, Vereenigde Oliefabrieken Zwijn-
drecht) had in 1937 only 30 employee

Especially after the Second World War, during the reconstruction and
golden years of economic growth, the industrial laboratories were essential
for the development of new products and processes. The inclusion of basic
science, along more focused research, was considered important for devis-
ing future inventions. Another reason for the large investments in R&D,
then, was the absence of some important research fields at the universities.
For instance, solid-state_physics and chemistry, physics and chemistry of
synthetics, and catalysi

The growth pattern of the private knowledge infrastructure differed sub-
stantially from that of the public infrastructure. The multinationals took
the initiative in the expansion of the private knowledge infrastructure that
was characterised by the growth of the in-house research laboratories. The
government was responsible for the various public knowledge institutes,
together with individuals, societal agencies, business interest organisations,
academics, and academic societies. The knowledge developed at the research
laboratories was only for internal use. The output of the public knowledge
institutes was mainly freely available, but sometimes it was ‘for members
only’. Part of the research was done on contract basis.

KNOWLEDGE INVESTMENTS DECLINE
(1970S AND ONWARDS)

Industrial Research in Deep Water

After 1970, the role of industrial R&D changed. The confidence that funda-
mental research would automatically lead to marketable products declined,
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and R&D investments, especially in more fundamental research, decreased.
The position of the industrial research laboratory became less self-evident.
While in the 1950s and 1960s, they had been the initiators of most new
products or processes, from the 1970s onwards, also other parts of the com-
pany took that function. The initiative for Philips’s CD, for example, came
from the business group Audio. They established a separate ‘CD labora-
tory’ where all the knowledge and expertise mainly from the NatLab was
integrate

Philips’s management became an advocate of a setup where the business
departments initiated new products for which the central laboratory con-
tributed the knowledge. R&D investments should lead to concrete prod-
ucts and processes by aiming at the commercial needs. An isolated position
was not acceptable. This view, accompanied by other aspects like increasing
competition and a worsening economic situation, led to budget cuts and
reorganisations at most R&D intensive industries At the Central Labo-
ratory of DSM, for example, between 1970 and 19835, the expenditure as
percentage of total turnover diminished from more than 3.5 per cent to 1.7
per cent. Its personnel, which had been more than 1,500 in_1967 went to
1,100 in 1974. Until 1983, it never became more than 1,250

To stimulate more market-oriented research, R&D was restructured.
Various measures were taken, like research coordinators, congulting com-
mittees, and conversion into a matrix or project organisationt*] Shell rig-
orously dismantled the existing R&D organisation and established Shell
Global Solution in 1995 and EP Technology a few years later. Both became
commercial companies integrating research and technical service, charging
market-conforming prices and offering their services to its affiliates and
other firm

Changes in R&D strategy at the five large Dutch multinationals—
sometimes accompanied by research investments abroad—contributed
to a relative decline of their R&D investments in the total private invest-
ments. The majority of Dutch R&D investments had always come from
large companies. In 1979, 80 per cent came from firms with more than
1,000 employees and 70 per cent from the Big Five, which number fell to
65 per cent in 1990 and to 53 per cent in 199903] That drop was also due to
the rise of other R&D intensive companies, like ASML (Advanced Semicon-
ductor Materials Lithography) and NXP Semiconductors, which were both
spinoffs of Philips. In 2011, ASML was, with 576 million Euro, the second
largest R&D investor in the Netherlands after Philips. NXP Semiconductors
was fifth, with 193 million Euro, after Shell and DS Their high ranking
and Philips’s decrease in R&D investments are closely related, due to the
process of disintegration. In the 1980s, most large integrated companies
started to concentrate on their core business because of decreasing efficiency
of internal supply and growing competition of specialised suppliers.

Philips started as early as the 1960s to outsource supply functions such
as paper and cardboard manufacturing, later followed by more complex
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products. ASML had its origin in Philips. Its history illustrates that focusing
on core business is not always the main argument for outsourcing. In the
1960s, Philips had started the in-house development of photolithographic
machines for manufacturing integrated circuits to overcome production
problems. When that became too expensive for internal supply only, Philips
started to sell the machines externally. In 1982, IBM was the first customer.
In 1984, ASM Lithography—later ASML—was founded. It was a joint ven-
ture between Philips and ASMI (Advanced Semiconductor Materials Inter-
national) that since 1968 had made chip manufacturing equipment and
brought experience and its customer network. Gradually Philips reduced
its 50 per cent share to zero in 2004. A supplier-customer relation, where
exchange of knowledge was crucial, remaine Also with other firms,
especially when vital supplies were outsourced, former interfirm knowledge
transfer started to cross company borders. That could even lead to so-called
co-makership relations with joint R&D endeavours.

In the 1970s, relations between R&D intensive firms and the public
knowledge infrastructure also changed. Joint research programmes with
universities and public knowledge institutes increased because the indus-
trial laboratories had less financial funds and more need to offer short-term
results. At the same time, governmental budgets for universities and public
knowledge institutes decreased. For them, acquiring external money became
an important lifeline and even a prerequisite on which they were evaluated.

Expansion of the Public Knowledge Infrastructure

The development of the public knowledge infrastructure saw on the one
hand more public organisations with coordinating and subsidising roles
and on the other diminishing funding for academic research and the exist-
ing public research institutes. The government invested less in R&D but
increasingly wanted to have a greater say in the remaining expenditures.
While public investments should serve society, another part of the expla-
nation for the reduction lies in the economic situation. While during the
1970s, the export of natural gas backed the state finances, economising had
become inevitable in the economic crisis of the early 1980s. Early 1970s
total (private and public) R&D as percentage of GDP flattened at 2 per cent
and declined slowly from then onwards, while public R&D varied between
0.85 per cent and 0.99 per cent until the early 1990s after it declined to
around 0.65 per cent in the beginning of the 21st centur

Universities were the first who felt the pain. From 1970 onwards, the state
funding for academic research diminished and (technical) universities had to
find additional funds. In addition to research grants from the Dutch Organ-
isation for Pure Scientific Research (Nederlandse Organisatie voor Zuiver
Wetenschappelijk Onderzoek, ZWO, since 1987 NWO) and the Society for
Technical Science (Stichting Technische Wetenschappen, STW) contracts
with industry became essential. For example, around 1980, the Ministry of
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Education, Culture and Science financed 78 per cent of the capacity, which
dropped to 40 per cent in 2004. The contribution of NWO and STW rose
from around 10 per cent to 25 per cent. The percentage that was financed
out of contract research for firms rose from 12 per cent to 35 per cent’
Especially at the technical universities, an increasing number of research
projects were commissioned or joint projects with industrial researcher

This increasing state interference was rooted in a changing policy, which
started in the early 1970s with the appointment of a minister for science pol-
icy. Science should serve the public interest. The innovation memorandum of
1979 focused on technology policy and innovation in business, and argued
that science should contribute to innovation. Various programmes to stimu-
late innovation were set up, some to encourage cooperation between SMEs
and public knowledge organisations and others for specific themes, like
medical technology or information technology. The government launched
more and more narrowly defined new subsidies and programmes. In the
early 21st century, there were more than two hundred subsidy possibilities,
all with programme committees, organisations, and consortia, for program-
ming and dividing subsidie

The public knowledge infrastructure expanded with a growing num-
ber of enactments and supporting organisations and committees. Illustra-
tive of the new approach are the research programmes and institutions in
the energy sector. After the publication in 1972 of Limits to Growth by
the Club of Rome and the first energy crisis in 1973, the Dutch govern-
ment became concerned with the future energy supply. The call for research
into sustainable energy rose, and the government asked the Reactor Centre
Netherlands (Reactor Centrum Nederland, RCN) to broaden its research
to other forms of energy. Subsequently the centre was renamed Energyre-
search Centre Netherlands (Energieonderzoek Centrum Nederland, ECN).
In the same year, 1976, a National Research Programme for Wind Energy
(Nationaal Onderzoeksprogramma Windenergie, NOW) was established,
followed by other national research programmes focusing on energy stor-
age, solar energy, and coal. For every programme an expert committee had
to formulate reference points and research themes. To lead the research
programmes various organisations were established and placed under the
umbrella of ECN. TNO also established an organisation to administer
comparable research programmes focused on energy saving in the industry,
building, and transport sectors. These various organisations later merged
and became part of Senter-Novem (now Agentschap NL)

The lowering of state revenues in the 1980s also hit the public knowl-
edge institutes, such as ECN (former RCN) and TNO. The basic subsidies
meant for generic research declined. In 1983, ECN, for example, had to
cut back almost 20 per cent of its basic budge Apart from budget cuts,
the relationship between public knowledge institutes and SMEs became a
frequently discussed policy issue that continued into the 21st century. TNO,
the largest public research organisation, was followed especially critically.
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Its relationship with firms and business interest organisations changed con-
siderably when the ‘mixed form’ of TNO was restructured in 1980. Only
an advisory role remained. Moreover, TNO had to abandon the coordina-
tion of industrial research and focus on the market by offering contract
researchf®] Research projects on the request of business interest organisa-
tions, who circulated the outcomes to their members or in the sector, could
only be executed when paid for. Although TNO could serve SMEs via their
business associations or contract research, the large R&D intensive com-
panies and small high-tech companies became its main contract partner

From the 1970s onwards, the private and public knowledge infrastruc-
ture were confronted with decreasing funds and became more intertwined.
The government, in contrast to the period before 1970, interfered more in
the content. For the public knowledge institutes, contract research became
more important, while delivering free knowledge became less important.
Business interest associations still played an important role in disseminat-
ing research outcomes to their members, although more often generated by
exclusive contracts with those public organisations.

THE DUTCH KNOWLEDGE INFRASTRUCTURE
COMPARED WITH THE UNITED STATES

Focusing on the development of the knowledge infrastructure in the
Netherlands—a CME according to Hall and Soskice—raises the ques-
tion of whether this is unique to one country. Can the same mechanisms be
observed in other countries with a comparable business system or even in
a country with a LME? To answer these questions, we make a comparison
with the knowledge infrastructure in the United States (labelled as a LME).

The Dutch knowledge infrastructure had a substantial number of LME
characteristics in the period before 1910. Therefore, it is not surprising
that there are various resemblances with the knowledge infrastructure in
the United States. As in the Netherlands the involvement of the US fed-
eral government in the public knowledge infrastructure was limited. Both
governments focused on the same kind of activities: higher education and
agriculture. Besides a land-grant programme for state universities focusing
on science and technology, the US federal government invested in locally
based agricultural research organisations, the main purpose of which was
the dissemination of knowledge and new discoveries,®] The most impor-
tant difference between the knowledge infrastructures of both countries
was the larger number of industrial R&D laboratories in the United States.
While around 1900 quality control and tests of raw materials and interme-
diate products were the main activities in the industrial laboratories in the
Netherlands, R&D in US firms was aimed at diversification and expansion.
Electro-technical and chemical companies in the United States had soon fol-
lowed the example of German dyestuffs companies that were the first to
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start industrial research to improve existing and develop new products. In
1900, General Electric decided to follow the German example and start an
in-house research facility}] Commercial and technological threats played a
decisive role in starting research facilities. The American chemical company
DuPont started R&D in 1902, and in 1903 in response to plans of its main
customers, the army and navy, it began to produce explosives and gunpow-
der. Building an internal research laboratory and organising its activities and
integrating it in the organisation, however, was not an easy task. The ear-
lier practice of integrating inventions from independent inventors had to be
adjusted to internal development and innovationl®] There was one feature,
the absence of a Dutch patent law, that was almost unique in this period.
Switzerland was the only country that, from 1850 to 1907, also lacked a
patent lawB The US patent system ‘provided the first and true inventor of
a device with an exclusive property right’, and ‘inventors had to be indi-
viduals’. Therefore obtaining patents on the markets was costly especially
those from outside sources. The patent department of the American Bell
Telephone company, for example, recommended in 1894 against purchas-
ing most of the seventy-three patents from outside the company because the
asking price was often thousands of dollars{®] The growing international
markets for patent protection illustrate that around 1900 not it was not
only the Dutch knowledge infrastructure that was oriented towards interna-
tional markets. This globalisation and resemblance of national knowledge
infrastructure were interrelated developments.

An important feature of the Dutch knowledge infrastructure in the inter-
war period was the cooperation between private and public organisations
resulting in ‘mixed’ knowledge organisations in which public as well as pri-
vate actors participated. Some of these knowledge organisations were initi-
ated by business interest associations. Although associations in the United
States cooperated in R&D and educational projects, the federal govern-
ment was less active, only in military R&D during the First World Wa
If this endorses the assumption that in a LME the government involvement
in the knowledge infrastructure is limited, this remains a question because
in the United Kingdom (also labelled as a LME) the government had an
active role@ Although the private knowledge infrastructure in the United
States had also some CME characteristics, like cooperative R&D projects,
knowledge exchange via the market, private funding, and exclusivity were
dominant. The number as well as the size of private industrial laborato-
ries grew. These R&D intensive firms, like chemical, electro-technical, and
petroleum companies invested in their internal knowledge reservoir. R&D
became more important when the US antitrust legislation made diversifica-
tion by mergers and acquisition increasingly difficult. These industrial labo-
ratories contributed to expansion by developing in-house inventions as well
as acquiring external knowledge via patents or firms

After the Second World War, the US government got a more active role
in the development of the knowledge infrastructure. This involvement,



The Dutch Knowledge Infrastructure 147

however, had another—more LME—characteristic than in the Netherlands.
Of prime importance was the report from Vannevar Bush, entitled Science:
The Endless Frontier. Bush had been director of the Office of Scientific
Research and Development that had been established in 1941 to coordi-
nate military research proposed to invest in more fundamental research.
He argued that for the US military and technological advances, like radar,
basic research from Europe had been of prime importance. A solid national
knowledge base would be essential for further scientific and technical prog-
ress. He proposed to establish a National Research Foundation with a coor-
dinating role between government departments, the military, universities,
and industry. Moreover, federal funds should stimulate basic research in
universities. The government decided gnly to take its financial role. The idea
of a coordinating role was rejectedl’] This illustrates the more LME-like
attitude of the US government that also delegated the research activities to
universities instead of founding governmental research organisations. The
public funding and public procurement that was stimulated by the concern
for national security was positive for R&D of the US high-tech companies
and affected the private knowledge infrastructure. The general attention for
more fundamental research as well as the increase in academic efforts stimu-
lated large industrial companies like DuPont, General Electric, and AT&T
to expand their R&D, focusing more on scientific and fundamental research
and taking a long-term perspectiv

In the period from the 1970s onwards, the knowledge infrastructure in
the United States became more comparable with the Dutch. The large indus-
trial research laboratories that had been dominant elements in the private
knowledge infrastructure became less important. The period of strong faith
in research came to an end. Firms cut their R&D budgets, especially on
fundamental research. Market needs were playing a more directive role’]
Like in the Netherlands, large diversified US firms started to focus on core
tasks with disinvesting and outsourcing as a consequence. At the same time,
the number of small high-tech firms increased due to upcoming sectors like
ICT and biotechnology. An important difference between the United States
and the Netherlands was the early expansion of venture capital since 1980
that contributed to the increase in start-ups in the United State The pub-
lic knowledge infrastructure of both countries differed with regard to public
funding, but converged in the direction of a more market-oriented public
knowledge infrastructure. While in the United States, an explicit industrial or
innovation policy was lacking, the federal government continued to support
industrial R&D from the demand as well as supply side. The defence-related
R&D investments and defence procurement continued and, at the end of the
20th century, also investments in health-related research increased substan-
tially. These federal expenditures have stimulated the emergence of the US
biotechnology secto’] Like in the Netherlands, knowledge transfer via the
market relations gained in importance. During the 1980s, for example, pri-
vate appropriation of government-sponsored research became acceptable,
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while initially the policy had been that results from public-funded research
should be freely available. The Bahy-Dole Act of 1980 encouraged patent-
ing by nonprofit organisation This convergence of these two knowledge
infrastructures from two different countries—labelled as CME and LME—
around 2000 is comparable to the picture of around 1900. Further research,
however, is needed to prove if this conclusion also holds for knowledge
infrastructures in other business systems.

CONCLUSION: CHANGES IN THE DUTCH
KNOWLEDGE INFRASTRUCTURE

In the period from 1870 to the early 21st century, the Dutch knowledge
infrastructure expanded enormously and made firms less dependent on
foreign knowledge sources. Because knowledge exchange is in nature
international in character, firms never focus on the national knowledge
infrastructure alone, regardless of its strength. This is even less the case in
a small country like the Netherlands. Nevertheless, the number of national
knowledge institutes, private as well as public, had increased considerably
during the 20th century.

From 1870 to 1910, the development of the private knowledge infra-
structure differed from that of the public knowledge infrastructure. There
were more private than public knowledge organisations. The main features
were limited government involvement, the dominance of knowledge transfer
via market contracts, and the absence of a patent law. The first two aspects
are—in terms of Hall and Soskice—illustrative for a more liberal market
economy. The legal environment, however, made licenses less important.

