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Abstract

Developing highly skilled workforce to enhance the national
competitiveness in today’'s globalized world is an international concern
regarding VET policy. This paper provides a brief description of the current
skill profiles of the UK and Germany as well as the challenges posed to
them by internationalization of capital and the consequent gaps between
supply and demand of skills. It demonstrates the way these two different
types of economies react to the adaptation problems through the reforms
they undertake in their VET systems. In both countries, a trend towards the
development of supply side policies is developed but for different reasons
and with varying goals and success. The paper concludes that the current
initiatives to develop highly skilled workforce are unlikely to lead to
substantial changes in the current ingtitutional frameworks which are the
basis for differences in national VET systems and skill profiles.
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Chapter One
| ntroduction

1.1. Purpose of the Study

The goal of this study is to examine the effects that globaization in the 21% century has on
different types of European welfare states in order to see if they respond in adegquate ways to
the challenges imposed by a more globa environment. The aim of this paper is to show the
effects of different responses to economic globalization challenges by states in terms of social
policies on the flexibility and knowledge intensity of the labor force. The study attempts to
investigate the relationship between nations' industrial profile and the prevalent skill profile
among the workforce. A major factor to be taken into consideration is the possible
transformation of the industrial profiles due to the pressure of international economic factors
and competition in today’s globalized world. The author makes the assumption that such a
change in the industry profile of a nation would change the skills mix as demand for new
competencies and decline for old ones will appear. The answers of different European welfare
states will be examined presented through their social policy and more specifically, the
structure and emphasis of their vocational training institutions.

There are two main types of welfare states discussed in the study: the liberal market
economy and the coordinated market economy. This isthe main theory used in this research —
it is developed by Peter Hall and David Soskice and claims that the degree of coordination in
industrid relations is a determining factor for the types of skills and labour relations
developed in an economy, thus explaining the supply side of the labour equilibrium, namely
the labour force skills provided in the state. Liberal market economies are associated with the
formation of general skills among the majority of the workforce and flexible labour markets
while in coordinated market economies specific skills and long term employment are
prevaent. This distinction between types of institutuiona frameworks will be used in order to
explain differences between economies in the area of skill formation, helping the reader to
understand why German labor market is more coordinated and focused on specific skills why
the UK is characterized by flexible labor market and general skills among the majority of the
workforce. The issue of skill formation and the gaps between new demands and existing
supply of skillswill be discussed in chapter four.

Another theory used as explanatory background of the research is a study on
globalization challenges posed to nation states and their different responses in the area of
social policy conducted by Fritz Scharpf and Vivien Schmidt. It presents the demand side on
the skills equilibrium — the contemporary requirements on the workforce qualifications due to
internationalization of capital. This theory explains why a knowledge economy creation is
necessary in advanced economies and how economic globalization affect nations production
profiles and thus the skills required for their proper functioning. The main challenges
stemming from the high mobility of capital and competition for foreign investment for nations
areto raise their productivity and value added (UK) in order to avoid price based competition
with developing countries or to lower social costs (Germany) in order to attract more
investment and to decrease unemployment. These challenges and the possible responses to
them are presented in chapter four.

The changes in the demand for skills in the present institutional environments provoked
by the challenges discussed above are examined in the area of vocational training systems
through the current national policy reforms. The paper is attempting to evaluate whether
current policies in the area are aimed at bridging the skills gap and in what way. Human
capital theory is employed to help explaining the underlying conditions and individua



motivation and benefits stemming from skills development. Investment in VET and creation
of high skill economy is seen by the theory as an inevitable path of technological and wealth
evolution which is universal for all states and depends on rational individual choice which
coincides with the policy of non market intervention typical for LMEs which are more
individuaistic. On the other hand, the socid capital approach claims that skills development
is socially congtructed and depends heavily on the existent institutional framework. Thus,
high skills are based on networks and trust which are present in CMEs which are more
coordinated. These two contradictory views will be employed to examine the changes in
national VET systemsin chapter five.

On the basis of the chosen theoretical framework, the former communist countries in the
Balkans are expected to adopt one of these two kinds of welfare states and thus develop the
associated paths of skills formation — flexibility (LME) or knowledge intensity (CME). The
changes in industrial relations and secotral mix will be examined in a CEE transition country,
comparing the previous environment of a centrally planed economy to the current market one.
Deacon’ s theory on “political globalization” will be used in the attempt to explain the current
path of development of CEE transformation. It is based on the view that international
economic actors like IMF and WB influence the direction of change in transition countries
towards liberal market economies thought their funding programs requirements. This issue
will be discussed in the additional chapter seven of the present paper.

It is important to attain knowledge about the ways European welfare states react to
changing industrial demands in a time of increasing competition and globalisation on the
European continent. Four main research questions have been developed which cover the
above-mentioned purpose of the study. Answering the last question would shed some light on
the direction that SEE economies are heading towards regarding levels of coordination of
industrial relations which in turn influence the skill formation of the labour force. Nowadays,
some welfare states develop knowledge intensive sectors as a response to globalization while
others rely on flexibility of the labor market as a factor for achieving higher competitiveness.
Welfare states in transition may benefit from a study of the changes taking place in the
advanced welfare states in the area of skills formation in the process of choosing a path of
social policy to follow in the sphere.

1.2. Research Questions

1. In a more competitive international market resulting from globalization, what
adaptation challenges are posed to the Western European welfare states in terms of
economic performance and competitiveness in relation to the skills of their workforce?

2. Is there a gap between the skills provided by the labour market in the economies
examined and the contemporary demand present in the states?

3. How are the states responding to changing needs of the labour market in the area of
skills formation through their vocational training policies — are there transformations
in the vocational education structures and if so, in what direction?

4. What type of capitalism are the Balkan welfare states in transition heading towards —
CME or LME (including their approach to skills formation - flexibility or knowledge
intensity)?