Seen in the light of the VoC approach, the knowledge infrastructure in
the period from 1910 to 1970 gives a more nuanced picture. The increasing
number of new public knowledge institutes was initiated by a variation of
stakeholders, firms, and business interest associations, as well as the govern-
ment. They often also contributed financially and/or were represented in the
board of the new knowledge institutes. The public institutes were oriented
towards a large part of Dutch business, including SMEs. Only contacts with
the large R&D intensive companies were scarce. As a consequence of the
‘mixed character’ of the public knowledge institutes, part of the knowledge
was exclusive—only available for, for example, association members. This
started to change after World War I when more knowledge became publicly
available, especially at TNO. During the whole period, firms were also able
to get exclusive access to TNO knowledge by commissioned research. In
the private knowledge infrastructure commercial laboratories disappeared,
and R&D intensive firms, mainly the large multinationals, started their own
research laboratories. After World War II, private R&D expanded enor-
mously, and that knowledge was exclusive in character. For the R&D inten-
sive firms, public knowledge institutes were less needed than for other parts
of the economy.



The Dutch Knowledge Infrastructure 149

To label the knowledge infrastructure in the period 1910-1970, we
should make a distinction between the private and the public knowledge
infrastructure. During the whole period, the LME features were dominant
in the private knowledge infrastructure. For the industrial R&D laborato-
ries licenses and market contracts were of prime importance, and the secrecy
of most developments contributed to the exclusiveness of knowledge. R&D
cooperation between these laboratories was uncommon. The public infra-
structure was a combination of LME and CME characteristics: private as
well as public funding, cooperation between various stakeholders to guide
research as well as research contracts. After World War II, when the gov-
ernment involvement in the public knowledge infrastructure increased, it
became more CME-like. While cooperation that is labelled as characteristic
of CMEs could lead to limited access to knowledge, government involve-
ment led to an increase in freely available knowledge.

From 1970 onwards, the character of the public and private knowledge
infrastructure changed considerably. For public knowledge institutes, pri-
vate contracts became increasingly important. They became more oriented
towards the (large) R&D intensive companies, while government required
that they should serve SMEs. In the private knowledge infrastructure, the
importance of the industrial laboratories diminished and the decreasing size
led to more external cooperation, stimulated by the mantra of open inno-
vation. Since the end of the 20th century, the knowledge infrastructure is
subject to returning changes that are closely related to the versatile tech-
nological and innovation policy. Due to the increasing importance of the
market in the knowledge infrastructure in this period, it can be labelled as
more LME-like. This, however, does not mean that there is no government
involvement. On the contrary, its guidance only increased.

The major driving forces behind these changes varied over the course of
time. The expansion of the education system had a large impact. The influx
of engineers in business and society and the increasing importance attached
to scientific knowledge contributed considerably to the expansion of the
public and private knowledge infrastructure from 1910 onwards. After
1910, business interest organisations were important initiators of the public
knowledge institutes. The role of the government increased during the cen-
tury. Before 1970, the government mostly supported plans initiated by oth-
ers; later it launched more initiatives. The private knowledge infrastructure
was, of course, mainly initiated by entrepreneurs or private firms.

These initiators of change bring us back to Hall and Thelen’s conclu-
sions with regards to change. We can add that with regard to the develop-
ment of the knowledge infrastructure, alongside firms and the government,
also other actors are important, like academics, business interest associa-
tions, and the knowledge institutes themselves. The observation that also
the business interest associations became important drivers of change illus-
trates that organisations that are typical features of a coordinated market
economy contributed to the development of the knowledge infrastructure.
When important features of the political economy are themselves important
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initiators of change, this raises the question of whether CMEs also change
in another way than do LMEs.

Another assumption is that changes in one sphere of the economy are
related to changes in other spheres of the economy. This is visible in the
development of the Dutch knowledge infrastructure. Initiatives for new
institutes were related to a more educated workforce, and the growth of
business interest organisations led to new knowledge institutes. Especially
two of the mechanisms of change from Hall and Thelen were visible: reform
and reinterpretation. Reform, however, was the more obvious, although not
only the government but also other actors played a role. More important
than legal reform was reform of informal institutions. How people judged
the relevance of (the type of) knowledge and knowledge sources. Reinterpre-
tation was only visible in a few circumstances, shortly after new organisa-
tions were established. Defection was absent. This is not surprising because
Hall and Thelen’s mechanisms are more suitable for changes in more legally
determined labour relations than for relations to acquire knowledge.

We have illustrated that the strength of a national public knowledge
infrastructure increases firms’ knowledge-building opportunities but also
that their freedom to acquire knowledge from private and foreign sources
is unlimited. The expectations of government investments in public knowl-
edge institutes should therefore not be overestimated.

Appendix

Table 6.2 Number of students in technical daytime education

Extended
junior Intermediate
Junior technical technical
technical schools or schools Polytechnics
schools, extended (after 1957, (after 1905, Evening or
craft craft technical technical part-time
schools schools colleges) universities) Total  courses
1870 422 175 171 768 2,692
1875 803 350 263 1,416 6,506
1880 757 700 224 1,681 6,625
1885 718 1,050 319 2,087 6,265
1890 1,145 1,400 255 2,800 7,116
1895 2,543 1,200 420 4,163 10,050
1900 3,218 1,245 784 5247 13,772
1905 4,902 2,434 1,123 8,459 17,327

(Continued)
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Table 6.2 (Continued)
Extended
junior Intermediate

Junior technical technical

technical schools or schools Polytechnics

schools, extended (after 1957, (after 1905, Evening or

craft craft technical technical part-time

schools schools  colleges) universities) Total  courses
1910 6,924 2,592 1,179 10,695 22,328
1915 10,506 3,496 1,371 15,373 25,171
1920 11,808 3,213 2,393 17,414 30,292
1925 17,791 2,511 1,675 21,977 34,273
1930 20,940 3,268 1,743 25,951 39,928
1935 29,699 3,188 1,842 34,729 33,238
1938 31,143 4,105 1,838 37,086 43,501
1945 36,722 600 7,442 4,072 48,836 31,280
1950 52,995 1,374 9,505 5,615 69,489 61,015
1955 63,693 3,636 11,003 5,062 83,394 67,985
1960 111,703 9,945 12,543 7,916 142,107 83,733
1964 129,297 16,394 15,082 9,803 170,576 103,338

Source: Baggen, Faber, and Homburg, ‘The rise of a knowledge society’, 277.
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7 Multinationals as Agents
of Change

Keetie Sluyterman and Ben Wubs

INTRODUCTION

In the introduction to this volume it was argued that national business sys-
tems differ between countries but are not static. They change over time,
though that does not mean all systems converge to one point. This chap-
ter analyses the role of multinational companies in supporting or chang-
ing national business systems. In the Varieties of Capitalism literature the
role of multinational companies is perceived in different ways. In theory
companies working in different institutional environments would be the
logical instruments (intermediaries) in bringing countries and their institu-
tions closer together. But is this indeed the role multinationals played? We
addressed this question before on the basis of two multinationals (Royal
Dutch Shell and the Dutch subsidiary of Sara Lee), but in this chapter we
delve deeper into this issue and have included more companie
Multinational companies support globalisation of markets through
internalising both production and services, but what is their influence on
national business systems? In 2001, Glenn Morgan assumed that firms
crossing institutional and national divides would not converge towards
one single model of_the ‘global firm’, but would continue to show diver-
sity and divergenceﬂ In order to have any impact on the national busi-
ness systems of host or home country, multinationals would first have to
develop strong global capabilities and organisational structure. Whitley
argued that this would be possible in theory, but unlikely to happen in
reality. Multinational companies from distinctive and cohesive business
systems, such as the German or Japanese system, tend to seek collabo-
ration abroad with companies from their own country, and as a conse-
quence their interaction with the host country will be limited. On the
other hand, companies from countries with arm’s length coordination
such as the United States will manage their overseas operations in the
same arm’s length way, limiting themselves to financial steering, and as a
consequence have also little impact on the host economy, again according
to Whitley. Following his arguments, in either case, the multinationals
may become organisationally more complex, but are unlikely to develop
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new global institutions that subsequently will contribute to the change of
national business systems|

Eight years later, in 2009, Glenn Morgan returned to the question of
whether multinationals reduce or increase diversity in national business sys-
tems. He wanted to move away from the convergence/divergence debate by
focusing on the diversity within national business systems. Do multination-
als create more diversity within national systems, do they reduce diversity,
or do they have relatively little impact on diversity within the national sys-
tems? He came to the conclusion that the impact of multinational com-
panies depended on the type of multinational and on the existing model
of capitalism. In coordinated market economies such as Germany and the
Scandinavian countries and in liberal market economies such as the United
States, he expected more diversity as a consequence of multinational activ-
ity. In business systems in which the state and big business worked so closely
together as in Japan, he expected less diversity but also less impact from mul-
tinationals. In the developmental states multinationals would have a larger
impact and would therefore create more diversity. In most cases, therefore,
multinationals would increase national diversityt] Once notion of diversity
and change in capitalist systems is accepted, the question arises as to how
change is created and who the relevant actors might be. Colin Crouch intro-
duced the concept of the ‘institutional entrepreneur’, who departs from the
familiar path by recombining exiting elements in a new way] It is interest-
ing to find out whether perhaps managers of multinationals acted as such
‘institutional entrepreneurs’.

One aspect of this increasing diversity has caused particular concern in
the Netherlands: the rising inequality in income and increased insecurity
about jobs. While some of the senior executives pocketed large incomes and
bonuses, for many others incomes remained stable and insecurity increased.
Leo McCann, John Hassard, and Jonathan Morris compared the position
of middle managers in five large companies in the United States, United
Kingdom, and Japan in recent years. They concluded that in all three coun-
tries middle management became more skilled and accepted higher levels
of responsibility and a larger span of control. As a consequence they faced
an increased workload and greater work intensity. At the same time, their
career expectations became less secure. These developments took place in
both coordinated and liberal market economies, and the authors linked
these to the growing complexities and interconnections of contemporary
capitalis

In analysing developments during the 20th century, it is important to
keep in mind that periods of globalisation and deglobalisation alternated.
We use the term ‘globalisation’ in the way economists tend to interpret it,
as a process in which commodity, labour, and capital markets as well as
consumer markets and technology become integrated on a global scale,] The
19th century saw the rise of the first ‘golden age of globalization’, as Findlay
and O’Rourke term it. They explain it as the culmination of the Industrial
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Revolution, which brought technologies to speed up trade and increase the
economic interaction between all the world’s regions. Though at the end of
the 19th century, they see the first signs of a backlash against globalisation
in the form of tariffs and measures against immigration; these measures did
not yet impact on the rapid growth of world trade and the integration of
commodity marketsﬁ Equally buoying were the capital markets, accord-
ing to Obstfeld and Taylor. As more and more countries adopted the gold
standard, a flourishing global capital market developed with London as its
undisputed centre. No protectionist measures hindered the movement of
capital from country to countr

The First World War brought this global economic integration to an
abrupt end. The attempt to recreate the prewar globalisation in the 1920s
failed because of the disruptive consequence of the Depression of the
1930s and the subsequent Second World War. Protectionist trade measures
abounded, and financial markets became closely regulated. While interna-
tional trade between the OECD countries resumed after the Second World
War, the world economy as a whole showed further disintegration as a con-
sequence of the Cold War and the process of decolonisation. This was true
for trade and even more for capital markets. Seeing unregulated capital mar-
kets as the cause of the 1930s Depression, governments restrained private
capital movements.

The 1970s formed again a turning point. After the introduction of float-
ing exchange rates in the industrial countries, governments reduced or lifted
capital account restrictions. In the 1970s and 1980s, Latin America, Asia,
and Africa started to open up to trade and investment from the rest of the
world, and during the 1990s, this process accelerated. The 1990s ratio of
world trade to GDP became higher than ever before, and the same was true
for the ratio of foreign direct investment to GDP. A second age of globalisa-
tion had materialise In this chapter we study the impact of multinational
enterprises on the Dutch business system during the 20th century, while also
taking on board the different phases of globalisation.

For a country with an open economy such as the Netherlands the study
of multinational companies in relation to its national business system is
particular relevant. For much of the 20th century, the Netherlands belonged
to the world’s top foreign direct investor In rankings the United States
and the United Kingdom always came first, but in the mid-20th century,
the Netherlands followed these countries closely, ahead of most other
European countries, and in other periods it easily belonged in the top five
in the world (see| Table 7. II) In 1938, the Netherlands had about 10 per
cent of all outward stock of FDI in the world. Although the Dutch share
in world FDI decreased in due course by 2003, it still had 6 per cent of
the world outward stock, close to the figures of the largest economies in
Europe in the 2000s. However, measured as a percentage of GDP the Dutch
figures were by far the highest in the world during the greater part of the
20th century.
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DUTCH MULTINATIONALS AND THE RISE OF THE
COORDINATED MARKET ECONOMY

During the period 1895-1914, business life was surprisingly international,
and Dutch business made ample use of the international opportunities. The
prospering colony in Asia contributed to business in general and to the inter-
national outlook of businesspeople in particular. Banks, trading companies,
agricultural enterprises, and shipping companies all profited from business
relations with the Dutch Indies. In this period, in 1907, Royal Dutch Shell
was formed through the alliance of the Royal Dutch Petroleum Company
(60 per cent) and the British ‘Shell’ Transport and Trading Company (40 per
cent) It was and remained the largest multinational headquartered in the
Netherlands. Apart from the colonies, in particular the Dutch East Indies,
Germany became an important host country for Dutch companies. In due
time, Germany became one of Royal Dutch’s key markets and evolved into
a major host for the oil company’s investments. The margarine manufactur-
ers Van den Bergh and Jurgens, Unilever’s forerunners, set up factories in
Germany as early as the 1880s after the Bismarck administration levied a
tariff on margarine}!

The First World War disrupted international trade and thus seriously
affected the Netherlands, even though the country remained neutral
throughout the war. The war had an impact on how government, business,
and employees interacted with each other. For a country greatly relying on
the import of raw materials and intermediate goods, this disruption needed
to be addressed by a joint effort from government and business As the
government had not much experience in managing the economy, it relied
to a large extent on the expertise of the companies In harnessing this
experience, the government encouraged businesses to work together. At the
same time, multinationals suddenly found their operations situated in coun-
tries that were at war with each other. They were confronted with difficult
questions of loyalty towards the home or host country. For instance, Royal
Dutch Petroleum Company underlined its positioning in a neutral coun-
try, and allowed its German subsidiary to support the German war effort,
while its British partner ‘Shell’ Transport and Trading supported the British
war effor Nationality became an important issue that companies had to
address seriously.

In the chaos created by the war, the government of each country wanted
to look after its own citizens as well as it could, and the economy should
serve the country. Multinationals were encouraged to integrate their pro-
duction chain within national borders. Before the First World War, the mar-
garine producers Van den Bergh, predecessor of Unilever, imported its raw
materials via Great Britain, then produced the margarine in the Netherlands
and Germany, and exported most of it again to Great Britain. Such a divi-
sion of labour was no longer possible during the war. In this case, it led to
local production in Britai
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The war also led to closer collaboration between employers and employ-
ees and a better regulation of labour conditions. In some industries, in par-
ticular the printing industry, employers and employees experimented with
collective labour agreements in combination with_cartel agreements on
prices and terms of delivery to organise the secto Rethinking capitalist
organisation got a new sense of urgency after the Russian Revolution in
1917, which demonstrated the power of the Marxist ideology. A year later,
the Dutch labour movement succeeded in getting the eight-hour working
day they had campaigned for so lon

The end of the war did not bring the longed-for return to normality.
The continued economic chaos disqualified the ‘free market’ ideology and
the absent government. The economy seemed to need some guidance either
from businesses through agreements or from government. The state had
taken on some responsibilities for social welfare, and progressive managers
did the same. The electronics company Philips was among the modern com-
panies that wanted to give social work a prominent plac 2] As chairman of
the Dutch employers’ organisation, Anton Philips explained that in compa-
nies in which ownership and management had become separated, managers
had a greater measure of freedom to look after the interests of the work-
force. After all, managers were part of the workforce. They felt no need to
pursue the interests of the shareholders with the same single-mindedness as
owners might have done]

In the interwar years, foreign trade did not return to its prewar levels.
However, foreign direct investment continued to grow, and this was also
true for the Netherlands. Good financial results during and right after the
war enabled the large Dutch companies to invest abroad. In addition, at
the beginning of the 1920s, the strong Dutch guilder was a great advantage
compared to the weak mark of the German rivals. After the mark’s depre-
ciation, the Dutch took over numerous German companies Besides, the
Dutch big companies had access to cheaper capital than their local rivals
via the Amsterdam and London stock exchanges and the expansion of the
Dutch banking system during the 19205 German acquisitions were mostly
financed through the Dutch capital market. Van den Bergh and Jurgens
bought oil mills and other margarine factories, but they expanded also in
other directions of the supply chain in Germany in this period

Rough estimates suggest that the Dutch share in the world’s stock of
foreign direct investment increased from 6 per cent in 1914 to 10 per cent
in 1938. However, the majority of these investments were in the Dutch East
Indies. Germany and the United States ranked second and third. In 1938,
the Netherlands was the third largest direct investor in the United States,
after the United Kingdom and Canada ( se) International invest-
ments took the form of greenfield investments and acquisitions, as well as
cross-border mergers. Through another Anglo-Dutch merger, Unilever was
formed in 1929. In the same year the artificial silk company ENKA merged
with the much larger German company Glanzstoff into the Dutch holding



162 Keetie Sluyterman and Ben Wubs

company AKU. Thus three of the large Dutch manufacturing multinational
companies had been a result of a cross-border merger. The fourth large mul-
tinational company that developed rapidly during the interwar years was
the electronics firm Philips. Alongside these large multinationals a number
of smaller companies set up foreign activities. Dutch companies expanded
abroad because the Dutch market was too small for further expansion. In
the 1930s, they frequently felt obliged to set up production abroad because
of protectionist measures in foreign market

In the 1930s, the large Dutch manufacturing multinationals had the feel-
ing that their special interests in the increasingly protectionist international
world, particularly in Germany, were not adequately understood by the
government. Philips, therefore, organised a meeting between representatives
of the major Dutch multinationals to discuss their issues with regard to
international tariffs, fiscal rules, work permits, and licenses to establish a
business. The meeting was intended to discuss how the companies could
explain these issues to the government officials and enlist their help. This
initiative led to establishment of an informal group in 1934 that focused on
providing information to the government. During the 1930s, the Contact
Committee was not very effective in their lobby towards the Dutch govern-
ment|?’ [This would change rapidly.