The structurd line which is the backbone of the present paper is going the following way:
The goal of the research isto show how — in which field - national skill profiles (which are a
result of the type of economy and its level of coordination — LME or CME) lead to the current
gaps between supply of skills (influenced by national production patterns) and demand for
skills (influenced by globalization). Globalization challenges on welfare states may vary in



impact and focus due to different nationa goals and priorities. After challenges and gaps have
been identified, the paper will examine the reformsin VET systems that the two states under
investigation have undertaken in order to answer the challenges and bridge the gaps. Then an
evaluation of the direction of the changes will be made — whether they are aimed at the
creation of more general or more specific skills.

Chapter Two
M ethodology

The methodology chosen to serve the purpose of the current problem investigation will
rely on qualitative research analysis. The concept suggests methods for examining social
research data, without converting them to a numerical format. More specifically, qualitative
analysis refersto: “the nonnumeric examination and interpretation of observations, for the
purpose of discovering underlying meanings and patterns of relationship” (Babbie, 2007). The
particular type of analysis was selected due to its greater relevance to the research topic of
skills formation which suggests evaluation in non-quantitative terms. In delivering the
analysis, the case study method was selected as a small unit example that will be assessed.
The design of the research is a case study as it alows the author to examine issues at a great
depth, to reveal causal relationships and to draw conclusions. There will be two main parts of
theinvestigation process.

In thefirst part the focus of the analysis is on the institutional frameworks of two types
of market economies identified by Hall and Soskice. It will be executed in the form of a
focused comparison of labor market skill profile structure in the liberal and coordinated
market economies. The sampling approach which seems most appropriate for this propose is
the stratified purposeful sample because it illustrates subgroups and facilitates comparisons.
Thisisthe major god of the study — to compare socia policy development directionsin the
area of skills formation of the two profiles of national economies and industrial relations. The
nations which will be examined in the stratified sample are United Kingdom as an example of
the LME group and Germany as an example of the CME group. These two cases will be used
in order to see how they vary in their responses to common challenges such as globalization
pressure for economic competitiveness on national industries and the conseguent demands on
the workforce and its skills mix. The cases are selected on bass of the “most different” design
approach for focused comparative case study as the aim of the research isto show how
dissimilar systems react to the same problem. Germany and the United Kingdom have
different historical, cultural and political backgrounds and thus vary grestly in their
ingitutional frameworks.

As globalization is the constant factor that affects both types of economies, it will be
the standardized independent variable. It will be applied here from its economic perspective
including the international mobility of capital, free trade, foreign direct investment and spread
of technology and production. Globalization leads to competitive pressures on advanced
welfare states and demands for certain types of skills. The explanatory independent variable is
thelevel of coordination which determines the type of institutional framework in the country
—whether it isaliberal or coordinated market economy. More specifically, this can be seenin
theindustrial relations and the prevalent type of skills they supply which varies among the
two systems and has great influence on the VET development.

The dependant variable of the study is the human capital of the two states and namely,
thelevel of presence of vocational training systems. Thus, estimation can be made about the
skills formation in the labour market on the basis of vocational training institutions — if the
state is developing general skills (at low levels of vocationd training) or specific skills (at



high levels of vocational training). The attempt to measure such a change will be based on
investigation of the current policy reforms undertaken in the last decade.

The following scheme will be used in the analysis:

Skills demand
Globalization pressures

LME industrial relations l
Skills supply - Vocational training systems
CME industrid relations

Thus, there are two independent variables — industrial relations and globalization
pressures which affect the development of the dependant variable — vocational training
systems. The industrial relations typical for CMEsand LMEs, discussed in the theoretical part
(networks, unions, corporate governance, financial markets etc.) influence the supply of skills
in the workforce according to the needs of prevalent sectors of production. Globaization
pressures have an effect on the demand for skills due to increased competition and
technological development leading to new requirements in the existing sectors of production
and the emergence of new ones causing the need for improvement of skills or creation of new
ones.

The existing discrepancy between supply and demand of skill types (if there is any),
following from the changing demands of industrial production and sectoral ratios in national
economies is expected to lead to transformation of the vocational training systemsin an
attempt to bridge the gap. The independent variable servesto show usif thereis such a
transformation in vocational training systems of LMEs and CM Es and what its direction is for
each of the two groups— whether, for example, both of them are trying to achieve a more
mixed and balanced skills profile which is not predominantly based merely on either flexible
or specific skills.

The second part of the investigation is relatively independent of the findings of the
first part but is strongly related to the characteristics of the general institutional framework of
the two types of economies examined previoudly. It will consist of a case study of a Balkan
state which represents aformer centrally planned economy. The country chosen as an
example is Bulgaria due to the interest of the author in its development. The case study will
describe briefly the ingtitutional framework of the country after the transition period from the
1990s taking into account the communist legacy when evaluating its structures (including
employee representative organizations, business associations, financial markets, corporate
governance and ownership, industrial sectors structure, trade unions and general social policy
approach) comparing them with the ones present in the CMEs and LMEs.

The goal of the this part of the study is to place Bulgaria on a continuum where LME
and CME are the two extremesin order to see to which type the country is more similar based
on resemblance in the indicators mentioned above. Thus, aso an assumption for the direction
of skill formation in the country can be made — whether it is towards the creation of general
skills (flexibility of the labor market) or specific skills (knowledge intensity) based on its
proximity to either aLME or CME.

The particular method of gathering data for producing the evaluation relies exclusively
on documentary analysis, which provides documentary evidences in different forms, ranging
from official and private documents to personal letters and memos. (Grix, 2004) In addition
the analysis will be delivered through secondary document sources evaluation, which refersto
“interpretations of events by others” (Bell 1993:68, as quoted in Grix, 2004). The document



analysiswill be based on statistics on state industry profiles, product demand, employment
and vocational training participation from national and international databases (Eurostat,
OECD) aswell as articles, academic publications on the topic.

Though delivering an explanation about how the research approach will be applied in
elaborating the specific case evaluation, the author recognizes that the particular analysis
method suggests certain limitations of the findings. Thisis dueto the fact that their validity is
congtrained first by the small sample evaluation of the case study technique selection. This
can be identified as a weakness, since the limited number of examples in the documents and
the lack of comparison with other countries from the same type of economy suggest
ambiguity about the credibility of the evaluation outcomes. In addition, the analysisis non-
random, non-representative and findings are narrow and not generalisable. Furthermore,
qualitative analysis operates with soft data evaluation, which compared to the hard nature of
the quantitative approach, suggests no numeric verification of the assessment. (Grix, 2004)
However, the scope of the research poses constrains by volume and time limitations that do
not allow going deeper into the various theories, concepts and ideas included in the paper. In
addition, due to the same arguments, though being restricted by some of its characteristics, the
particular qualitative approach was selected as relevant to the focus of the problem evaluation
that is of interest of the author.