During the Second World War, the Netherlands was occupied by the Ger-
mans. The country was no longer neutral in this conflict, as it had been dur-
ing the First World War, and as a consequence, communication lines within
the multinationals were cut off. Dutch headquarters could no longer reach
their overseas subsidiaries. Management that resided overseas could no lon-
ger contact headquarters. However, through the establishment of overseas
trusts and legal provisions of the Dutch exile government in London Royal
Dutch, Philips and Unilever were able to continue their activities in Allied
countries, Axis, and neutral countries. The goodwill between the Dutch
big multinationals, the British government, and the Dutch government in
exile helped the companies to defy the challenges of the British Trading
with the Enemy Act during the entire war. Philips proudly claimed in an
advertisement in London in August 1940: ‘A world organisation carries
on![?] The disruption of the war meant that once again the foreign subsid-
iaries had to deal with the local situation as best as they could. It fostered
their independence and reinforced the decentralised structures of the Dutch
multinational

Company executives from the major Dutch multinationals residing in
London (mainly Shell, Unilever, and Philips) discussed the important eco-
nomic and social issues that would face the Netherlands after the end the
war. In fact, the meetings of these industrialists, organised by Unilever’s
chairman, Paul Rijkens, were partly a continuation of the prewar Contact
Committee of Dutch large multinationals. They were convinced that close
contacts with Great Britain and the United States would be essential for the
future economic prosperity of the Netherlands. The country had focused
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too long on Dutch-German trade relations They were also of the opinion
that securing sustainable full employment would be the key responsibility of
companies after the war. The senior managers had also become convinced
that in a free market economy the state had to play a crucial role in safe-
guarding sound economic developmen Managers in the Netherlands had
very similar ideas about the need for a joint effort to rebuild the country
after the war. During the last months of the war, the managing director
of Heineken, D.U. Stikker, gathered representatives of the employees’ and
employers’ organisations, which had been dissolved by the Germans. They
worked together in the creation of a private organisation for collabora-
tion between employers and employees. Two days after the liberation of
the country, Stikker announced the establishment of the Stichting van de
Arbeid (Foundation of Labour). Employers were asked to ‘keep their facto-
ries open’, and employees were encouraged to ‘do their duty’

FOREIGN MULTINATIONALS BEFORE WORLD WAR II

The Netherlands was not only the home country of several multinationals,
but it also became host to several foreign companies, from neighbouring
countries like Germany, Belgium, France, and Great Britain, as well as US
multinationals. For instance, Standard Oil dominated the Dutch market for
kerosene in the early 20th century. Until the formation of the Dutch State
Mines in 1902, the Dutch government had a rather liberal attitude towards
foreign investors in coalmining—and to foreign investments in general. The
private mines were for the greater part in the hands of French, Belgium, and
German mining companies. Foreign companies invested in new technology
and new industries, like telegraph, railways, telephone, chemicals, and oil.
They were responsible for the necessary technology transfer to the Nether-
lands and therefore generally welcomed by the Dutch government, which
only occasionally discriminated against foreign companies}’

German investments in the Netherlands originated in the conditions of
integrated economic relations between the Netherlands and Germany since
the end of the 19th century. Their geographical position, connected by the
Rhine and several railways, had led them to cross-border economic coop-
eration. From the 1870s on, the Ruhr area developed into the most impor-
tant industrial centre of Europe, while the port of Rotterdam became the
most important deep sea port of Europ Around 1900, 68 per cent of
Rotterdam’s transit traffic was directed towards the German hinterlan
These extensive trade relations also led to mutual cross-border investments.

The First World War transformed the global investment patterns dra-
matically. After the First World War, the Netherlands would become an
important safe haven for German companies. As a result of the war and
the ensuing Treaty of Versailles, German companies had lost their assets in
the Allied countries. Through participations in Dutch sales organisations
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and Dutch banks, German international business created new opportuni-
ties on the world marke Many German banks found their way to this
neutral country after their foreign branches in London, Brussels, Antwerp,
and Paris had liquidated. In 1924, according to a high-ranking officer of
the German Foreign Office, Amsterdam had become the most important
financial centre for German banking In conclusion, during the 1920s,
despite economic nationalism, trade and financial relations between the
Netherlands and Germany increased tremendously. In general, the Germans
adapted largely to the Dutch business system, as most activities were done
under Dutch disguise, hidden from the Allies. The crisis at the end of the
decade caused an unprecedented shock in Dutch-German economic rela-
tions; economic nationalism and Nazi autarky undermined the position of
the Netherlands and its commercial activities with its hinterland, but would
not end the extensive cross-border investments.

Compared to the German foreign investments, the number of American
companies in the Netherlands was relatively small before 1940. The first
American company that had started manufacturing operations in the Neth-
erlands in 1896 was food manufacturer Quaker Oats. A little earlier, Singer
Company, Pure Oil, Mobil Oil, and Standard Oil had set up storage facili-
ties and sales offices in the Netherlands In the 1920s, IBM had appointed
agents, and movie and radio companies Fox, MGM, and RCA had set up
their sales offices. Eastman Kodak established a Dutch subsidiary in 1929,
while Ford built an assembly plant in Amsterdam in the early 1930s, which
was exceptionally large.

Henry Ford’s foreign investment strategy was to make only greenfield
investments for new assembly plants, and wherever possible, tracts of land
were purchased. Ford’s strategy was to maintain complete control of all for-
eign subsidiaries. He was, however, well aware of the lingering anti-American
feeling in Europe, and he therefore decided to allow local investors to par-
ticipate in subsidiaries up to less than 50 per cent. The first Board of Direc-
tors of Ford Netherlands (NV Nederlandsche Ford Automobiel Fabriek)
thus included several important Dutch businessmen. Ford also felt that this
move would make it easier to find local capital for building new factories.
In 1931, Ford decided to build a completely new factory in Amsterdam.
Although the municipality of Amsterdam pursued a policy of land leases, it
was willing to make an exception for Ford Netherlands because of the rising
unemployment in the early 1930s. Ford Netherlands acquired, almost free
of charge, a large tract of land fronting water. The Amsterdam assembly
plant was, like the earlier Rotterdam factory, wholly designed by Detroit
engineers. Work methods and procedures were copied straight from the
American factorie The Ford case clearly shows that the American mul-
tinational was adapting itself to the Dutch business system, using a Dutch
company name, Dutch board members, and even Dutch capital, which
fitted also perfectly in the nationalist atmosphere of the interwar period.
However, Ford’s adaptation was only partial. Ford invested according to his
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own requirements and introduced American production and management
methods in the Netherlands. The local government was rather flexible and
prepared to meet the requirements of the foreign investor.

MULTINATIONALS AND THE COORDINATED DUTCH
BUSINESS SYSTEM AFTER WORLD WAR II

In the second half of the 20th century, both inward and outward investment
flows in the Netherlands increased substantially, as shows. From
1948 on, outward investment flows were nearly always higher than inward
flows. Particularly striking in the FDI figures is the huge increase of both
inward and outward direct investment during the 1990s, and the volatility
of these figures in the 21st century.

After the Second World War, many people in the Netherlands consid-
ered a close and constructive cooperation between government, employ-
ers’ organisations, and trade unions as an essential condition for economic
growth and prosperity. Within the context of the coordinated market econ-
omy the entrepreneur had the duty to contribute to the overall objectives of
economic policy. Economic growth and full employment were the two main
objectives to which the companies certainly wished to contribute. Philips
gives a good illustration of this point of view. In its 1946 articles of associa-
tion, the company formulated two goals: a long-term welfare policy and the
creation of as many useful jobs as possible, to serve the best interests of all
those who were involved with the compan)'
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Top management placed the interest of the employees above those of
the shareholders. In their own public presentations the companies tended
to underline the importance of the continuity of the company rather than
making profits. Continuity had become important due to the increasing
capital intensity of the production, which required large investments that
only delivered income on the longer term. Moreover, continuity made it
possible to build up a lasting relationship with the employees. Company
leaders appreciated harmonious relationships with their employees who
were informed via the work’s council in which their representatives were
allowed to give advice but initially didn’t otherwise have much say. The employ-
ers’ organisations and the trade unions worked together with the government
to establish a welfare state with an extensive social security system. At the
same time, companies had their own internal ‘welfare policy’ in the form of
social funds, holiday trips, and corporate events. The package of measures
often included a ‘social worker’ The company took care of its employees
‘from cradle to grave’.

In contrast, shareholders were not considered particularly important
stakeholders that deserved special attention. In 1952, the four large Dutch
(or partly Dutch) multinationals asked two university professors to write a
report on the importance of the company for the national economy. How-
ever, the professors did not come up with the hoped-for answer. In their
report from 1953 they argued that managers had become too powerful in
relation to the shareholders. Because companies were able to finance expan-
sion from their profits, managers seldom needed to turn to the capital mar-
ket. As a consequence managers paid insufficient attention to the interests
of the shareholders. The four multinationals found the observations of these
academics of ‘little relevance’ because the trade union leaders asked for
more power to the workers, some political parties demanded more power
for the state, but nobody was asking to give power back to the shareholders.
The outcome of the report was not widely distribute

During the interwar years, Dutch multinationals had developed decen-
tralised organisations based on national boundaries. Subsidiaries in various
countries were given a great deal of local autonomy as well as a great mea-
sure of local identity. This strategy had been useful in times of protection-
ism in the 1930s and during the Second World War. National autonomy
persisted in the 1950s and 1960s, particularly in companies such as Phil-
ips and Unilever, which produced locally for local deman The Philips
concern was seen as an ‘industrial democratic world federation’. The vari-
ous national organisations in which the Philips subsidiaries in each coun-
try were brought together kept their considerable local autonomy, though
they were also required to remain loyal to the company as a whole. Not
only were products adjusted to local taste in order to satisfy local consumers,
but national organisations were also embedded in the business systems of the
countries in which they were working, assuming some of their characteris-
tics. This decentralisation worked well as long as markets were fragmented,
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as was the case in Europe but also in Latin America, where Philips set up
many factories in the 1950s. Latin America attracted considerable invest-
ment as a consequence of its import-substituting policy. Philips’s factories
in Australia and India too worked predominantly for local market

To describe the organisation of Unilever, Fieldhouse also used the word
‘federation’ Within the Unilever concern, national organisations had
a great deal of autonomy, a tendency strengthened by the Second World
Wa This was particularly true for Unilever’s operations in the United
States. Despite the fact that its once flourishing businesses in the United
States began to fall behind the performance of its main competitors after
1945, Unilever maintained an arm’s length relationship with its US affiliates,
leaving them entirely under American management. According to Geoffrey
Jones, Unilever in general lagged behind the competition in the postwar
years, especially in detergents. He blamed this, among other reasons, on
the company’s business culture that viewed making profits as only one of
several considerations{*] In 1966, Unilever introduced a system of ‘product
co-ordination’ in Europa. However, local management kept a large measure
of freedom, and that was certainly true for the United States as well as for
developing countries. AKU also underlined the national identity of its for-
eign subsidiaries, many of which had outside shareholders in any cas L4

Dutch multinationals were slow to explore the potential advantage of
one coherent European market, perhaps because this process of integra-
tion moved forward so slowly. The reallocation of production_was not a
major preoccupation for most continental firms prior to 1971 When in
the 1970s Philips and Akzo, a merger of AKU and Koninklijke Zwanen-
berg Organon (KZO), tried to create a greater European integration of their
production facilities, they met with fierce opposition from governments and
trade unions, which wanted to the safeguard national employmen Giving
a fair amount of independence to the various local subsidiaries formed part
of the general strategy of embedding the subsidies in their local environ-
ment. In this way the Dutch multinationals supported the national business
systems, in which their subsidiaries worked.

In the late 1960s, Dutch society became critical of multinationals compa-
nies, including the Dutch companies. Multinationals were criticised for their
powerful position, the damage to the environment, the exploitation of third
world countries, and the shifting of employment to low-wage countries.
To better inform and thus influence the public, the Dutch multinationals
set up the SMO (Stichting Maatschappij en Onderneming [Foundation Soci-
ety and Company]). The multinational companies had the impression that
their continued contribution to economic growth and employment in the
Netherlands was taken too much for granted. It was difficult to get permis-
sion for reducing the number of employees unless the company was in dire
financial straits.

In 1975, when the government came with legislation that threatened
their freedom of investment, the multinationals took the unusual initiative
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of writing an open letter to the government. They complained that the
Netherlands had lost its competitive position, while its continued prosper-
ity rested on its international trade. Wages were too high and the system
of social security had become unsustainable, they argued. They asked for
more market and more room for entrepreneurship. The government and
the socialist labour union dismissed the letter as reactionary, but the letter
could also be interpreted as a pointer to the futur A few years later, when
the economy slipped into recession, the government felt forced to rethink
the organisation of the economy. Retired CEOs of the Dutch multinationals
were invited to chair governmental committees. One of these committees
studied the question of how to bring a new dynamic to the manufacturing
sector, and another one offered a new design for the national health insur-
ance in order to contain its rising cost

FOREIGN MULTINATIONALS AND THE COORDINATED
DUTCH BUSINESS SYSTEM AFTER WORLD WAR II

At the beginning of the 1950s, the Dutch government had launched an
industrialisation policy to transform the country into a modern industrial
nation and to create employment. Part of the ambitious government pro-
gramme was to attract foreign direct investments in the Netherland
Through a combination of investment subsidies, accelerated depreciation
schemes, and fiscal measures, foreign investors were attracte Because the
United States was one of the few countries with a capital surplus, the Dutch
government focused on the attraction of US multinationals at the time. As a
result, US direct investments grew rapidly during the 1960s and 1970s. The
number of US affiliates quadrupled, and the value of the total investments
even increased more than tenfold in that period

During the 1960s, the public image of US multinationals in Europe
deteriorated. Therefore, the Council of American Chambers of Commerce
(AmCham) in Europe conducted a public relations campaig The Amcham
was a private interest group set up by US companies in Europe with affiliates
in all major host nations of US investments. A 1967 report pointed out three
main problems: the colossus concept (the fear of ‘economic colonization’ by
the United States), the technological gap between European and American
companies, and the need for adaptation of American practices to European
conditions}’] The AmCham advised its members to keep low profiles and to
adapt to local conditions and national business systems.

According to the AmCham in the Netherlands, the United States had
become the largest foreign investor in the Netherlands at the end of the
1960s°] The country provided easy access to local and world markets
through the Rotterdam and Amsterdam port, and it had excellent rail and
trucking infrastructures. The Dutch government continued to welcome US
investments and offered special incentives to foreign companies prepared to
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establish production facilities in less developed areas of the country. Dutch
attitudes towards open trade and free enterprise were strong and due to the
widespread use of English, the language barrier was low. For US companies
the Netherlands therefore remained ‘the open gate to Europe’

According to the US firms, the Dutch investment climate deteriorated
rapidly after the first oil crisis. The newly elected government, headed by
the Social Democrats, announced new measures including an extension
of worker co-determination and capital gain tax. The AmCham wrote
in its annual report of 1976: ‘Holland’s attractiveness for US investment
has considerably diminished, particularly in view of proposed legislation
which would lead to loss of control and managerial freedom in business
decisions’@ The tax plan was never realised, but workers’ co-determination
was extended. During the late 1970s and early 1980s, as a result of rapidly
rising unemployment figures, subsequent cabinets started an economic policy,
the aim of which was to stimulate investments in the Netherlands, including
those of foreign companies. To that end the Ministry of Economic Affairs
set up the Netherlands Foreign Investment Agency (NFIA)L®] So at the begin-
ning of the 1980s, the Netherlands had returned to its open and welcoming
policy towards foreign companies.

American multinationals did not only show their collective discontent
with the direction in which the Dutch business system was moving during
the 1970s, but individual companies also distanced themselves from Dutch
ways of doing business. A particular interesting case in this respect is Dow
Chemical Benelux, which started up its largest chemical complex in Europe
in Terneuzen in 19645 The location was chosen because it offered Dow
an opportunity to develop an industrial complex well away from centres of
population, but with good transport links to European markets. Ownership
of the building lot was an absolute condition for Dow, whose wish could
not be met in the Rotterdam area because of Rotterdam’s long-term ground
lease constructions. In addition, the Dutch regional industry policy, includ-
ing subsidies, helped Dow in selecting Terneuzen as preferred locatio

In labour relations, Dow never liked the influence of trade unions inside
its Dutch subsidiary. Tradition and atmosphere inside the American com-
pany did not match with the collective bargaining culture in the Netherlands
at the time. In 1975, the whole Dow staff in Terneuzen received a bonus
of 10 per cent on top of their annual wages. The trade unions disapproved
of the bonus, as it was a denial of the Dutch system of Collective Labour
Agreements (CAO). Among other things, Dow’s bonus was meant to show
Dutch trade unions that the company could pursue its own remuneration
policy. Beginning in 1979, Dow did not sign a CAO anymore. Contrary
to the common pattern in the Netherlands, Dow has not negotiated with
trade unions on employment conditions since thenB Massive union cam-
paigns could not bring alteration as 75 per cent of Dow’s staff voted (under
pressure) for the abolition of the CAOL] From 1982, Dow introduced its
own remuneration system in the Netherlands, which was more performance
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related and incompatible with the Dutch collective bargaining culture at the
timel*] The new labour contract was called IAO (Individual Labour Agree-
ment) and was discussed with the Works Council (OR), which had been
mandated by law in the Netherlands since 1950

MULTINATIONALS IN A GLOBALISING WORLD

While the Netherlands were studying the need for change at the end of
the 1970s, in other countries changes had already been implemented. This
was in particularly true for the United States. In his book Supercapitalism,
Robert Reich explains how the United States in the 1950s and 1960s expe-
rienced an unprecedented prosperity, which was widely shared. Inequality
in income was reduced by progressive income taxes, good public schools,
and trade unions bargaining for higher wages. Large companies considered
it their duty to take into account the interests of all stakeholders, not just
their shareholders, and CEOs were seen as ‘corporate statesmen’, who judi-
ciously balanced private and public demands. But, according to Reich, this
system came to an end somewhere in the 1970s when ‘supercapitalism’ was
born. The result was more job insecurity, increasing inequalities of income,
less regulation, and more global Warmin Reich argues that change in
the system began with the revolution in international communications with
regard to transport (containers) and the flow of information (IT). As a con-
sequence, large national companies experienced fierce international compe-
tition, often from US companies themselves, who reduced production costs
by creating global supply chain

The study of the Dutch multinationals demonstrates how the globali-
sation of markets impacted the organisation of these companies, which
in turn changed the impact they had on the national business systems.
The strategy of competing globally required stronger coordination at the
level of business units rather than the traditional national organisation.
For instance, Unilever, Philips, and Akzo all worked hard to get a tighter
grip on their US businesses. From the mid-1970s, Unilever reasserted con-
trol over its failing US businesses. Loss-making activities were divested,
and entirely new ventures, sometimes with exactly the same activity, were
bought. The company no longer hesitated to send in European managers
to sort out problems in the United States. At the same time, the global
company obtained better access to innovation and knowledge available in
the United States. In this process of restructuring, the US businesses became
fully integrated in Unilever’s worldwide structures. Unilever also reorgan-
ised its many fragmented production units in Europe in order to achieve a
more favourable scal In 1982, Akzo acquired all the remaining shares of
its US subsidiary Akzona in order to integrate its activities in the pharma-
ceutical and specialty chemical fields Worldwid Otherwise, the company
had already introduced a multidivisional structure in 1970, when AKU and
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KZO merged into Akz The majority of shares in Philips’s main subsid-
iary in the United States, North America Philips Corporation, were still in
the hands of the US Philips Trust, set up just before the Second World War
to keep this part of the business out of German hands. The Trust had a
large measure of independence from Philips. However, in 1987, after legal
skirmishes, the Trust was ended. At the same time, Philips bought out the
remaining shareholders of the North America Philips Corporation, taking
full control of its US activities Ending the independent position of the US
affiliates made it easier for Philips and Unilever to move from a national-
based organisation to one focused on business units. For Philips this was
a problem of long standing, because in the past local embeddedness had
been one of its strengths. However, national variations in product specifica-
tions and marketing were no longer considered desirable in the developing
global market. The same products were to be marketed worldwide and
produced wherever it was most advantageous to the company. This strat-
egy led to a major shake-up of the company in the late 1980s, when the
business (product) organisations at long last triumphed over the national
organisations}’]

In the 1980s and 1990s, the relationship between managers, employees,
and shareholders changed substantially. Shareholders or their representa-
tives kept a closer watch over company performance and put greater pres-
sure on top management. While in the 1950s and 1960s, senior managers
had underlined their broader responsibilities to take care of the interests of
all stakeholders, including employees, customers, shareholders, and society
at large, in the 1990s, they unreservedly placed the emphasis on sharehold-
ers as the most important stakeholders.

Though managers and shareholders were obviously aware that the long-
term interests of the shareholders were best served by a broader stakeholder
approach, and for that reason the contrast should not be exaggerated,
there was undeniably a shift in emphasis both in verbal expressions and in
actions. Important in this context was the introduction of reward systems
directly linked to increases in shareholders’ value. The multinationals had
to develop reward systems that satisfied their increasingly international top
management. For instance, when Heineken engaged in a number of large
international acquisitions in the early 21st century, it had to find a middle
way between different national reward systems, some of which were decid-
edly more ambitious and generous than the Dutch syste

Employees were no longer encouraged to remain their whole work-
ing life with one employer. In 1946, Philips had included the provision of
employment in the Netherlands as an important company goal in its arti-
cles of association. In the 1980s, this goal was removed from the articles
of associationt’{ As it was no longer deemed necessary to shape lifelong
relationships with employees, social programmes such as housing, medical
careand entertainment were ended or turned into a sponsorship relation-
ship nilever imposed higher demands on its managers, on the one hand
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ending managers’ employment if their achievements were considered sub-
standard, and_on the other hand generously rewarding managers for good
perforrnance Employees were encouraged to increase their own employ-
ability by following up with training and courses. Flexibility and employ-
ability became keywords in human resource policy. Overall, employment
numbers went down. When the trade unions in the Netherlands became
concerned about the loss of employment in 1995, they demanded shorter
working days. The director of human resources of AkzoNobel in the Neth-
erlands argued that the problem of unemployment could only be solved
by adapting the labour force, lowering labour costs, and creating broader
employability and more flexibility. As a compromise both parties agreed
to more flexjibility by giving employees more choice in the length of their
working da The changes at the company level had their impact on the
collective labour agreements in the Netherlands, which became more flex-
ible and more decentralise

FOREIGN MULTINATIONALS IN THE NETHERLANDS
GOING GLOBAL

During the second half of the 1980s, 1990s, and 2000s, the inward and
outward_flows of foreign direct investment in the Netherlands skyrock-
eted (seel Fi;ure 7.1). Dutch multinationals invested abroad more than ever
before, but also foreign companies found their way to the Netherlands.
‘ shows the growth in the stock of inward investment between 1985
and 2005.

Despite the enormous importance of US multinationals in the Dutch econ-
omy, investments from the European Union became far more important.

Table 7.2  Geographic breakdown of FDI stock in the Netherlands as percentage of
total FDI stock, 1985-2005

1985 1990 1995 2000 2005
European Union (2004) 36 46 52 62 60
United States 34 25 22 22 19
Switzerland 11 9 9 5
Dutch Antilles and Aruba 10 10 7 3
Japan 3 4 3 4
Other countries 6 6 7 4 12
Total stock FDI in 31.068 52.686  84.274  261.937  382.499

million euros

Source: www.dnb.nl De Nederlandsche Bank accessed March 23, 2009, Table 12.6s: Standen
van Directe investeringen in Nederland
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The average growth of European FDI amounted to 19 per cent, compared
to 12 per cent growth of US investments. Key home countries were Bel-
gium, Luxembourg, Britain, and Germany. Japan was the most impor-
tant Asian investor, followed by Taiwan and South Koreal®] The arrival of
Japanese companies in the Netherlands was closely linked to the interna-
tionalisation of Japanese business, stimulated by the Japanese Ministry of
Trade and Industry*] The Japanese entered the protected European market
to serve a wealthy internal market by local factories@ Investments from
Mid- and South America came for the greater part from the Dutch Antil-
les, Aruba, and other Mid-American offshore centres like Bermuda, the
Cayman Islands, Panama, the Bahamas and Barbados. The countries were
often used as intermediaries for investments from other western industrial
nations.

From 1985 to 2005, investments came thus from all over the world,
but for the greater part from the European Union and the United States.
Total inward investments increased more than twelvefold in this period.
Can we see an effect of this huge inflow of FDI on the Dutch business
system? That is not so easy to assess because on the one hand the enor-
mous flow of US investments might have pushed the Dutch system in a
more liberal direction, while on the other the increasing flows of European
investments would, in theory, have pushed the Dutch system in a more
coordinated direction. This, however, is a too simple and mechanistic con-
clusion because other European coordinated economies were at the same
time moving in a more liberal direction, and, even if multinationals came
from a more coordinated environment, it does not mean automatically
that they would transfer the elements of their home situation to a foreign
subsidiary. What we can say, however, is that foreign multinationals in
the Netherlands looked more and more to their Dutch operations from
a global perspective and treated their subsidiaries as part of their global
organisation structures, and relied less and less on the particular circum-
stance in the Netherlands.

NedCar is a good example of a company becoming increasingly depen-
dent on global developments and international corporate structures after
the direct investment of Sweden’s largest car manufacturer, Volvo Car the
Netherlands, since the 1970s. Initially, Volvo’s investment proved not par-
ticularly successful. NedCar’s factory was too small to be competitive on a
car market that was severely hit by the oil crisis. As a result, at the end of the
1970s, Volvo wanted to divest its Dutch subsidiary. Thereupon, the Dutch
state acquired the majority of the shares and saved the small car manufac-
turing plant in Born. After an enormous capital injection, Volvo’s Dutch
subsidiary began to develop new car models. As of 1983, for the first time
since Volvo’s takeover, the company became proﬁtabl

By 1990, the Dutch state—as part of its privatisation policy—wanted to
sell its participation back to Volvo Car Corporation. However, after severe
protests of the Dutch trade unions, another solution was found. In 1991,
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a joint venture was set up between Volvo Car Corporation, Mitsubishi
Motors Corporation from Japan, and the Dutch state. In 1996, a completely
newly equipped factory started to manufacture Volvo and Mitsubishi cars
simultaneously. Three years later, the Dutch state sold its participation, as
agreed before, to the Japanese and the Swedes. However, in the same year,
Ford Motor Company acquired Volvo’s car division in SwedenE The take-
over of Volvo thwarted the growth path of the joint venture because Ford’s
Board in Detroit decided to divest from the Netherlands@ In 2001, Volvo
Car Corporation sold its Dutch participation to Mitsubishi. The future of
NedCar became now completely dependent on the global strategies of Mit-
subishi Motors Corporation in Tokyo. In 2012, Mitsubishi sold the Dutch
plant to the local bus manufacturer VDL for 1 euro under the condition that
the 1.500 employees would keep their job

Another example of the impact of global strategies is IBM, which had
first established itself in the Netherlands through an agency agreement at
the beginning of the 19205@ From that time, the Dutch subsidiary played
a major role in the development of the computing industry in Europe]
IBM showed a great adaptability to the Dutch environment, but simulta-
neously the business was managed according to IBM’s international cor-
porate strategy. Since the late 1930s, the Dutch company was embedded
in IBM’s strong corporate culture. IBM’s human resource management in
the Netherlands nonetheless matched very well with the development of
Dutch postwar labour relations. Dutch management had been introduced
to IBM’s social policy, of which job security was a most distinguishing
featurel’|

In 1992, for the first time in its entire history, the IBM Corporation
was loss making. The technological revolution had changed the relation
between the customer and the company profoundly. On a corporate level
a cost-reducing programme was set in, mainly through a retrenchment in
staff. By 1994, IBM had to reduce 170,000 staff worldwide. The company
had to give up its old policy of lifetime employment. Furthermore, the com-
pany adopted new principles, among others: ‘the marketplace is the driv-
ing force behind everything we do’ and ‘our primary measures of success
are customer satisfaction and shareholder value’l’]| Forty-five per cent of
the staff in the Netherlands was made redundant. IBM’ new method to
inspire its workforce was from that moment on more through issuing big-
ger bonuses and handing out stock options, also to the lower management
level

IBM also restructured many corporate processes—including, among oth-
ers, its financial systems. With supply chain management, the flow of goods
and the logistics were modernised. IBM’s subsidiary in the Netherlands had
been made responsible for IBM’s corporate distribution and became a key
distribution centre for many products into Europe, the Middle East, and
Africa. IBM established its international logistics centre in the Netherlands.
In addition, the Dutch company acquired consultancy and software firms.
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IBM Corporation moved from hardware to software and services. By 2005,
IBM’s major activities in the Netherlands were Logistics and R&D, and it
employed around 5,200 staff, as it had done before the restructurin
Until the 1990s, the Dutch company had relative autonomy; however, after
the restructuring, IBM had become more and more a global company with
global sourcing, in which the Dutch affiliate was just one competence centre
among many others.

CONCLUSION

The internationalisation of companies does not necessarily lead to global
integration. During the interwar years, the Dutch multinationals adjusted
themselves to the fragmentation of markets and underpinned the process
of fragmentation by their emphasis on nationally organised subsidiaries. In
this way they accommodated the many differences in national business sys-
tems. Foreign multinationals in the Netherlands, which were mostly given a
warm welcome, also adapted to a large extent to the Dutch business system,
which became more and more coordinated at the time. After the Second
World War, a process of international integration via new institutions com-
peted with fragmentation as a result of the Cold War and the end of colonial
empires. Moreover, the policies of western governments firmly focused on
the national economy. Under these circumstances, the Dutch multination-
als remained committed to the national organisations of their international
activities, with a group of expatriates creating coherence within the enter-
prises on a personal basis. Some American companies in the Netherlands,
however, started as early as the late 1970s to push the Dutch business sys-
tem in a more liberal mode by introducing flexible remuneration systems,
obviously inspired by rapid changes in their home institutions in this period.
Their shareholders brought a new assertiveness to the annual shareholders’
meetings.

The economic integration of Europe, the increasing pressure of finan-
cial markets, the I'T revolution with its possibilities of global connections,
and the accompanying globalisation all put pressure on the Dutch and
foreign multinationals in the Netherlands to change their organisational
structures into one global company based on business sectors. In this way,
the multinationals responded to economic globalisation of the 1990s, and
in turn enforced the process of global institution building. Two related
changes took also place at the same time. First, the company was no lon-
ger seen as a vehicle to serve the interests of all its stakeholders, but it
had to look after the shareholders’ interests first and foremost. The pay
of the senior management became more directly related to that goal. Sec-
ond, employees were no longer seen as the most important stakeholders
of the company, but as a flexible resource whose main task—with some
exaggeration—consisted of adding shareholder value. These changes had
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their impact on the Dutch business system. The most striking change was
that shareholders no longer felt responsible for employment, fair wages,
or national interests. Getting the highest price on the stock market was
what counted. Simultaneously, employees had to become more flexible.
This conclusion is in line with the research results of McCann, Hassard,
and Morris, who found that middle management of large companies expe-
rienced higher workloads and less job security in both coordinated and
liberal market economies|

Glenn Morgan suggests that multinationals brought more diversity in
coordinated economies but not necessarily convergence between different
national economies@ In the Dutch case, it is fair to say that there was cer-
tainly a move towards a more liberal market economy, and as such there
was a convergence to other liberal market economies. However, the finan-
cial crisis of 2008 has discredited the liberal market as an ideology.
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8 The Performance of the
Dutch Business System

Jan Luiten van Zanden

INTRODUCTION

How well did the Dutch economy perform during the 20th century? And
were there notable differences between phases in which the model of the
liberal market economy dominated (before 1914 and after 1980) and phases
in which tendencies favouring coordination prevailed (between 1945 and
1970)? In previous centuries, the Netherlands had been one of the leading
economies in the world. Indeed, during the Dutch Golden Age (the 17th cen-
tury), it had developed to become probably the most wealthy nation in the
world. According to the data compiled by Maddison and co-workers, GDP
per capita in the Netherlands was (expressed in 1990 US dollars) approxi-
mately $2,000-2,500, while the average for the rest of Europe was no more
than half of thatﬂ From approximately 1600 onwards, the Netherlands was
the productivity leader in the world economy, a position it lost to Great Brit-
ain around 1800, when the Industrial Revolution was gathering momentum
there. In the 19th century, the Dutch economy was much less dynamic than
in previous centuries; industrialisation came much later to the Netherlands,
and the lead it had over the rest of Western Europe shrank rapidly. This can
also be seen as a process of convergence within Western Europe, by which
the gap between the traditional frontrunners (the Netherlands and Great
Britain) and the rest of the Continent diminished.