Chapter Three
Theor etical Framewor k

The theoretical framework used as a backbone for understanding the issues
investigated in the current paper consists of three relatively complementary theories. They
are chosen on basis of their capacity to help answering the research questions through
explanation of the background factors behind the issues under investigation. Globalization is
posing challenges to national economies requiring higher competitiveness in the global race
for mobile capital present in the contemporary integrated financial markets. The nature and
impact of these challenges is presented by the Globalization theory of Scharpf in this chapter.
They affect labor markets in away that creates gaps between the new skills demanded (by
expanding sectors or productivity requirements) and the supply provided by the existing
structures. However, the gap dimensions vary among countries in accordance with their
competitive strategies and welfare goals and this leads us to the Varieties of Capitalism theory
which explains why. It is due to the different institutional frameworks and thus the structures
influencing the labor market and skills formation. One of the most significant institutions
regarding the latter is the system of VET. Countries respond to adaptation challenges
regarding national skill profiles through reformson VET with different focus and direction.
Thisview is in accordance with the VoC theory — investment in VET is seen as creating
human capital in libera individualistic economies while in the coordinated collectivist
economiesit is perceived as generating social capital. The causes for this are explained in the
respective theories which are linked to the degree of trust and coordination in the economy — a
view supported aso by VoC as basis of its typology.

3.1. Human capital theory

The basis for the economic evaluation of vocational training is established by Gary
Becker and his theory of human capital. It describes human capital as resources people



possess which allow them to generate income. Comparing them with physical capital, these
human resources can also be increased through investment. One type of such investment is
vocational training system development and participation in it by the workforce. The benefits
of vocational training and education have economic value as they consist of the generation of
productive skills which can be traded in labour markets. Thus, the concept of human capital is
often applied in empirical and theoretica studies of vocational training.

Nowadays, nations depend more heavily on human capital due to globalization and
technological innovation which lead to an increased demand for knowledge workers and the
creation of a knowledge economy and people are the major factor for its successful
establishment. Human capital theory claims that skills are inherent in individuals, they are
measurable and the motivation to increase one's human capita is based on the rational
calculation of individua rates of return. This notion coincides with the findings of the study
conducted by Estevez-Abe on skills formation that there is arelation between the levels of
social protection a country and the motivation in the workforce to invest in specific skills.

The human capital theory assumes that the more technologically advanced societies
become, the greater demand for technological, managerial and professional workers becomes
and there are fewer jobs for the employees with little formal education and training (Kerr,
1973). The creation of a high skill economy is thus seen as a matter of evolutionary process of
technical progression (Brown, 2001). The concept of skillsisdifficult to define and measure
and is generally presented as the ability or competence to perform specific activities usually
obtained through education or work experience (Brown, 2001).

Before the emergence of the human capital theory, any direct relation between labor
force skills and productivity was rejected within mainstream economics (Becker, 1964).
Human capital theory did not support the idea that the workforce is homogenous and was
searching for abroader concept of capital which covered aress like skills, knowledge and
know how of the labor market. According to that theory, systematic investment was needed to
achieve the level of skillswhich may increase the capita yields of human labor (Becker,
1964). Thus, education was seen as aform of investment rather than consumption.
Unexplained increases in productivity and economic growth were perceived as a consequence
of higher investment in human capital even though it is difficult to measure such an alleged
contribution. Some theorists suggest that human capital has become as important in the
contemporary globalized world as was the financial capital during industrialization. The
technological upgrading of employment has transformed the relation between capital and
labor and wealth creating activities are now based on “productivity and innovation achieved
through the application of knowledge to work” (Drucker, 1993). According to Schultz (1971),
theindividual employability determines the value of personal human capital and provides
economic opportunity, choice and occupational status. Human capital theory sees the creation
of ahighly skilled labor force as a natural consequence of technology progress thus requiring
governmental and individual investment due to the decrease in demand for low skills caused
by necessity of technical, managerial and professional knowledge (Clark, 1962). Equality and
digtribution are not seen as afocal point of discussion anong human capital theorist because
of their conviction that investments in human capita will create prosperity and social
inclusion.

According to Becker, there is universal implementation of human capital theory in all
nations regardless of history and culture because it complies with the economic development
laws. In the contemporary global environment such views have gained support as national
economies are no more protected by limits on international trade through tight currency
control and tariffs. In the post-war period of Keynesian settlements among shareholder, mass
production and consumption provided relatively high income and the inception of consumer
culture. Large scales of production and demand for it allowed corporate profitability despite
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the high wages paid to low skilled workers. With the growing complexity of the technology
employed in production of more sophisticated goods and services, the need for investment in
education and training of the workforce was recognized.

In the 1980s, at the dawn of globalization, neo classical ideas about economic
competitiveness emerged. They were based on the view that political coordination between
capital and labor leads to unjustified increases in wages not covered by enhanced
productivity. Thiswas believed to cause economic inefficiencies becoming obvious under the
conditions of globa markets like high unemployment, inflation and low rates of economic
growth. Human capital theorists claim that income should reflect the market value of labor
otherwise MNCs would move their activities to more profitable locations offering adequate
wage levels and lower social costs. According to Woods, globalization leads to the transfer of
low silled jobs to newly industrialized countries which has caused a 20% decrease in the
demand for low skilled workforce in the developed countries. Another study, conducted by
Reich in 1991, shows that there is an international market for workers from all countries
based on competition supporting the ones possessing human capital of global attraction. Thus,
national educational and training policy will be effective only if it creates world-class
workforce in order to competein the “global knowledge wars® through the attraction of
foreign capital in high value added sectors (Brown, 1996). However, there are some
limitations on workers' participation in the global market. Nationality can be such a
restriction which gets loosened in cases of skill shortagesin an economy for particular
occupations and the need for imported labor force. Thus, capital is much more mobile than
[abor.