In short, in the 19th century, the Netherlands became just another ‘ordi-
nary’ European nation, albeit one with a solid commercial tradition and
focus, reinforced through its intensive links with its colonies, in particular
the Dutch East Indies (i.e. Indonesia). It also enjoyed the benefits of a strong
agricultural sector—once again an inheritance from the Golden Age—which
contributed significantly to the balance of trade. Industry was closely linked
to these agricultural and commercial activities, although towards the end of
the 19th century, other branches of manufacturing of some significance (e.g.
electronics in Eindhoven) developed.

This was the state of the Dutch economy at the dawning of the 20th cen-
tury. How can the performance of the Netherlands economy be assessed?
The degree of growth of income per capita is an obvious starting point;
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unemployment often comes second in such evaluations. Next I will focus on
the innovativeness of the Dutch business system, measured in terms of pat-
ents and expenditure on R&D. The social dimension should also be taken
into account: how did inequality evolve, and what happened to the level of
socio-economic conflicts such as strikes? Those are the next two issues dis-
cussed. These criteria of success and failure can be seen in a broader context
in two ways: through comparison with the rest of Western Europe (i.e. those
countries west of the former Iron Curtain), and by comparing the coun-
try’s performance during various periods throughout the century. In the case
of the latter, the question arises as to whether the period 1945 to 1980,
when the Netherlands had a more coordinated market economy, sticks out
from the rest.

ECONOMIC GROWTH

The most commonly used measure of economic success (and failure) is

growth of GDP per head of population. presents the GDP per
capita of the Netherlands and Western Europe from the turn of the 20th
centu

ry to 2008.
As[Figure 8.1| shows, at the beginning of the 20th century, the Nether-

lands was just an ‘average’ European nation: its income per head of popu-
lation was virtually identical with that of Western Europe as a whole (the
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Source: Maddison, The World Economy; the most recent summary of these results can be
found in Bolt and Van Zanden, ‘The first update’; see also Maddison’s website
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difference was less than 10 per cent), and by and large this remained so
throughout the entire century—growth in GDP per capita was modest up
until approximately 1940, followed by an enormous spurt in growth in the
second half of the century. During the first half of the century, GDP per
capita in the Netherlands increased by two-thirds, growing from $3,300
in 1900 to $5,500 in 1939 (all in 1990 US dollars); in the second half of
the century, GDP per capita doubled over a period of twenty-one years
($5,500 in 1948 to more than $11,000 in 1969), only to double once again
in the following thirty years (more than $22,000 in 1999), after which the
economy continued to grow—in 2010 GDP per capita was around $24,000
(even despite the economic crisis of recent years)

Comparison with Western Europe shows that in many respects the same
trends held sway. There were, however, three periods during which the
Netherlands performed better than its neighbours, the first occurring dur-
ing the 1920s, when Dutch industry hurtled on, expanding at a time when
many surrounding countries were facing great problems. In part, this surge
in the 1920s was due to the fact that the Netherlands had remained neutral
during the First World War, enabling relatively high levels of investment
during those years. The country continued to profit from this in the 1920s.
Although there was a financial crisis after 1920 (as in virtually all neutral
countries), its effect remained limited, in part due to decisive action taken
by the Dutch central bankE Unfortunately the modest lead that this gave
was to a large degree lost as a result of poor economic management in the
1930s. In particular, the decision to defend the gold standard to the bitter
end dragged the country down.

The second period of superior performance occurred in the 1960s to
1970s. It was during these ‘golden years’ that, in absolute terms, income
per capita grew fastest, enabling the Netherlands to perform even slightly
better than the Western European average. This time, however, there was
a lot of catching up to do, as the decline during the Second World War
had been greater than in most neighbouring countries and recovery had
begun later. Nevertheless, once underway growth in GDP per capita was
very strong, continually hovering above the European growth curve. The
powerful growth experienced in this period was, unfortunately, once more
followed by a severe decline after 1979, dragging the Dutch curve back
down to the Western European average.

Finally, once more, a positive divergence took place from 1990 onwards:
in 2010, GDP per capita in the Netherlands was about 10 per cent higher
than the Western European average, a positive difference that is comparable
with the 1920s and the 1960s-1970s. As before, in the 1990s, there was talk
of a ‘Dutch miracle’ and, associated with that, the Dutch “ob machine’
The strong growth of the financial sector during this period was certainly of
influence—although since 2008, it appears to be more of a ‘liability’ than
an ‘asset’. These favourable results were also partly due to a fairly success-
ful reorientation focusing on the liberal market economy. However, once
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again the question arises: will this growth be durable, or will the positive
divergence from the Western European average disappear in the financial
and monetary crises in which we now find ourselves? Will history repeat
itself in this respect?

A more detailed comparison with the two European countries seen as best
representatives of the CME (Germany) and the LME (the United Kingdom)
is possible. At the start of the century, the United Kingdom had a higher
GDP per capita than the Netherlands, whereas Germany was somewhat
less wealthy. This did not change fundamentally during the first half of the
century, but after about 1950, we see a gradual relative decline of the United
Kingdom, and an even gradual relative rise of the German economy. In the
postwar period, this typical CME grows more rapidly than the United King-
dom, which, however, in this period, shares many features of the CME. The
three economies more or less converge until 1970, but German relative rise
continues until about 1980. Next we witness a fundamental change in the
UK growth record, often associated with the Thatcher reformst] clearly it
profits more from the new wave of globalisation of this period. At the begin-
ning of the 21st century, both the United Kingdom and Germany (which has
by now successfully digested reunification) is doing somewhat better than
the Netherlands.

How to assess this growth record? Measured in terms of GDP per
capita, the level of wealth in the Netherlands in the 20th century has
increased dramatically (just as in the rest of Western Europe) and is at
present seven to eight times higher than at the beginning of the period.
Moreover, as we shall see, up to the mid-1970s, incomes at the base of the
income pyramid increased considerably more than those at the top, and
the economic security of workers in the lower income brackets improved
enormously.

In short, the economy has done what was expected of it, a performance
in which the Dutch government has also played its role. All this is not excep-
tional, however. Rather, given the ideal position of the Netherlands, situated
on the delta of a substantial river system, at the crossroads of large transport
routes, and nestled between the economic superpowers of Great Britain and
Germany, little less could be expected. The performance of, for example, the
Scandinavian countries, which, despite their quite marginal geographic posi-
tion, have been very successful in achieving rapid development, and that of
Switzerland, which for the most part of the century has been able to generate
a much higher levels of income, demand in this respect perhaps even greater
admiration.

This is not to say that the Netherlands has not had to deal with some
exceptional circumstances. In particular, virtually nowhere else has the pop-
ulation grown as rapidly as in the Netherlands. In 1900, there were approxi-
mately 5 million inhabitants in the Netherlands, amounting to 2.5 per cent
of Western Europe’s total population of 200 million people. In 2010, there
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are 16.7 mi]lion people, or 5 per cent of Western Europe’s 333 million
inhabitantsB For the purposes of comparison, while the Dutch population
has more than tripled since 1900, the number of inhabitants in Belgium
in the same period rose from 7 million to ‘just’ 10.4 million people, a 50
per cent increase. Greater levels of population growth come at the cost—at
least most economists assume this is so—of ‘intensive growth’ because a
significant part of investment capital needs to be spent on maintaining levels
of capital goods per person (of course, it is much more complex than this).
Nevertheless, if we look at growth in total national income, then the Neth-
erlands makes a positive impression, since its income per capita was able to
keep up with European trends.

The strong population growth was related to another notable charac-
teristic: the—until recently—relatively low level of participation in the
labour force, caused especially by the lack of participation of married
women (who focused on their ‘reproductive role’, and thus had many
children). If this factor is allowed for, then the productivity of labour in
the Netherlands was by international standards very high—higher than
in most of the surrounding countries, and in many cases as high as in
the United States. In this respect, too, the performance of the business
system during a large part of the 20th century can be classed as ‘good to
excellent’. This situation has changed over the past thirty years: women’s
participation in the labour force has increased sharply, and there has been
strong growth in part-time employment, but growth in the productivity of
labour has fallen behind international trends. Reference is also often made
to the severe restraint on wage increases that came into effect following
the Wassenaar Agreement of 1982, which improved the country’s inter-
national competitiveness and created more work for its continually grow-
ing working population but weakened stimuli to innovate and increase
productivity, with declining productivity of labour as a result. Obviously
there was a price to pay for the strong growth of participation in the
labour force, but if ‘work, work, work’ is the main political goal, then this
is virtually unavoidable

The relative success of this policy of creating employment is clearly reflected
in unemployment figures for the Netherland)EI These figures are
not without their inconsistencies, however: before 1940, the data are only
based on a limited number of European countries; and, furthermore, the defi-
nition of unemployment was not uniform across all of these countries. Nev-
ertheless, it is clear that during the first half of the 20th century, the picture
in the Netherlands was far from favourable—particularly during the 1930s,
when unemployment spiked dramatically. By contrast, that picture changed
radically after 1945: during the ‘golden years’, up until 1973, unemployment
was also by international standards minimal, a situation that was to be dupli-
cated after 1983. It was only in the period 1973-1983 that unemployment
was comparable with European levels (1980 being a notable exception).
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Statistics Database [http://laborsta.ilo.orgf).

R&D AND INVESTMENT

Growth of income and production is one criterion by which a business system
can be judged. Innovative potential is another. So how did the Netherlands
business system perform as a source of innovation throughout the 20th cen-
tury? How much was invested in R&D in the Netherlands, and what fruits
did that investment bring? In fact, investment in R&D only really began to
take form during the interwar period, growing explosively after 1945 (see
B Around 1970, investment levelled off at approximately 2 per
cent of GDP and has since then shown a slightly declining trend. Indeed,
although around 1970 the Netherlands was still one of the largest investors
(per capita) in R&D in Europe, today its investment levels are very much
middle-of-the-road (especially the Scandinavian countries and Germany
have performed far better in this respect). The slight decline since the 1970s
is largely the responsibility of private enterprise: the contribution of private
companies to total R&D activity has declined in recent decades from more
than 60 per cent around 1970 to just below 50 per cent around 2010.

The decline in R&D expenditure is not an isolated phenomenon, but
finds a parallel in the decline of total investment as a proportion of GDP.
The share of investment in national income in the post-World War II years
hovered consistently around 25 per cent, but from the early 1970s on, this
ebbed away to reach 20 per cent in the 1980s and 1990s, a decline that
continued into the 21st century. By 2010, a share of 15 per cent had become
more or less normal.


http://laborsta.ilo.org/
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Nederland.

This falling trend in investment in fixed assets and R&D since the
1970s is particularly noteworthy since the profitability of businesses has
at the same time undergone strong growth, which is consistent with the
shrinking share of wages in national income. It appears as if the shift
from a coordinated market economy to a liberal market economy was
accompanied by a declining emphasis on investment in fixed assets and
R&D.

Given the complexity of the phenomenon, innovation and innovative
potential is not a simple thing to measure, certainly not from an inter-
national comparative perspective, but a first impression can be gained

by looking at data on applications for patents by Dutch companies
Fiéure Sj)

These data, compiled by researchers at the Rathenau Institute (The
Hague), show a very steep increase in the number of patent applications,
growing from no more than a score around 1910 (when the Netherlands
once more introduced patents legislation) to nearly 10,000 applications
around 2006. Between 1919 and 1940, a period during which R&D activi-
ties became professionalised, there was explosive growth (albeit starting
from a very low level) in innovation. After World War II, growth in R&D
took up where it left off at the outbreak of the war, culminating in a peak
around 1960, only to be followed by twenty years of stagnation. A new

hase of growth began in the mid-1980s and continued until around 2006.
|Fiéure 8.4] shows that Dutch patent applications have been significantly
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was so kind to share these data with us.

dominated by one company: Philips. Royal Dutch Shell is also a very impor-
tant source of patents—contributions from other companies have been far
less important.

Can conclusions be drawn about the international importance of these
R&D efforts? It is possible to get an indicative answer to this question by
examining the proportion of patent applications by Dutch citizens and espe-
cially Dutch companies in the United States and comparing this with the
number of patents coming from comparable European countries|'| National
patent systems can sometimes be incomparable and for this reason do not
give a clear impression of the innovative drive of a business system. Never-
theless, by looking solely at the output of an R&D system (e.g. that of the
Netherlands) in the United States, it is possible to a modest degree to make
comparisons with other European countries; moreover the physical distance
from the United States is for all European countries the same.

A shows, three countries—the Netherlands, Switzerland and
Sweden—grew in importance throughout the first half of the 20th century as
sources of patents registered in the United States—and, assumedly, as sources
of innovation. It is no accident that in these three countries large multina-
tional enterprises are the most significant applicants for patents. In Belgium
and Denmark (and Norway, which isn’t shown here) businesses such as
these played a less prominent role in the country’s economic growth during
the 20th century. Innovation in the Netherlands experienced, furthermore,
vigorous development—this despite the fact that during the 19th century, it
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dangled somewhere near the bottom of the list of countries ranked by R&D

output. Up until 1910, then, there wasn’t even a patents law—the existin

law had been scrapped in 1869 as a result of liberal sentiment (see also chaj

@, in this volume). However, in the first half of the 20th century, innova-
tive activity increased strongly, and neighbouring countries such as Belgium
(that was well represented in the 19th century) were left behind.

After the 1950s, however, the relative output of the R&D systems of the
Netherlands, Switzerland, and Sweden declined sharply, in part because of
the rise of countries such as Japan and South Korea. In absolute terms, there
was, by the way, no decline whatsoever: the number of patents awarded to
Dutch applicants increased markedly from approximately 300 around 1960
to 1,743 in 2011; growth in other countries was just much stronge In rel-
ative terms, however, the decline was very pronounced, and the course this
decline took in all three Western European countries was more or less iden-
tical. Around 2010, many patent applications were submitted and awarded
to Dutch nationals and Dutch companies than, for example, to Belgians, but
the lead has in the meantime declined steepl

The Netherlands was, therefore, in the mid-20th century, an important
source of technological innovation, in particular as a result of investments in
R&D by large Dutch multinationals (Shell, Philips, DSM, Akzo Nobel). In rela-
tive terms the importance of these companies has declined. This is connected to
the decline in R&D investment of recent decades, just as the rising curve in the
Netherlands during the period 1910-1950 was linked to the establishment of
R&D labs by large enterprises. Furthermore, the rise of ‘new’ industrial nations
in Asia has also played a role in the gradual decline that set in after 1970.
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SOCIAL ASPECTS

One aspect of the business system in the Netherlands also worth consid-
ering is its capacity to resolve industrial conflict. The Netherlands has a
long tradition of polderen—i.e. the ability through consultation and dis-
cussion to seek solutions for conflicts of interest (see also|chapter 2|in this
volume). The Social Economic Council is the embodiment of this tradi-
tion, although the discussion and consultation culture has deeper roots
that go back to the Middle Ages Institutions such as the Social Economic
Council and the Labour Foundation were established to facilitate negotia-
tions on a national scale. The typical ‘deal’ was that, on the one hand, the
trade unions would agree to wage restraint or accepted this if imposed by
government, i.e. as was done through incomes policy after 1945. On the
other hand, in exchange for this restraint, employers promised the unions
more jobs, and the government contributed by expanding the system of
social services—so after 1945, under Willem Drees (social democrat Prime
Minister from 1948-1958), the promise of more generous social policies
was delivered. For the trade unions, this also represented recognition of
their role in negotiations on conditions of labour; collective work agree-
ments were declared mandatory and became a common instrument in
labour relations throughout the entire economy. Incorporation of the trade
unions in this Polder Model was simultaneously an attempt to ‘pacify’ the
workforce.

How successful were these efforts? In both the 1950s and the 1990s, the
Dutch economy profited from policies of wage restraint, which made growth
in employment opportunities possible (in part through improving the coun-
try’s international competitive position, thus increasing exports, and by
improving the profitability of businesses). But was the labour force ‘pacified’
by this?

shows the intensity of strikes in the Netherlands, measured in
the number of strike days per 1,000 members of the working population;
a value of 1,000 in the figure would indicate that the average employee
has been on strike for one day. The records depicted in the figure appear
to support the assertion that labour was indeed ‘pacified’. During the early
decades of the 20th century, workers held strikes regularly—especially
around 1920, when there was a marked increase in social activis There-
after the number and intensity of strikes decreased, until the Great Depres-
sion of the 1930s brought about a revival in activity (the following
substantial peak was caused by the railway strike of 1944-1945). After 1947,
however, strike intensity declined to very low levels. As shows,
from the 1950s onwards, these forms of collective action occurred much
less than in surrounding countries (i.e. the average of Belgium, the United
Kingdom, Denmark, Sweden, and Germany, of which only the German
data is at more or less the same level as the Netherlands—the rest is much

higher).
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Even the period of social unrest that developed between the late 1960s
and the early 1980s—the period that includes the two oil crises and the
stagflation that followed—can hardly be found in the Netherlands data on
strikes, and after, say, 1983, there have been virtually no more strikes of
major proportions.