The declining importance of national bordersin agloba environment reinforces neo-
liberal ideas as a necessity. According to Wade (1990), governments should not interferein
economic matters and asindustrial policies lead to market rigidities, flexible and deregulated
labor markets are required which reflect the real value of human capital and will provide
higher employment. Also, employers-driven vocationa training is needed. Human capital
theory presents a “win-win scenario” in which investmentsin education in training are
expected to cause higher levels of productivity and income stemming from the enhanced
demand for skilled work. However, according to Brown (2001), some economies can achieve
high economic competitiveness without reliance on highly skilled maority among the
workforce using different strategies than those pursuing high skills formation. Moreover,
investments in human capital may not lead to beneficial outcomesfor al partiesif elite groups
limit access to prestigious education to representatives of lower social classes. “Positional
competition” is present in most skill formation systems and its outcomes depend on the way it
is structured by the state — as meritocratic or market one.

Thus, the following section will discuss some of the drawbacks in human capital
theory which perceives individuals as instruments for technical skills provision. It does not
acknowledge the social construction of skills and examines motivation only from rationally
economic perspective. The theory uses limited evaluation of human nature, seeing individuals
asdriven by self interest with individual optimization not being influenced by social or
cultural conditions. One important feature of skills formation in the globalization eraisthe
short life cycle of knowledge which requires constant upgrading of qualifications especially
with the emergence of new jobs — the average American changes their workplace at least ten
times. Thus, “learning is the new form of labor” (Zuboff, 1988). According to Brown,
individuas are motivated to develop new sills by changesin the social world in areas like
technology, organizational structure and political priorities.

Human capital theory is based on the assumption that evolution from low skilled to
high skilled production is inevitable consequence of technologica progressignoring the
current industrial relations and skill content of occupations. According to a study conducted in
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1999 by Finegold, the effect of technology on skills varies. ILO data shows a significant
increase in employment in the service sector in the period 1980-1998 in both Germany and
the UK, complemented by a decrease in the employment levelsin the agricultural and
manufacturing sectors. This can be attributed to technological progress which increases
productivity in manufacturing with the labor base held constant. Esping-Andersen claims that
the shift to the provision of services does not necessarily mean higher skills levels as most of
the newly created occupations in the sector are low-skilled and low-paid ones showing a trade
off between unemployment and mass inferior jobs. According to Brown, the linear model of
technological change affecting education and training system so that they produce higher
skills which lead to higher incomes is not an adequate and universal way to establish ahigh
skills economy.

Some human capital theories suggest that a universal best practice exists for the
achievement of optimal skill formation strategies not taking into account that powerful social
conditions also influence outcomesin the field. The practice of adoption of outside
approaches in national economic policy is exemplified by the spread of Fordism in the early
twentieth century and Japanese lean production techniques popularity as well as UK
privatization. However, they show that national adaptations are required when importing
strategies (Brown, 2001). Thereis aview that national educational and labor market systems
would converge towards a best practice which delivers efficient skills transfer based on
technological rationality. According to Brown (2001), the development of a highly skilled
society is not merely atrait of knowledge driven economies but is more of a social priority
which reguires broad participation.

This leads us to the concept of social capital which is based on the existence of socia
networks supporting the achievement of mutua goals (Baron, 2000). A more specific
definition is given by Boudieu: “socia capital isthe aggregate of the potential resources
which are linked to possession of adurable network of more or less institutionalized
relationships of mutual acquaintance and recognition which provides each of its members
with the backing of collectively-owned capital” (1997). The ability of stakeholdersto
collaborate is claimed to depend on the degree and shape of networks, norms and trust in
society. According to Putnam, there is a relationship between the achievement of socially
desirable outcomes like higher levels of economic prosperity and successful educational
outcomes on one side and the presence of social capital on the other. Among some of the
reasons for the raising interest in the social capital is the increasing concern with the excess of
individualism in western developed states as well as the raising sensitivity to perceived
globalization and the difficulties of establishing a civil society in some post communist
countries. In the economic sphere, social capital concept questions the assumptions
concerning human behavior and challenges the notion that it is based solely on individual
perceptions of maximization of self interest. Thus, it is contradictory to the idea of bounded
rationality which may look very attractive in times of complex labor markets and abundant
career paths (Fevre, 2000).

According to Streeck, there is a connection between identity, self transformation and
economic development which may explain the spectacular effect on skills level among
German manufacturing workers exerted by norms and networks determining the behavior of
l[abor market entrants. The author claims that the “heritage of community bonds’ in Germany
which isabsent in the UK facilitates the creation of highly skilled workforce. The basis for
this is not the rational behavior of optimizing individuals but a sense of obligation which
together with community bonds leads to more positive attitudes to training. Thus, the social
identities created by the German occupational community motivate participants in the labor
market to take part in education and training. However, the post industrial society is
characterized by individuation, risk and return on uncertainty which makes social capital
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irrelevant and in the 1980s identity in Britain was acquired simply from employment, placing
less emphasis on learning (Beck, 1992). Brown claims that evidence suggests that motivation
and commitment are tied to social and cultural issues of economic involvement and emotional
intelligence and thus are socially constructed. The creation of networks and trust which are
the basic source of social capital depends on cooperation rather than individualism. Thus,
societies which praise competition, self interest and acquisitiveness rather than collaboration,
common interest and the quality of life are less expected to maximize human potential which
leads to inequalities and waste of talent due to market individualism influence.

The impact of this theory in the present study is significant asit is used asbasis for the
examination of the shape of the reformsin VET systemsin Germany and the UK presented in
chapter five asthey are evaluated taking into consideration the presence of human and socia
capital. The direction of the reformsisinvestigated in terms of development of general or
specific skillswhich are related to the type of economy presented in the next subsection of
this chapter — LME or CME — and the level of coordination. This concept can be connected to
the human and socid capital theories as low coordination and individualism are emphasized
in by the first one and high collaboration and collectivism are essential for the second one.

3.2. Varieties of Capitalism

The theoretical framework chosen for basis of the analysisin this study is the concept
of Varieties of Capitalism (VoC) developed by Peter Hall and David Soskice. Thisis an actor
centred approach which includes firm behaviour in political economy research presenting
micro economic notions to macroeconomic problems. The theory suggests there are two types
of economies — liberal market economies (LME) and coordinated market economies (CME) -
based on the degree of coordination among their structures. These two economic profiles
show significant variation in the areas of industrial relationship, corporate governance,
training and education, inter firm relationships and employee representation and financial
system. According to the authors, these ingtitutional differences are interrelated and are based
on historical arrangements and industrial specialization, and as a consequence lead to the
establishment of specific production regimes which in turn create comparative institutional
advantages for the nation states.

The concept of comparative institutional advantage claims that the institutional
structures of a political economy provide support for engaging in specific types of activities
and advantages in different business areas which are not likely to be evened out by the
international movement of capital and globalization. According to the authors, free trade will
not affect nations negatively but will encourage them to specialize further in the goods
produced most effectively. The welfare production regimes are reinforced by institutions like
collective bargaining systems, business organizations, unions and financial systems which
facilitate commitments to particular strategies leading to cross national patterns of
specialization. The Varieties of Capitalism approach states that the current trend under the
pressure of international capital markets is greater specialization in national industrial profiles
with incremental reforms in some areas rather than convergence towards a specific pattern
like deregulation. Structural changes are different to implement and would be greatly opposed
by interest groups and nation states are unwilling to jeopardize their comparative institutional
advantages. This can be seen aso in the profound differences in the positions of EU member
states during negotiations for the design of common institutions which may threaten national
interest. The underlying determinant of national preferences over the structure of
multilateralism is the composition of its market economy (Fioretos).
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3.2.1. Two types of economies

According to the VOC theory, firm strategy follows ingtitutional infrastructure which
causes variations of corporate structureson nationa level. The structure of the national
ingitutional framework determine not only firm behaviour but also the patterns of the
educational, financial, labour market systems and the skill mix of the workforce. These
interrelations and the following national differences can be exemplified through examination
of the characteristics typical of libera and coordinated market economies.

Coordinated market economies

Coordinated market economies are based on strategic interaction between major actors
and supportive institutional presence. There are implicit contacts between the government and
business associations which possess strong structural influence to influence the state to keep
its commitments due to decentralized policy making thus providing more security for
investment in non switchable assets. CMEs can be presented as “coordinated business,
congtrained government” systems (Wood). An effective state policy is considered the one that
supports the institutional networks of coordination. The participation of loca governments
and unions in business decision making determines one important characteristic in corporate
structure and management — the real integration of the banking institutions with the industrial
enterprises as balancing part. Not only a great share of savings are transformed into
investment through the banking system, while the stock exchange plays a modest rolein
capital allocation, but the major commercial banks are mgjor shareholdersin industrial
corporations and their members serve on the boards of directors of these corporations. The
enterprises are given access to “patient” capital so they can pursue long term returns. Thus,
the business system determines the emphasis on the long term goas. An essential part of the
model isthe financial system that allocates capital not in order to achieve a high short-run
return on investment but to gain market share in strategic industries. Firms are not constrained
by the need to please impatient shareholders. This relationship between firms and external
providers of finance are determining the “ stakeholder” model of corporate governance present
in coordinated market economies. The mgority of the companies ownership structureisin
the form of large shareholdings by strategic investors (Vitols).

Dense networks of business associ ations are present which conduct joint research and
product development contributing to a common knowledge base and diffusion of new
technologies and companies keep close relationships with suppliers and clients through cross
shareholdings or joint membership. Regarding the internal corporate governance structure,
managers do not have the capacity for unilateral actions and decision making is based on
consensus. Theindustrid relations in this type of economy are characterized with industry
level bargaining on wages, business associations monitoring and sanctioning procedures
which limit free riding, heavy investment in skilled workforce, and company level system of
work councils. In coordinated market economies there is a high degree of cooperation
between the private and public sector and the main economic goals are long term growth and
employment, thus directing investment to specific and co specific assets formation. This can
be seen also in the educational and training system which is designed in such away to create
skilled labour through more speciaized programmes in given sectors and emphasis on
vocational training as well as strong connections with the business providing for
apprenticeships.

Kathleen Telen, one of the followers of the VOC approach, describes coordinated
market economies as systems employing collectivist strategiesin their labour politics. They
are characterized by collective regulation of the labour markets, negotiations between
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organized employer associations and unified labour movements which serve employers
interest in labour market stability through a decrease in the competition for labour,
coordinated wage formation and shared costs of kill formation, monitoring and poaching
punishment. This strategy pursues competitiveness through controlled decentralization, not
deregulation. In Germany, codetermination applies to amost all industries. Codetermination
means allowing worker representatives on the management boards of industry, the objective
being to force management to take workers' interests into consideration when making policy.
Moreover, in the situation of strong unions, financially beneficial coordination for the
employers can arise — for example, in the area of <kill formation. High value-added
production depends on high degree of stability and cooperation with labor as the companies
compete on basis of high quality and reliability. Thus, employers are reluctant to undertake
full decentralization and are afraid of industrial conflict which deems lockout measures
obsolete. However, employer associations are also very strong in the countries with a
coordinated market economy and are apowerful instrument in industrial organization. They
are members of the Chamber of Commerce and are required to participate in the vocational
education and training of the young, along with the local governments and unions. Moreover,
many students are able to acquire jobs at the companies, involved in the vocationa training
leading to smooth transition to work and high-skilled, high — wage equilibrium. It is not
surprising then, that the rate of unemployment among the young is extremely low in the
coordinated market economies compared to the libera ones (Culpepper).