It is characteristic that in the Netherlands strikes are almost never used
to achieve political goals (an important cause of strikes in, for example,
southern Europe). The lesson the Dutch trade unions learned from the failed
railway strike of 1903 (for that matter, a good example of a politically moti-
vated strike) was that greater coordination of strike activity was necessary.
Subsequently, first the Socialists, and then a little later the Protestant and
Catholic unions, established national organisations, which, because they
were able to see the big picture and could pool available resources, enabled
them to play a moderating role. With the increase in national cooperation—
first through the spread of CLAs, and later through the establishment
of the Foundation for Labour and the Social Economic Council—came a
further moderating influence from the trade union leadership. The trade
union movement grew to acquire an established position in the social land-
scape, with a significant decline in strike frequency as a result. Recent fig-
ures for Western Europe for the period 1980-2006 assign the Netherlands
fifteenth place in strike frequency, just above Luxembourg in last place and
just below Germany, but far below the leaders: Greece, Spain, and Ital
Conspicuously, already before the financial crisis of 2008, many politically
motivated strikes occurred in these three southern European countries (with
Greece lonely at the top of the list, accounting for 40 per cent of all politi-
cally motivated strikes in Europe), while these rarely occur in countries such
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as the Netherlands and Germany. From the 1950s onwards, social stability
was and still is one of the strong advantages_contributing to the interna-
tional competitive position of the Netherland

Another instrument for dealing with socio-economic conflict of interest
is inflation. Employers agree to wage increases—to prevent strikes—but
pass these increases on in the prices for their goods and services, creating a
wage-price spiral, which is actually a result of the inability of both parties
to reach agreement on an acceptable distribution of income. Of course, this
is not the only reason for rising prices (or price decreases)—scarcity, eco-
nomic trends, and other macro-economic influences also play a role, but it
is notable that the geography of inflation in Western Europe displays many
similarities with the geography of strikes. Although the 20th century was
subject to virtually continual inflation—accelerating during periods of war
(1913-1920 and 1939-1945)—in the Netherlands it remained by interna-
tional standards reasonably limited. Inflation was only less in Switzerland;
it was also quite low in Germany, but only if the hyperinflation of the period
1921-1923 is excluded. Averaged over the entire century (1900-2007),
inflation in the Netherlands was a bit more than 3 per cent per year, much
lower than, for example, Belgium (5.6 per cent), France (8 per cent), and
especially—once again—the countries of southern Europe (Italy 11 per cent,
Spain 6.3 per cent and Greece 12 per cent). In recent EMU years, however,
the differences have become much smaller (inflation in the Netherlands 2.2
per cent, in Greece 3.4 per cent) but still significant (only Italy’s inflation
was lower than that of the Netherlands)

The Dutch business system has demonstrated, especially since 1945,
that it possesses efficient mechanisms for resolving socio-economic conflict,
resulting in greater stability in labour relations. One component of this his-
toric ‘deal’ between labour and capital that developed after World War II
was the creation of a system of social services meant to protect workers
from loss of income as a result of, for example, sickness, unemployment,
and old age. The welfare state took form slowly in the Netherlands—up
until 1960, expenditure on social services was below that of neighbour-
ing countries. But from 1960 onwards, the welfare state ‘exploded’ in the
wake of unprecedented optimism about the future of the Dutch economy
(5 per cent growth became to be considered normal and was expected to
continue in the future), in part supported by the discovery of natural gas
at Slochteren, in the north of the country. The welfare state that grew out
of this brought about a fairly hefty redistribution of income. Inequality of
income distribution and of wealth fell sharply during the period 1914-1970.
In the 19th century, that inequality was quite high by international stan-
dards: the benefits of economic growth during the Golden Age were mostly
bestowed upon rich traders, creating a particularly unequal distribution of
income as a result.

The Gini coefficient for the Netherlands, the most common measure
of inequality of income (0 indicates perfect equality; 1 indicates that one
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person earns all of a society’s income and the others earn nothing), was
between 0.55 and 0.6—comparable with countries with very high inequali-
ties of distribution, such as South Africa or Brazil at this moment.'| For
that matter, this appears to be the normal pattern: economic growth tends
to favour those with higher incomes, and to thus produce more inequality,
unless all sorts of measures are taken to mitigate this development. And
during the course of the 20th century, such measures were in abundance:
the expansion of the welfare state, the rise of real income (in part thanks
to the growing power of trade unions), and the introduction of progres-
sive income and wealth taxes together created between 1913 and 1980 a
unique combination of strong economic growth and a levelling of incomes,
a phenomenon sometimes referred to as the egalitarian revolution of the
20th century. The Gini coefficient for income inequality in the Netherlands
declined steadily from 0.47 in 1910, to 0.42 in 1929, to 0.36 in 1950, and
0.30 in 1980 (Table 8.1f). Although levels of inequality of income distribu-
tion in the Netherlands were until 1960 on a par with those in the rest of
Western Europe, after 1960, these declined to lower levels. Distribution of
wealth exhibited a similar trend, with the exception of the two world wars.
As a result, the Netherlands became a_highly egalitarian society, compa-
rable with the Scandinavian countrie A very close link between income
inequality and the variety of capitalism can, however, not be established on
the basis of these data; German inequality was relatively high especially after
the reunification with the east [Table 8.1|), and British inequality only increased
above the Dutch level after the 1970s—before 1975, its Gini coefficient was
generally below that of the small European countries.

The decline in inequality of income between 1913 and 1975 occurred
in large parts of the world economy, but in many cases it was followed by
increases in inequality during the final decades of the 20th century, influ-
enced by globalisation and a surge in liberal policies. The United Kingdom
is a clear example: its Gini coefficient grew from 0.29 in 1970 (even a little
lower than the Netherlands) to more than 0.40 in 2000; in the United States
for those same years, the Gini coefficient rose from 0.36 to 0.44. Income
inequality also increased dramatically in former planned economies, such
as those in rapidly developing countries like China and India. The trend in
Western Europe—with the exception of the United Kingdom—was much
less pronounced because social legislation was reasonably resilient to the
crises and pressures brought about by globalisation. The Netherlands is a
good example in this respect: inequality in income distribution was minimal
(the Gini coefficient rose from 0.30 in 1980 to (.32 in 2000), and remained
well below the average level of Western Europ But this situation was the
result of a number of partially self-compensating trends. First, increases in
real wages virtually came to a halt after 1980, so that the average worker
did not experience ‘ordinary’ growth in welfare (while the average income
per capita rose by 60 per cent). This was, however, partially compensated
for by increasing employment—especially the participation of women in the
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Table 8.1 Estimates of income inequality in European countries, 1910-2000 (Gini
coefficients)

Scandinavian
countries
United and Belgium
Netherlands Kingdom Germany (average)
1910 0.47 0.42 0.44 0.49
1929 0.42 0.43 0.46 0.47
1950 0.36 0.30 0.47 0.38
1960 0.45 0.29 0.39 0.40
1970 0.36 0.29 0.40 0.35
1975 0.31 0.33 0.38 0.32
1980 0.30 0.34 0.38 0.32
1985 0.29 0.35 0.37 0.29
1990 0.32 0.39 0.49 0.31
1995 0.32 0.40 0.47 0.31
2000 0.32 0.40 0.51 0.33

Source: Van Zanden et al., ‘Changing shape’.

labour force (as already mentioned) increased significantly; in this way, the
benefits of economic growth were felt, albeit at the price of increased work-
ing hours. This picture, too, demands some subtle readjustments: part-time
employment was, and still is, prevalent in the Dutch labour market; and in
the Netherlands the average annual number of hours worked is the lowest
in the world.

When all is said and done, the fact remains that those at the bottom of the
income pyramid only profited from economic growth by being able to work
more hours. Real incomes at the top of the pyramid, in contrast, underwent
explosive growth thanks to the introduction of all sorts of bonuses and
changing corporate culture on this issue. That development was not just
confined to business either: government and semi-government sectors also
experienced a strong surge in levels of executive remuneration. The rather
small increase in income inequality was, moreover, accompanied by a strong
increase in inequality of the distribution of wealth (although data for this
item are much less comprehensive). Here, too, government policy also played
a role (among other things, through the lowering of wealth and inheritance
taxes), although ultimately the influence of the market dominated: share
prices (in the 1960s-1980s, these were continually under pressure), grew
dramatically from 1982 onwards, as did the value of real estate (including
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residential properties). Owners of capital profited exceptionally well, while
those with only savings were barely able to keep up with inflation.

Changes in the business system brought about two opposing influences
on income equality during the period of globalisation from 1980 onwards:
the strong growth of participation in the labour force resulted in income
growth for those at the bottom of the pyramid, while the increased focus
on the liberal market model magnified inequalities with those at the top
of the pyramid. Furthermore, the coordination model brought a moderate
influence to bear on neo-liberal policies, thus circumventing any revolution
in the rigorous style of Thatcher or Reagan. As a result, ultimately income
inequality remained by international standards relatively small.

CONCLUSION

How does the performance of the Dutch business system during periods of
liberal (free market) economic policy—i.e. before 1913 and after 1980—
compare with those in which coordinated market policies were in force (espe-
cially between 1945 and 1980)? Comparing these periods is no easy matter.
Economic growth was much stronger between 1945 and 1973 than during
the periods before and after, but that was an international phenomenon that
cannot be easily accredited to the Netherlands business system. Nevertheless,
the simple fact that economic growth in periods of globalisation and liberal
economic policies was generally slower than during periods when the coor-
dinated market economy reigned supreme cannot escape mention.
Nevertheless, there are two aspects—unemployment and strike frequency—
for which a clear connection can be observed between levels of coordination
and the performance of the Dutch economy. In these matters, an unmistak-
able shift took place in 1945 with the introduction of a system of highly
regulated and coordinated labour relations: virtually from that moment
onwards, unemployment and strike frequency was consistently much lower
than in other European countries (with the exception of the turbulent
1970s). Under the structures of consultation that have since become known
as the Polder Model, it was possible to restrain wage claims (something
that after 1945 and 1983 benefited the country’s competitiveness on inter-
national markets) and reach general agreement on terms of employment
and social legislation. This contributed to a substantial reduction of the
inequality of income distribution and, after 1980, when the international
trend was rising, stabilisation at a relatively low level (although the Neth-
erlands was not unique in this). It was indeed no accident that the marked
decline in inequality of income and wealth occurred during the period of
the ‘coordinated market economy’. Goals of reducing differences in wealth
and increasing economic security for all were integral to the deal that was
the foundation of the postwar consultation economy, a deal in which wage
restraint and stable labour relations were agreed upon by the trade unions.



198  Jan Luiten van Zanden

The coordinated economy also appears to have excelled at facilitat-
ing innovation. At the beginning of the 20th century, the R&D system in
the Netherlands was underdeveloped by international standards. To some
extent this situation was to repeat itself at the end of this same century: there
was, and still is, too little being invested in R&D in the Netherlands. In
the intervening period, however, the R&D system grew and blossomed—as
shown by the registration of Dutch patents in the United States. This flour-
ish coincided with the coordinated market economy that reigned in those
years, although it also coincided with a period of expansion by large Dutch
multinationals, such as Philips and Shell, which were responsible for a large
proportion of the patents registered. Philips was, probably more than any
other company, the embodiment of the success of the coordinated market
economy in the postwar period, but it is perhaps stretching credibility to
claim that the Dutch business system was entirely responsible for these suc-
cesses in the realm of R&D.

NOTES

.| Maddison, The World Economy; the most recent summary of these results
can be found in Bolt and Van Zanden, ‘The first update’.

ound on Maddison’s website:

of. Van Zanden, Klein Land, 141 148.

[ 4| Visser and Hemerijck, ‘A Dutch Miracle’.

| S| Crafts, “British relative economic decline revisited’.

| 6| Data from Maddison, The World Economy.

[ 7.| For this discussion, see Visser and Hemerijck, ‘A Dutch Miracle’; Kleinknecht,
Naastepad, and Storm, Het nut.

Taken from Mitchell, International Historica stics: Furopes; after 1993,
LABORSTA Labour Statistics Database | ).

. CBS, ICT, Kennis en Economie (2011); before 1992: CPB (B Mlnne), Onder-
zoeksmemorandum no. 116, Onderzoek, ontwikkelingen andere imma-
teriéle investeringen in Nederland.

New, yet unpublished dataset created by Edwin Horlings of Rathenau Insti-
tute who was so kind to share these data with us.

cf. The analysis of these data can be found in Van Zanden, Klein land, 63-66,

as well as proof that foreign application for patents in Germany show a

s1mllar pattern
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A recent summary on this matter can be found in Frans van der Zee et al.,
De staat van Nederland.

Prak and Van Zanden, Nederland.

Data from Sjaak van der Velden, Stakingen; Sjaak van der Velden et al.,
Strikes.

16 Kelly and Hamann, ‘General Strikes’.

[17| Prak and Van Zanden Nederlcmd

[18.] Data on inflatiop in the an inflation database published by
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20.| Ibid, data from Van Zanden et.al., “The Changing Shape’; for distribution of
wealth, see Wilterdink, Vermogensverboudingen.

All data from Van Zanden et.al., ‘The changing shape’.
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9 Dutch Changing Capitalism in
International Perspective

Keetie Sluyterman

As the articles in this volume make clear, capitalism is in constant flux that
can be best understood as ebb and ﬂowD Capitalism in the Netherlands
showed ebb and flow in liberalism and coordination, and in the convergence
and divergence with other countries. Ebb and flow were also visible in the
international interconnectedness that deeply influenced the organisation of
the national economies, which does not necessarily imply that globalisation
created convergence between all countries.

From the preceding chapters we learned that over the course of the 20th
century in the Netherlands, welfare arrangements for employees and the
rest of the population first increased substantially, then became contested,
and then were sobered. The intensity of collaboration between companies
increased and then diminished, while government became an increasing part
of that interaction and then gradually withdrew. Expenditures on innova-
tion and the knowledge infrastructure rose and fell. The choice for entrepre-
neurship instead of a company career increased, fell, and increased again.
In some periods, multinationals aligned their interest with the national
countries in which they worked, but in others they focused on their own
global strategies. Shareholders moved from important stakeholders in the
company to being just one of many stakeholders—and not even the most
important ones—to once again the party whose interest should be the main
concern for managers.

However, some elements in the organisation of the Dutch economy
remained in place. The representation of employees in the works’ council
continued, and the rights of the works’ council remained undiminished. The
power of shareholders to exert real influence over managerial decision mak-
ing remained modest over the whole century. The collaboration between
trade unions and organisations of employers, which had become antagonis-
tic in the 1970s, returned in a new form with less government and tripar-
tite negotiations and more direct agreements between unions and business.
Constant remained also the willingness to reach consensus between differ-
ent points of view through careful, and sometimes lengthy, negotiations.
The new mix of market and coordination worked for the Netherlands in the
1990s because economic growth picked up and unemployment went down
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drastically] But there were also critical voices arguing that the society was
becoming harsher and less coherent and that income differences were on
the ris

Peter Hall and David Soskice expected the liberal and coordinated mar-
ket economies to be stable systems because of the institutional comple-
mentarities hough changes clearly took place over time, they did not
happen entirely at random. One form of coordination—for instance, labour
agreements—called forth other forms of coordination—for instance, car-
tel agreements. Strengthening the position of workers in work’s councils at
the same time weakened the position of other stakeholders—for instance,
shareholders.

The changes that occurred in the Netherlands during the 20th century
did not take place in isolation but happened in response to international
economic and political developments that were shared by many countries.
Moreover, the Dutch often looked abroad for ‘best practices’ and used them
selectively and creatively. This concluding chapter offers some international
comparisons to put the Dutch experiences in perspective. Was the evolution
of Dutch capitalism in the 20th century unique, or did it form part of a
general pattern? Can the comparisons tell us more about the drivers behind
the changes?

This chapter will look first at the influence that the ideas and examples of
two important neighbouring countries, Great Britain and Germany, exerted
on the Netherlands. Furthermore, the influence of the dominant political
and economic power of the 20th century, the United States, will be included in
the comparison because in the Varieties of Capitalism literature the United
States and Germany are seen as prototypes of respectively the coordinated
and liberal market economy. In the next paragraph the experiences of four
other small open European economies—those of the Nordic countries—
will be examined because they are a logical choice for comparison with
the Netherlands. Finally, the recent experiences of four Eastern European
countries will be discussed. This comparison is interesting because these
countries have recently become open economies and therefore face some of
the same dilemmas as the Nordic countries and the Netherlands.