The VOC theory claims there is a correspondence between the type of political
economies and the types of welfare states. Asindustry production requires skilled workforce
with specific knowledge and social policy isusualy also directed at providing incentives for
the employeesto invest in such skills. However, such policies have consequence for the cost
of labour and impair the ability of companies to be price competitive but allow them to offer
high quality goods. The economic activities of companies are focused on product
differentiation, incremental innovation and niche production, not direct competition. This
theory will be used to explain the existing differencesin the institutional frameworks of the
two types of politica economies and help us understand why German labor market is more
coordinated and develops specific skills while the UK labor market is more flexible with
focus on general skills. It will be helpful for the evaluation of gaps between demand and
supply of skillsin national economies executed in chapter four as well as the examination of
challenges faced by VET systems presented in chapter five as they as strongly related to the
existent institutional framework features and are a consequence of its incentives.

Liberal market economies

On the contrary, the institutional arrangements observed in liberal market economies
are based on shareholders’ interest in short term profitability and current earnings
emphasizing performance in new markets and radical innovation. The core institution of
capital market is the stock exchange, ensuring capital flexibility based on price signals and
high liquidity of funds. The “shareholder” model of corporate governance mirrors these goals
which are of significant importance to the business owners which are generally portfolio
investors with small shareholdings in diverse companies (Vitols). The industrial relations are
market directed ones between individual employers and employees with minimal state
intervention, cooperation or economy wide wage coordination. The governmentsin liberal
market economies are generally very autonomous with high concentration of power under
their authority and rely on market incentives policies. LMES can be presented as
“uncoordinated business, unconstrained government” systems (Wood). The state is seen as
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effective when it maintains and intensifies market mechanisms. The labour market is highly
fluid, provoking investments in general skills which are transferable across companies. This
trend is also supported by the educational institutions which generally lack vocational training
and offer broad general education as well as the size of the service sector which does not
require company or industry specific skills. Thus, liberal market economies have an
advantage in markets where the demand is price sensitive as consumer goods or services due
to the smaller production costs as employers' investment in workforce skills is absent. The
deregulated markets allow firms to adjust rapidly and to cut operational costs through lay offs
if necessary. The firms can not provide jointly supply side goods needed for example for
vocational training but they do not depend on collective provision for the availability of
transferable skills.

The advantages of wage deregulation and flexibilization are higher employment and a
greater number of easily accessible first entry jobs. However, the underinvestment in skills
and the lowering of wages and social benefits may lead to a*“ chronically impoverished post
industria proletariat and a necessity of higher income maintenance transfers’ (Esping
Andersen). North America and Britain support wage deregulation strategies and in the USA a
clear example of their disadvantage can be observed. Such a strategy minimizes
unemployment and integrates the youth and the immigrants into the labour market but
supports low productivity firms and creates huge inequalities, leading to pressure on the
benefits system through the poverty — trap problem. This structure does not provide incentive
for skills improvement and leads to polarization of income and human capital.

The welfare goals of the system are to guarantee higher efficiency of the market
economy. Since poor people have low purchasing power and cannot stimulate the increase in
production and production at full capacity, government should prevent any decline in living
standards and fight poverty. Thus, the welfare state presumes awidespread system of
consumer credit and a support of households whose income is below the poverty line.
However, the modd relies on market based free choice in resource allocation and it does not
assume free education and healthcare. Social programs are directed only to the poor, not to all
citizens, as widespread social policies are believed to be ademotivating factor for economic
activity. The inter company relations are characterized by strong antitrust regulation,
technological transfer not through joint R&D efforts but through the movement of scientists
aswell as patent practices, venture capital presence and very weak workers representation.
The corporate structure of the firms operating in liberal market economies uses top-down
approach with decision making power concentrated among high authority officials. According
to Kathleen Thelen, liberal market economies apply segmentalist strategies in which the
individua employers shield investments from competition over the labour by creating
obstacles to the outside market through the establishment of internal career ladder, seniority
wages and company based training as they lack coordinating capacities using strong internal
controls instead. Because employers have very low ability to coordinate among themsel ves
and non market regulation is only represented by weak unions, they prefer deregulating the
relations with the workforce too but this leads to weakening of their own institutions and
capecity for collective action as well.

3.2.2. Globalization

The VOC approach does not support the argument that all economies are moving
towards acommon market model based on deregulation due to globalization and international
interdependence which shifted the balance of power from labour to capital. The authors of the
theory claim that nations often prosper by building on their institutional differences.
Contemporary changes are not seen as movements along a continuum leading to deregulation
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convergence but as continuing or even increasing divergence between liberal and coordinated
market economies based on difference in micro level strategies (Thelen).

However, there have been incremental changes in the financial system of Germany as
coordinated market economies have been pressed by international investors to increase the
shareholder value of their companies if they want access to international capital. Some of the
large banks in Germany have disengaged from their commitments to companies and
commercial banking and thus have reduced the busness' access to non-profit dependant
capital and institutional reform in one sphere of the economy is seen by the authors as
possible to have a snowball effect on other spheres and drive changes there as well. However,
the changesin the financial system of Germany are at a dow pace and it is still possible for
the economy to maintain long term strategies as institutional complementarities generate
disincentives to radical change and policy change can be successful only if it isincentive —
compatible. In coordinated market economies, according to Hall and Soskice, there are
possibilities for a new equilibrium of change to be found through negotiation and compromise
made possible due to existence of deliberative institutions. Thus, the coordinated market
economies are sower to adjust to international capital pressures than liberal ones but the
outcomes achieved through negotiation and cooperation may prove superior for welfare than
the purely market ones. The international capital markets are nowadays dominated by
diversified portfolio investors which are seeking higher returns. Both liberal and coordinated
market economies states are trying to attract investors and gain access to capital for their
companies through focusing on their areas of core competencies with two significant
variations in the adjustment process approach along the dimensions of incentives
(performance vs. consensus based ones) and innovation (radical vs. incremental) (Vitols).

3.2.3. Skillsformation

The Varieties of Capitalism framework includes a study on the formation of skillsin
the labour market and its relation to the type of social protection developed by Estevez-Abe,
Iversen and Soskice. It will be presented briefly in the following section dueto its importance
in making a typology of workforce skills which is essential for the research questions of the
present work. The authors claim that different types of social protection are complementary to
various skills equilibriums. The logic behind their argument is that implicit agreements for
long term employment and stability are a necessary prerequisite for the existence of sufficient
supply of specific skills. The relative abundance of particular skillsin an economy leadsto a
comparative advantage for the companies operating in sectors which depend on that type of
skills thus directing the product market choices and the strategies of the business based on the
availability of the required workforce for an activity. Thus, the business is expected to have
preferences towards different social policy arrangements (Mares). The skills intensity of
national production is one of the determinants for the degree of control desired to be
implemented by the business on policy making. If the majority of companies depend on
highly skilled workforce, the benefits of social policy with high degree of control would
outweigh the cots due to the ability to provide guarantees necessary for the labour market to
invest in specific skills. Welfare production regimes are presented by the authors as
interrelated combinations of various product market strategies, labour market skills profiles
and social, economic and political institutions which support their existence.

The typology of skills given in the study distinguishes among three main types:

- Firm-specific skills which are generally acquired through company training
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- Industry-specific skills which are obtained usually through apprenticeships

- General skillswhich are easily transferable and are not specifically related to afirm
or industry

Investment in specific skillsincreases workers exposure to risk in case of
unemployment as they have limited opportunities of finding another job due to the high
specialization of their knowledge and training in a given sector or even company. Thus, if the
economy depends in large on the provision of specific types of skills, there should be
incentives for the workers to engage in acquiring them. Such an incentive may be the
existence of more unemployment protection which would preserve skilled wages level
regardless of the employment status and would allow workers to turn down job offers which
do not correspond to their qualification and previous occupation. There are two features of
unemployment protection which are essential for the security of return on skill investment in
times of employment interruption — high earnings related ratio and security of benefits.
Greater uncertainty is claimed by the authors to lead to a greater incentive for the workforce
to develop general skills.

The correlation between social protection and skills formation in different types of
welfare regimes may be used in the analysis of skill profilesin liberal and coordinated market
economies further in the present work. Employment protection is also important incentive for
investing in specific skills asit provides some guarantees that wage levels for jobs involving
specific skills are not likely to decline significantly. This can be related to the existent systems
of industry wage bargaining present in some coordinated market economies with strong
ingitutions for collective action like unions and employers organizations. Estevez-Abe and
Soskice a0 argue that there is arelation between the type of skills and the employment
duration. According to the authors, long term employment is associated with specific skills
and short term employment with general skills which can be seen in the values of the median
enterprise tenure rates of companies from the different countries examined in their study.

Based on the levels of employment and unemployment protection there are four
distinct national skill profiles. If both unemployment and employment protection are high, the
workforce is expected to possess a mix of industry specific and firm specific skills as the
authors present high employment protection as an incentive for firm specific skills and high
unemployment protection as an incentive for industry specific skills. Germany is an example
of acountry with skills profile of that type. In a case when both unemployment and
employment protection are low, the workforce tends to invest in general skillswhich are
easily transferable as there are no security guarantees which can be observed in Anglo-Saxon
states. Social policies providing high unemployment and low employment protection lead to
the development of industry specific skills on the labour market which is usually observed in
countries with prevalence of SV Es like Denmark. The last case, according to Estevez-Abe
typology represents the states with high employment protection and low unemployment
protection like Japan where firm specific skills prevail among the workforce. The high
employment protection is seen in the “lifetime employment” guarantees and the low
unemployment protection serves as a disincentive to leave the company.

The approach on skills formation discussed here associates skills profiles with the
presence of vocational training. In the general skills regimes, the transition form academic to
professional life is not institutionalized and the potential employees are evaluated on basis of
their general scholarly achievement. Countries which do not provide well developed
vocational training are claimed to lack stable economic future and possibilities for
development for students which are not performing well academically which leads to the
creation of an impoverished labour pool. In general education systems, the largest returns go
to the ones with the highest abilities and most advanced academic degrees. Moreover, there
are big differentials compared to the ones existent in specific skills systems where a large
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number of companies depend on industry specific skills rather than academic qualifications.
According to Estevez-Abe, the inequality in income rises as the availability of vocational
training decreases which leads to a skewed distribution of earnings in general skills systems.
The biggest differences between the highest and lowest deciles of earningsin a state are
observed in Anglo-Saxon countries which are characterized by a general skills profile of the
workforce while the lowest difference is measured in Sweden.

3.3. Globalization Challenges

The scholars Fritz Scharpf and Vivien Schmidt conducted a study on the welfare and
work in the open economy and namely the different responses of twelve countries to
globalization challenges in their pursuit of international competitiveness in terms of
adjusment in their employment and socia policies after 1970s. In their view, national
economies are not protected anymore as there are no capital exchange controls and trade
barriers as the GATT and WTO negotiations lower tariff levels and movement of capital to
the least tax burdensome locations has become possible. However, the authors expect that
national responsesto globalization challenges will vary greatly due to institutional differences
and claim that effective policies are the ones which will increase competitiveness while
keeping welfare goals.

Ingtitutional rules are claimed by the authors to facilitate or hamper potential political
moves and to produce motivation thus affecting the preferential outcome for the different
actorsinvolved. Some institutional settings are more or less susceptible to producing effective
policy responses to given challenges and there is a relation between institutional conditions
and policy effectiveness. The adoption of policy changes is more difficult in German political
system which is characterized by multi actors presence than in the single actor environment
of the Anglo Saxon counties. The globalization challenges that emerged in the economic
world in the 1990s are supposed to have negative effects on the post-war welfare
commitments on advanced economies due to their pressure for cost competitiveness in
attracting FDI. However, the welfare aspirations of nation states vary on the social policy
dimension. In liberal market economies there are universal flat rate unemployment benefits
and income redistribution is directed at preventing poverty while in coordinate market
economies there is a status maintaining income replacements, solidaristic wage policy and
equalization of primary income. Thus, the impacts of economic globalization challenges also
vary across countries due to different national goals in the sphere of social policy and welfare
levels.