LEARNING FROM GERMANY, GREAT BRITAIN,
AND THE UNITED STATES

The two neighbouring countries, Germany and Great Britain, which were
both important business relations for the Netherlands, had two different
forms of capitalism. In the late 19th century, Great Britain was an impe-
rial power and an advocate of free trade. Freedom was also the keyword
in labour relations. Employers had a large measure of freedom in how they
treated their workers, though in the years 1830-1840, the British Parlia-
ment had posed limits on child labour and introduced some requirements
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regarding working conditions. In the second half of the 19th century, the
industrial workers united themselves in strong unions, and the skilled work-
ers defended their traditional abilities against attempts to rationalise the
work. Employers and managers were willing to make concessions for the
sake of industrial peace. Some employers, in particular those in capital-
intensive industries, introduced ‘welfare work’ to bind the employees to
the factoryB While Britain preached free trade, the German states, in 1871,
combined in the German empire, were in favour of tariff barriers to protect
their fledgling industries. Typical of the German banking system was that
the banks, unlike the British banks, provided trade credit as well as long-
term investment. Through their role in financing the industry, banks devel-
oped close relationships with companies strengthened by bankers holding
seats on company boards. Companies had many forms of collaboration,
including cartels, though the strength of cartels should not be overrated.
In labour relations Germany had an unusual combination of early intro-
duction of social security by the state and late recognition of the rights of
workers to organise themselves. The social security funds were administered
by employers and employees together, which created an early collaboration
between both parties. Thus, around the turn of the 20th century, Germany
already had many characteristics of a coordinated market econom

In its adherence to free trade the Netherlands followed the example of
Britain. Both countries were colonial nations, though the Netherlands had a
much smaller empire than Britain. But shipping and trading were important
sources of income, and those were best served with free trade. Even during
the economic depression of the 1930s, the Netherlands only reluctantly and
sparingly took measures to limit importsﬂ In this respect, the Netherlands
did not follow Germany, which preferred protection to build up its industry.
But Dutch entrepreneurs shared with German businesspeople their interest
in cartel arrangements, on the local, national, and international leve

In the late 19th century, Germany set an early example in introducing state-
supported social welfare measures. This example was studied in the Nether-
lands. The need for some kind of social arrangement was felt in society, but
the way in which the risks of income loss as a result of unemployment, sick-
ness, old age, and death, had to be countered was a matter of long debates and
studies of foreign examples. Should the state arrange it all, or should those
involved, the employers and employees, have the freedom to make arrange-
ments themselves? The result of this debate was that the state passed legisla-
tion, but left employers_and employees to create the necessary institutions
to comply with the lawsﬁ In thinking about social welfare arrangements for
their workers, Dutch employers also studied British and American examples
of company arrangements for security funds, model factories, and company
housing. This was in particular true for the large manufacturing companies
that developed in the first decades of the 20th centur

Dutch businesspeople worked closely together with their international
counterparts. They sent their children abroad for internships and university



Dutch Case in International Perspective 203

studies. Around the turn of the 20th century, an international business elite
had grown that had contacts through friendships as well as exports, cartel
arrangements, foreign direct investment, and board seats. The outbreak of
the First World War suddenly forced the international business community
into two hostile camps, while the Dutch tried to keep neutral and keep in
touch with both camps The war disrupted the economic globalisation.
Nationalism and protectionism put an end to the easy flow across borders
of goods, capital, and people. The war and its aftermath caused political
and economic upheaval in which some businesses thrived and many others
suffered.

As a consequence of the war, governments became actively involved in
the economy, and that was true for both warring and neutral countries. The
Russian Revolution of 1917 and the subsequent survival of the new commu-
nist regime added to the political and social unrest in European countries.
The establishment clearly could not permit ignoring the voice of labour.
Although governments by and large reduced their participation after the
war, they kept a more active role than before Moreover, the economic tur-
moil directly after the war seemed to justify more steering by governments
to reduce the negative effects of competition. Rationalisation became the
new keyword, which stood for both standardisation and for concentration
through mergers and cartels to achieve the most rational (efficient and effec-
tive) use of the means of production. Taylorism and rationalisation more
generally became an international movement. The Dutch management con-
sultant Ernst Hijmans spoke of the organisation of producers as ‘the third
way’ between the anarchy of capitalist competition and the bureaucracy of
socialis

Comparing capitalism in the United States, Britain, Germany, and Japan,
Ronald Dore, William Lazonick, and Mary O’Sullivan argued that the rise
of the managerial company seemed to lead to convergence in national busi-
ness systems in the 1920s. The large investment in fixed capital asked for
continued production and thus stimulated the companies to forge lasting
links with their employees through social arrangements and housing proj-
ects. Managers of the large US companies considered it part of their cor-
porate social responsibility to arrange welfare work for their employees,
which could include matters as pension funds, life insurance, unemployment
insurance, and medical carel'] However, in the Depression of the 1930s, the
four countries moved in different directions: Germany and Japan countered
the unemployment problems with authoritarian regimes, while in the United
States industrial conflict intensified. The New Deal legislation in America
made it possible for labour to force large companies to conclude collective
labour agreements, but the large unemployment undermined the bargaining
power of the Workers The New Deal opened the door (slightly) to cartel
agreements and set an example of government action to deal with prob-
lems of unemployment and economic stagnation that resonated in other
countries}!
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In the Netherlands, the state sanctioned and promoted collaboration
between businesses and between employers and employees to help counter
the problems of unemployment. During the Second World War and the Ger-
man occupation of the country, the state dictated how business should be
run, and set all the preconditions, though the state still needed business to do
the actual running. As war progressed, problems of scarcity and the increas-
ing violence of the occupying regime became the overriding concerns,!

Even more than after the First World War, the United States came out
of the Second World War as the leading political and economic power. At
the same time, the Soviet Union, with its totally different way of organis-
ing the economy, also seemed to be able to achieve impressive economic
growth. After 1945, led by the American example and motivated by mon-
etary incentives (Marshall Aid), Western European countries rebuilt their
economies and started a process of economic European integration. The
countries introduced ‘mixed economies’ that were basically market econo-
mies with some measure of government planning and government steering
to steady the economy and secure full employment. Natural monopolies
such as postal services, electricity, and railways were often in the hands of
the state or provincial or municipal governments. Some industries that were
considered to be vital to the economy such as coalmining and steel produc-
tion were nationalised

In Britain, directly after the war, a labour government came to power that
regulated business, nationalised key industries, and expanded government
expenditures to keep up purchase power. Its two objectives were to maintain
full employment and to provide the whole population with basic needs such
as housing, health care, and education. The conservative governments of the
1950s and 1960s supported these aims Germany came out of the war as
an occupied nation, which in 1949, led to the division of the country into
East and West Germany. East Germany became part of the Soviet Union’s
sphere of influence, while West Germany became part of the Atlantic alli-
ance. West Germany sought a middle way between capitalism and social-
ism with room for free enterprise and a system of social security. Labour
relations were characterised by cooperation between unions and employers
in reaching collective labour agreements and avoiding strikes. The ‘social
partnership’ between labour and business also included work’s councils and
co-determination of employees in certain large businesses. German business
remained organised in business associations, but under American pressure,
cartels were curtailed and in many cases forbidde

It could be argued that the Great Depression and Second World War
only temporarily halted the convergence between national economies that
seemed a logical consequence of the rise of large manufacturing companies
and their needs. The large manufacturing companies needed a workforce
that was constantly available to keep the engines running, and that earned
enough money to buy the products manufactured by those companies. They
needed stable supply and demand. A stable economic development would
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benefit all. In this view, voiced in the 1950s study American Business Creed,
companies had the responsibility to look after the interest of all stakehold-
ers, including consumers, employees, stockholders, and the general public.
Managers had the power to decide the future of the company, but they were
supposed to use this power to balance the various interests. CEOs were
seen as statesmen who looked after the general well-being, not as hirelings
of the shareholders to service their interests exclusively?| In many respects,
in these years, the United States looked more like a coordinated than a lib-
eral market economy. Michael Hogan described the US market economy
as ‘an American brand of corporate neo-capitalism that went beyond the
laissez-faire political economy of classical theory but stopped short of a
statist syndicalism’

The Netherlands with its four large manufacturing multinationals, which
also had important subsidiaries in the United States, was fully exposed to
the American ideas about management and the best way of organising the
economy, though that doesn’t mean Dutch managers agreed with all Ameri-
can choices. The managers followed the logic of the large manufacturing
companies and attached more importance to creating growth and employ-
ment than to increasing shareholders’ value. The Netherlands followed the
American lead, which in many respects fitted with the way the organisation
of the economy had developed during the interwar years and in which coor-
dination between employers and employees was centra

The Netherlands was only too happy to follow US pressures for free
trade. With its focus on international trade, including Asia and the Ameri-
cas, the Netherlands was, however, cautious about becoming part of a
European Economic Community that might lower inside tariffs but would
raise outside tariffs. But as a small country that recently had lost its most
important colony, Indonesia, it did not want to stay outside a European
Economic Community (EEC). Once it had become a member of the EEC
in 1957, it continued to promote lower tariffs. Dutch business did not fol-
low the Americans in their antagonism against cartels. When under debate
in 1957, a study group of the Social Economic Council in _the Netherlands
called cartels a ‘traditional Dutch way of doing business’ Despite Ameri-
can pressure to act tougher against cartels, Dutch business did not give
up their cartels until the European Union explicitly forbade these arrange-
ments, and even then some businesses continued them or were accused of
having done sol2)

The final mix between state and free enterprise differed between the
Western European countries, but the international growth of the 1950s and
1960s seemed to make all the combinations equally successful. The 1960s
formed the heyday of managerial capitalis The difference between the
company bureaucracy of the large managerial companies and the bureau-
cracy of the government seemed small. In both cases good planning would
make it possible to ascertain continued economic growth and welfare. The
reality turned out differently.
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The 1970s, with high inflation, two oil shocks, and economic recession
put the national economies in Europa to the test. Exports became difficult;
some manufacturing companies became uncompetitive and had to lay off
their workers. As a consequence, unemployment started to rise. Stable
prices and full employment had been important objectives of the mixed
economy, but those objectives became difficult to realise. The system was
clearly in trouble. What would be the best way out of the problems? Here
countries started to diverge again. Writing in the early 1980s, the Belgian
economic historian Herman van der Wee argued that the mixed economy
had no answers to the risen problems. Structural measures were necessary,
and he suggested three alternatives: back to the free market economy (neo-
liberalism), forward to a fully centralised plan economy as some socialist
parties advocated, and as third option, a move towards decentralised plan-
ning with ample room for the market and more self-management by work-
ers as took place at that time in Yugoslavia. He thought the third alternative
was the most likely to happe Events turned out differently.

Initially, countries differed in their responses to the challenges of the
1970s, with Britain and the United States reducing the role of government,
while other countries, such as the Netherlands, stepped up government
spending to help overcome the economic crisis. But in the course of the
1980s, the neo-liberal response from Britain and the United States began to
impact the policies of many other European countries, including those of
the Netherlands.

In Britain the antagonism between labour and capital, also visible in
the two political parties, created a deadlock that made economic recovery
hard to achieve. The power of the labour unions was broken by Margaret
Thatcher, but she was able to do so only because of the dismal economic
situation. Thatcher believed strongly in free market and private initiative for
creating economic growth. She privatised state-owned enterprises, lowered
taxes, and reduced social spending. The deregulation of the financial service
sector led to a rush of foreign banks and investors to the financial centre of
Londo

The increased international competition as consequence of the changes
in the global economy after 1973 had a negative impact on employment in
West Germany. The problem of structural unemployment led Chancellor
Helmut Kohl in 1982 to propose similar measures as Margaret Thatcher
had taken, such as less state intervention, lower wages, and more flexibility
in labour relations. However, not very much really happened. Politicians
were reluctant to address politically sensitive issues such as a reduction in
the social safety net or vacation time. Instead, politicians put the greening
of business and society high on the agenda. To make their business more
competitive, industries focused on higher value-added products and flexible
production methods. A new situation arose in 1990 when East Germany
was successfully unified with West Germany and the difficult process of
integration could star The Netherlands, thus, had again two contrasting
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models to choose from. But the most dominant new model came from the
United States.

In the 1970s, the United States faced two major problems: rising infla-
tion and Japanese competition in manufactured products. The inflation of
the 1970s compelled pension funds to seek higher, though riskier, returns
through investment in corporate equities and venture-capital funds. The
consequence was that they also needed to pressure companies in reaching
higher returns. Not growth or employment, but the return on investment
became an important criterion to judge companies. To make sure the inter-
ests of shareholders would be foremost in the managers’ minds, the manag-
ers’ earnings were coupled to the shares’ value. The Japanese competition
stimulated a_move into hardware and software for the new communication
technologie

William Lazonick identified the changes in the United States as a move
from the ‘old-economy model’ towards a ‘new-economy model’. The old
business model was characterised by a separation of share ownership and
managerial control and top executives who saw themselves as ‘organisa-
tions men’, who acted in the interest of their organisation rather than just
for themselves and whose careers were linked to the growth of the company.
To support growth the companies paid a lot of attention to internal research
and development and patenting of the results. In contrast, the ‘new econ-
omy model’, of the 1990s was based on a flexible organisation of labour
and capital. Large parts of production were outsourced and moved abroad.
Managers moved easily from one company to the next, and shareholders
bought their loyalty with high bonuses linked to the price of shares. To
keep share prices high, managers designed schemes to buy back shares. The
new-economy model, therefore, led to less investment in new technology
and less growth, while incomes became far more unequal. In this move to
the new-economy model, the competition of Japanese business during the
1980s acted as a catalyst, but it was not the underlying factor. Lazonick
agrees that the new model fits into Hall and Soskice’s characterisation of the
liberal market economy. But he doubts whether this model will be successful
in creating economic growth in the long ter

The government of the Netherlands initially tried to spend its way out
of the crisis of the 1970s. Government involvement increased rather than
diminished. Businesses received financial support to safeguard unemploy-
ment, while wages and social benefits continued to increase to compensate
for inflation. The hope that the maintenance of income levels would result
in more demand for the goods produced in the country was in vain. The
support to ailing business did not have the expected results. Business failures
and the accompanying rising unemployment led government and the organ-
isations of employers and employees to reconsider their options in 1982.
Employers and employees agreed on wage restrictions, shorter working
hours, and a sobering of social arrangements to deal with the huge problem
of unemployment. The new policies took shape gradually and succeeded in
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bringing down unemployment in the 1990s The 1990s also saw the rise
of the service sector and the internationalisation of banks and insurance
companies.

The success of the US economy and its IT companies in the 1990s acted
as recommendations to other countries to follow the neo-liberal course.
The fall of communism in Eastern Europe and the dissolving of the Soviet
Union added to the feeling that capitalism as a system was superior to
communism. The inefficiencies of bureaucracies were highlighted, while the
efficiencies of the market were more or less taken for granted. The policies
of Britain and the United States were discussed in the Netherlands, but not
wholly followed. Still, elements of the neo-liberal model were introduced,
as we have seen in the previous chapters. The financial sector was deregu-
lated, and it became an industry in its own right. As happened in the United
States, the Dutch pension funds started to invest in company shares to
increase revenues, including shares in foreign companies. Moreover, Anglo-
American asset managers were hired to manage the Dutch funds Shar-
eowners became more vocal, and company managers began to talk about
serving the interest of the shareholders first and foremost. Safeguarding
employment was no longer the highest priority, but increasing profitability
was. Multinationals, which were put under pressure by shareholders, at the
same time became advocates of new values such as flexible labour relations
and employability.

COMPARISON WITH THE FOUR NORDIC COUNTRIES

In the preceding chapters we noticed two big movements in the Neth-
erlands: one from a basically liberal market economy to a coordinated
economy in the first half of the 20th century, and from 1980s onwards, a
move in the opposite direction to a more liberal economy, though to what
extent the country has become a liberal market economy is still a mat-
ter of debate. As we have seen above, the Netherlands was influenced by
what happened in other countries, in particular large countries such as the
United States, Britain, and Germany, and by the ideas brought forward in
those countries.

Are the Dutch experiences comparable to those of other small open econ-
omies? The book Creating Nordic Capitalism provides an excellent oppor-
tunity to put the Dutch experiences further in perspectiv Creating Nordic
Capitalism compares the development of capitalism in Denmark, Norway,
Sweden, and Finland from 1850 to the present. What becomes immediately
clear is that those four countries experienced an ebb and flow in the way
they organised their economy, similar to the Netherlands, moving from a
liberal market economy in the mid-19th century to a coordinated market
economy in the mid-20th century, and back (to a certain extent) to a more
liberal economy after 1980.
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Though the broad movement was similar, the timing differed between the
four Nordic countries, and also their starting points in the 19th century dif-
fered. The economy of Denmark was characterised by agrarian cooperatives,
large exports, and a German-based social security system. Martin Iversen
and Steen-Andersen typified Danish capitalism therefore as ‘cooperative lib-
eralism’}* [Norway, rich in natural resources, had large imports and exports,
many local initiatives, and an active role for _the state. Lars Thue used the term
‘democratic capitalism’ to describe Norway.?{ Sweden combined international
trade with a focus on the industries of the second Industrial Revolution. To
characterise_the Swedish model, Hans Sjogren chose the expression ‘welfare
capitalism Of the four Nordic countries, Finland, a country strong on for-
estry and export, was in many respects an outlier, and for that reason Susanne
Fellman addressed the capitalism in Finland simply as ‘Finnish capitalism

As exploiters of natural resources, the four countries benefited from the
economic growth and internationalisation in the late 19th century. Eco-
nomic liberalism was the dominant ideology, but governments supported
economic growth by investment in infrastructure. As industrialisation took
off, poverty and bad working conditions became recognised as social prob-
lems that needed to be addressed. Building up a coordinated market econ-
omy took time.

As was the case in the Netherlands, in Denmark the First World War
played an important role in bringing the state, business, and employees
closer together. After the war, the liberals contested the cooperation between
the state and the business sector, but in practice the collaboration continued.
It became even closer during the Depression of the 1930 when the state reg-
ulated imports and protected the agrarian sector. During the Second World
War, the state and employers’ and employees’ organisations controlled the
labour market and economic policy*

The First World War had a huge impact on Swedish international posi-
tion. After the war, industrial growth declined, capital export increased,
and a process of concentration took place in the industry. Cartels were fre-
quently used and generally accepted. In the 1930s, in order to safeguard
employment, economists and politicians agreed that state intervention was
necessary. They advocated a ‘Swedish Way’, which was synonymous with a
middle way between socialism and unfettered capitalis

In the period 1890-1920, Norway saw an influx of foreign investment
in mining and other natural resources, which led to a call for the national
control of national resources to reap and distribute the resource rent. The
establishment of large industries also created an industrial proletariat and
class struggle in Norway, which in turn led to the rise of labour unions and
employment organisations. During the economic crisis of the early 1920s
and the early 1930s, the country struggled with class conflict, but it also saw
the rise of rationalisation, coordination, and more focus on social welfare
and the regulation of markets. Norway moved from a liberal to a coordi-
nated market econom
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Finland had a different trajectory from the other three Nordic coun-
tries. In the First World War, the country won its independence from Russia
and subsequently experienced a civil war that created a strong antagonism
between labour and business. The rift was so deep that not until the Second
World War were both parties prepared to collaborate. From 1950 onwards,
Finland had a very successful economic development, a state-led growth,
and a highly coordinated market econom

In all four Nordic countries, during the 1950s and 1960s, economic
growth and increasing social welfare went hand in hand. In particular the
manufacturing industry contributed to the economic growth. In Denmark
the rise of the manufacturing industry also signified more focus on the pro-
duction for the home market. The welfare state expanded in the 1960s
and 1970s, based on notions of solidarity and equalit In Norway, the
postwar appetite for socialist planning quickly diminished under interna-
tional, in particular American, influence. Instead, state participation in the
economy increased, and extensive coordination and cooperation between
various interest groups on the national level developed. The Social Party
pressed for social and national solidary. Norway succeeded in combining
full employment with an extensive welfare arrangemen The same was
true for Sweden. A strong relationship between the financial-industrial elite
and the major political parties was considered acceptable because it brought
political stability, strong economic growth, extended social security, and full
employmen Finland entered in the 1950s the stage of state-led economic
growth, and it developed into a highly coordinated market econom

The economic crisis of the 1970s, with its two oil shocks, and deep reces-
sion in the early 1980s, was in all countries a moment for reflection and
debates about the role of the state, the extent of the welfare state, and the
liberalisation of the capital markets. Again, timing differed. Denmark expe-
rienced a crisis in the early 1980s, Norway in the late 1980s, and Sweden
and Finland in the early 1990s. Denmark stepped up government spend-
ing in the 1970s to overcome the recession but experienced an economic
crisis in the early 1980s. This led to deregulation and more competition.
From a strategy of exports, Danish business switched to participation in
the global division of labout*] In Norway, state ownership was reduced
and the power of unions diminished, in part because trade unionism was
weak in the service industries that were the new growth sectors. Moreover,
globalisation reduced the possibilities of (local) managers and employees to
influence board decisions. Nonetheless, the trade unions remained a force
to be reckoned wit

In the 1970s, the Swedish economy performed poorly. The government
gave support to ailing businesses, but that aggravated the problem of high
government spending. Powerful trade unions continued to demand higher
wages and better social security arrangements. In the 1980s, Sweden ended
monopolies on railways, postal services, energy, media, and telecommuni-
cations, and the country seemed to have overcome the economic slump of
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the early 1980s. However, Sweden experienced a huge financial crisis in
the early 1990s. The Swedish model came under threat because the desir-
ability of equality became less self-evident and private firms felt less loyal
to their country. They did not feel the need to sustain full employment in
Sweden but moved their investments to low-wage countries if that would
increase shareholder valu In comparing the Dutch and Swedish institu-
tional change, Jeroen Touwen argued that in Sweden the actors stopped
following the practices described by the institutions and thus forced change,
whereas in the Netherlands the institutions were reinterprete In Finland
the successful formula of the 1950s continued into the 1970s. Even in the
1980s, the economic development was more favourable than elsewhere in
Europa. Still, the 1980s saw changes such as liberalisation and privatisation.
In the early 1990s, Finland experienced a crisis that had external and inter-
nal causes. External was the disintegration of the Soviet Union, which had
been an important market for Finland. Internal was the lack of adjustments
in earlier years, which made more radical changes necessary in the 1990s.
Finland algso became part of the European Union in 19935, at the same time
as Swede

But by the end of the 1990s, in all four countries the international involve-
ment had grown, the role of the government was reduced, labour unions
had become less powerful, the welfare state had become less generous, and
interests of shareholders received more attention. There was a clear move
towards a more liberal market economy, but older notions of solidarity and
social security had not entirely disappeared. The authors of Creating Nor-
dic Capitalism conclude that in the 20th century, the four Nordic countries
converged towards one ‘Nordic model’, characterised by political stability,
competitive economies, and generous welfare systems. The reason that the
four moved towards a similar model is—cautiously—explained by the fact
that the economic interaction between the four countries greatly increased
through imports and exports, mutual foreign direct investment, and cross-
border mergers. Nordic institutions and joint_ membership of the European
Union further strengthened the convergenc Without arguing that glo-
balisation will lead to one similar business system, this conclusion seems to
suggest that closer economic interaction can lead to convergence in the way
national economies are organised.

The comparison between the four Nordic countries and the Netherlands
offers many similarities and thus greater understanding of the joined drivers
of change. The starting points in the 19th century were very different for
the four Nordic countries. If anything, the Netherlands resembled Sweden
with its large companies of the second Industrial Revolution the most. The
interwar period showed already many similarities between three of the four
Nordic countries and the Netherlands, and these became more marked from
the 1950s onwards. The two world wars and the Great Depression contrib-
uted each time to a greater coordination of the economy. The coordinated
market economies thrived during the 1950s and 1960s, when economic
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growth was fuelled by expanding international trade. However, the reces-
sion of the 1970s and the globalisation of markets, including the financial
markets, put the achievements of the welfare state under pressure. Pre-
serving the welfare state seemed difficult to combine with maintaining the
international competitiveness of business. The countries initially fiercely
defended their welfare arrangements, but as time went by, all made adjust-
ments. The systems became less generous with the intention of making
them more robust.

In his book Small States in World Market, published in 1985, Peter Kat-
zenstein explained how the small open European countries had been very
good at combining international competitiveness with a high level of social
security. He characterised these countries as ‘democratic corporatist’. For
small countries economic protectionism was no option, and therefore the
countries had to choose for international openness. But to protect their
citizens from the ups and downs of the international economy, the states
needed to combine economic openness with ‘domestic compensation’, that
is: generous social welfare systems. These systems were created in tripartite
negotiations between the state, employers, and employees. At the same time,
the countries had to react flexibly to international changes and challenges
because they could not protect their economy from outside pressures, nor
afford structural transformation. Katzenstein conceded that the small and
flexible adjustments these countries made during the 1970s looked ‘con-
fused and disorderly’, but they were in fact, he argued, a new contribu-
tion to the repertoire of modern capitalis He even recommended the
approach of small European countries to his American readers: ‘Democratic
corporatism merits study for its response to economic change. Exposed to
global markets that they cannot control, the small European states have
accommodated themselves to a situation that Americans are now beginning
to experience as crisis’l*]

As we have seen above, the authors of Nordic Capitalism have a some-
what less positive view of the muddling through policies of the Nordic
countries in the 1970s, which they consider as ‘too little too late’, and a
missed opportunity to adjust timely to the new international competitive
environment. This difference in appreciation may have to do with the fact
that the countries were facing a different kind of internationalisation in the
1980s and 1990s. As Iversen and Andersen remarked about Denmark, Dan-
ish enterprises moved from exporting to truly participating in the global
division of labout’]

Returning to his study in 2003, Katzenstein underlined that one vital part
of his argument had been insufficiently understood, and that was his argu-
ment that the feeling of vulnerability of small states with regard to the inter-
national economy generated the ideology of social partnership that ‘acted
like a glue for the corporatist politics of the small European states’. Not only
economic factors, but also sentiments such as ‘vulnerability’ and ideas such
as ‘ideology’ served as explanation for the formation of specific institutions.
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He argued that in the 1990s, the small European states had demonstrated
the kind of flexibility, now termed ‘learning capabilities’, consistent with the
ideas he had set out in 1985. He was optimistic that the countries in Eastern
Europe would follow a similar route towards a social market econom

COMPARING RECENT DEVELOPMENTS IN EASTERN EUROPE

Inspired by the Varieties of Capitalism debate, Andreas Nolke and Arjan
Vliegenthart have analysed the economies of four East-Central European
countries, the Czech Republic, Hungary, Poland, and the Slovak Republic,
to decide whether these countries would fit the model of the liberal or coor-
dinated market economy. The authors concluded that the economic and
political shock of the end of communism after 1989 led to the formation of
a new set of institutions that is consistent with neither a liberal market econ-
omy nor with a coordinated market economy, but can best be characterised
as ‘dependent market economy’ Why dependent? Because the economies
of the Czech Republic, Hungary, Poland, and the Slovak Republic have
become greatly dependent on investment decisions by multinational com-
panies headquartered in Western Europe and the United States. These mul-
tinationals were looking for cheap but skilled labour in order to outsource
the assembly of semi-standardised industrial goods. These companies have
invested in new production facilities and, as a consequence, modernised the
economic infrastructure. But for the four countries, the innovation came at
a price: increasing dependence on the needs of these multinational compa-
nies and their decisions.

The notion of dependence is linked to the hierarchical organisation of
transnational companies. In this respect, the dependent market economy
has some similarities with the hierarchical market economy that Ben Ross
Schneider identified for the countries in Latin America. In this model, the
foreign multinational enterprises aligned their interests with the local fam-
ily business groups to the detriment of the workers, who are for the most
part unorganised and highly mobile. The coordination mechanism is mostly
nonmarket and hierarchica

According to Nolke and Vliegenthart, the logic of transnational com-
panies demands low labour costs, the tacit knowledge embedded in local
industrial districts, and easy hiring and firing conditions. They have no need
for local finance and are not interested in investing in education or voca-
tional training because they can transfer innovation from headquarters, and
they tend to lobby for government preferential treatment and advantageous
investment conditions. These needs and conditions led to the business sys-
tem that Nolke and Vliegenthart coined as ‘dependent market economies’’]
Because multinational companies are supposed to behave in certain predict-
able ways consistent with their economic logic, the model contains a set of
institutional complementarities that are supposed to strengthen the model.
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The model is both coherent and successful in certain sectors linked to export
industries. But it does not increase the standard of living of the whole popu-
lation and is also considered vulnerable because of its dependence on the
decisions of multinationals from outside the country, who may decide to
move to other countries with a lower cost structure. The model is based on
a clear set of suppositions on how multinationals behave. This set of suppo-
sitions, however, calls for further historical research because there may well
be more variety in the strategies of multinationals

While Katzenstein underlined the fact that the small European countries
were able to combine international openness with national welfare systems
thanks to their capacities of making flexible adjustments to changes in the
international economy, Nolke and Vliegenthart are less optimistic about the
Eastern European countries (not all of them small). Their economic com-
petitive advantage is geared towards a certain type of production (assembly
lines of semi-standardised products), and if the production costs might rise,
multinationals could move to countries with lower (labour) costs.

One can argue that there are differences between the Eastern European
countries and the Western European countries. In the first place some of the
small European countries, in particular the Netherlands, Sweden, and Swit-
zerland, had strong multinationals of their own. The top managers of the
large multinationals were involved in the local economy and formed part of
the local business elite that took part in the consultation and coordination
process. This situation was different in Eastern Europe. But with the growth
of some multinationals and in particular, with the increase of cross-border
mergers and acquisitions, the business elite in Western European countries
has also become more internationalised, and it is no longer self-evident that
their loyalties are with the country in which the headquarters are located.

Secondly, the character of the internationalisation changed in the 1980s
and 1990s. The internationalisation has become more intense. The multi-
national companies no longer limit themselves to establishing subsidiaries
abroad as alternatives to producing export products at home or to acquire
raw materials, but the whole production chain has lengthened and become
more fragmented. This has created a long and complex set of dependencies
that involve many different countries and even more different companies.
The recent experiences of the East-Central European countries show that
the way in which countries are connected to the global economy can have
important implications for the way the national economy functions. This
conclusion is particularly relevant for small countries with open economies
like the Nordic countries and the Netherlands.

VARIETIES OF CAPITALISM AND GLOBALISATION

The Varieties of Capitalism debate started with the argument that globalisa-
tion does not necessarily mean that all countries will move towards the same
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organisation of their economyE‘I This overview confirms that there remain
many different systems. At the same time, it is clear that many economies
underwent changes in recent years and that these changes meant a move in
a more liberal direction. Markets have become more important, companies
seek to serve more exclusively the interest of shareholders, labour relations
have become more flexible, and welfare arrangements have become less gen-
erous. Governments act less directly but are more involved indirectly in rule
setting. Movement in the same direction is also stimulated by international
agreements and standard setting in international organisations, such as inter-
national audit standards, that tend to be geared towards neo-liberal points
of vie

National economies are constantly changing and adjusting themselves.
The fact that the economies all move in the same direction, though at dif-
ferent speeds, underlines the supposition of institutional complementari-
ties because the liberalisation of one sphere of the economy put pressure
on other spheres in the same way that in the interwar years, the coordina-
tion of the economy gradually took hold of more and more spheres of the
economy. The recent experiences of four East-Central European countries
seems to suggest that new coherent models can develop in a relatively
short period.

It is clear that the liberalisation of markets and the subsequent increas-
ing internationalisation have become the main drivers for change in the last
decades. What still needs more understanding is how the different ways in
which the national economies are connected to the international economy
influence their room for manoeuver and their policy options. In particular
the role of multinationals and the impact of cross-border mergers deserves
more attention. While national governments compete to attract foreign com-
panies to their countries, at the same time, multinationals compete for the
best investment opportunities. It is not self-evident that in these negotiations
multinationals will always have the upper hand, as is often supposed. More
business history research into the precise relationship between governments
and multinationals is clearly welcome. Important for identifying the impact
of openness on the national economy are also the supplier relations between
local and international business.

The Varieties of Capitalism literature argued that different capitalist sys-
tems could all work well in their own way. The present concern is that per-
haps none of them work really well. The Asian crisis of 1997, the dot-com
crisis of 2000, and the Enron scandal in 2001 that also caused the end of
auditing firm Arthur Andersen, showed the instability of the global econ-
omy, yet it took the financial crisis of 2008 to start a process of rethinking
the paradigm of neo-liberalism. Some of the warnings came again from the
United States. Michael Sandel posed the question of whether there was any-
thing money couldn’t buy. ‘Without quite realizing it, without even deciding
to do so, we have drifted from having a market economy to being a market
society’, he argued. As a society, we have ‘outsourced’ our ethical choices to
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the market, while in the end, a society should set its own priorities through
debates@ In his book The Globalisation Paradox, Dani Rodrik argues that
deep globalisation, national sovereignty, and democracy are incompatible.
If there is a conflict of interest between the three, then national sovereignty
and democracy have to come first. Instead of embracing deep globalisation,
the world should move to ‘sane globalisation’, that is, a situation in which
the reach of global markets is limited by the scope of their (mostly national)
governance. National governments should continue to be able to set their
own priorities in social welfare arrangements@ The need as a society to
take some action is also underlined by the French economist Thomas Pik-
etty in his book Capital in the Twenty-First Century. His analysis of the
past leads him to the conclusion that the reduction of inequality during
the 20th century was an exception and that the economy, left to itself, will
lead to more inequality in wealth and income. To avoid such a scenario
unfolding, he advises high taxes on capital, although he_is fully aware of
the practical problems of such measures in a global worldL®] The popularity
of these books, and in particular the amazing response to Piketty’s volume,
shows that the feelings of unease about the increasing globalisation, the
paradigm of the free markets, and the inequality between people and coun-
tries are broadly shared in the western world. Will the financial crisis of
2008 become a new turning point in the evolution of capitalism, such as the
crisis of the 1970s, in hindsight, turned out to be for the cooperative market
economies? Or is the world going ‘back to business’ with more international
mergers and acquisitions, more globalisation, and more dependence of indi-
viduals on the outcome of free markets?
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