According to Scharpf, in the last forty years of the previous century four distinctive
periods of international economic challenges can be distinguished basically divided by
decades. The liberalism age during the 1960s was characterized by Keynesian demand
management strategies and maintenance of full employment accompanied by high growth rate
and concerns over price stability. In this period, the British economy was not hindered by
delayed industriaization but experienced its early decline. The British pound was an
international reserves currency; the economy was characterized by decentralized industrial
relations and was not suited to high unemployment levels. Social policy was based on the
Beveridge model of flat rate benefits directed towards mere low income maintenance with
low replacement rates, pressuring governments to secure employment as a prevention of
poverty. The preferential access the country enjoyed to Commonwealth markets limited the
necessity of efficiency increase in the British industry. Wage-push inflation had negative
effect on the balance of payments and governments shifted towards restrictive monetary and
fiscal measures. Attemptsto reflate the economy in times of downsizing lead to job losses and

19



the stop-go pattern of macroeconomic interventions acted as disincentives for productive
investment and slower rise of industria productivity in the UK.

The 1970s were marked by the breakdown of the Bretton — Woods system of fixed
exchange rates and the first oil-price crisis. The result was stagflation — which was a
combination of cost-push inflation and demand-deficient unemployment in times of floating
exchange rates. The new system was based on the hope that it will reflect the real value of
currencies but floating currencies caused aboom in speculative currencies transactions. The
fall in aggregate demand in oil importing countries was one of the causes for unemployment
especially in countries engaged in monetary and fiscal retrenchment to fight inflation. The
attempts of governments to fight unemployment through demand reflation caused rising
inflation and the efforts to lower inflation through restrictive monetary and fiscal policies was
a cause of mass unemployment representing a vicious circle of economic underperformance
in times of recession. The possibility of wage restraint was an important factor in the
achievement of Keynesian concertation strategies but it depends on the ingtitutional settings.
In such a setting, demand reflation measures initiated by the government and the central bank
may lower unemployment and the combination with wage restraint supported by the unions
may decrease inflationary pressures.

During the next decade, a second oil crisis emerged as well asrise in capital interests.
National exchange controls started to erode even in countries with less liberal capital markets.
Therewasarise inreal interest rates and fiscal reflation was no longer a viable approach to
fight unemployment. This was complemented by an increase in the expected minimal return
on investment as risk free government bonds started providing positive yields. It was no
longer sufficient that governments support a level of aggregate demand as business
employment was going to decrease in the absence of rise in business profits which could be
achieved only through redistribution from labor to capital incomes. This change is essential
for the globalization development which followed in the next decade.

Monetary reflation was no longer a good approach as there was a great increase in the costs of
public deficits and the rise in business profits was a pivotal factor for the maintenance of
private sector employment. There was a difference in the strategies states adopted in this
period regarding monetary and currency regimes between expansionary one based on
devauation, improved international competitiveness, rising employment and inflation and a
restrictive one which was facing a mass unemployment challenge.

The challenges described so far in the form of external macroeconomic shocks
invoked a standard set of macroeconomic policy responses which were adopted within the
conditions of the existing institutional frameworks or demanded changes in the industrial
relations systems. Thus, during the 1970s and 1980s the economic challenges affected dl
industrial economies in amost the same way. However, the changes in the international
economic environment in the 1990s lead to very different challenges to countries depending
on the structural characteristics of their economies and especially on policy legacies and that
determined the form of the national employment system and the welfare state. Thus, it was no
longer possible to identify a standard set of optimal policy responses and then examine the
national conditions which hinder or support their achievement (Scharpf, 2000).

During the second half of the 1980s, the economies were recovering from the second
oil crisis and a decade of macroeconomic shocks with oil prices falling down amost to their
previous level, inflation under control and moderate levels of real interest rates. Despite these
facts, some economies were experiencing a recession in the beginning of the 1990s with low
or negative economic growth rates and high unemployment. Thisis partialy due to the
economic upturn in the end of the 1980s which raised inflation and interest rate levels again.
Germany was experiencing economic problems after the fall of the Berlin wall dueto the
governmental decision to finance unification through deficit spending rather than tax
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increases which lead to higher interest rates and tighter money supply on part of the
Bundesbank. The international economic environment was experiencing an unprecedented
process of transformation with high integration of product and capital markets leading to
greatly increased competition in product markets and higher capital mobility. Since the
middle of the 1980s, the fiscal constraints posed on nation states by the capital markets
integration combined with the rising levels of socia spending began to threaten the financial
viability of the existing welfare states programs.

Increasing economic integration is seen by Scharpf as one the main determinant of
international environment transformation and globalization challenges. According to the
author, it is the result mainly of political decisions and events like the fall of the Berlin Wall,
the return of CEE countries back to capitalism and the single market establishment in 1992 in
the EC. The increased scope and effectiveness of the world free trade regime represented by
the transition from GATT to WTO is another major factor leading to economic integration.

It was complemented by the rapid diffusion of policies deregulating and privatizing
communications, transport and other infrastructural sectors as well as a thorough
liberalization of financial markets. The creation of EMU as a common monetary environment
limited the national fiscal policy opportunities and intensified competition and capital
mobility. “Functional mobility” between different types of financial assets also increased with
the rise of portfolio investments and speculations with currencies, bonds and stocks. This
emphasis on financial transactions created “ secondary money market” which removed capita
from the “real economy” and lead to a capital shortage. This, in turn, influenced negatively
the labor market supply-demand equilibrium and expected profitability levels rose even
despite the low rate of real interest rates (Watson, 1999).

These changes can be attributed to an extent to the adoption of Anglo-Saxon
capitalism model approaches in some sectorsin continental Europe (Sharpf).Business
investment has become more difficult to finance through long term credit and patient equity
capital which made large number of goods and services required to meet profitability criteria
of highly mobile investors. The internationally competitive and integrated capital markets are
claimed by this theory to have increased the pressure for competition in product markets.
National growth and protective barriers can not provide support for the achievement of policy
goals the way they did in the postwar decades. Nowadays, the pursuit of these goasis limited
by international capitalism macroeconomic coordination and union wage restraint is no longer
sufficient for coping with new challenges. The capacity of overcoming globalization problems
depends more on the shape of the welfare state (Sharpf).

Private sector employment is exposed to significant pressures due to the changesin
international product markets based on lower cost competition from newly industrializing and
CEE countries. The nations relying on high value/high cost production will have to adjust to
the new conditions through its automatization or through specialization in upscale industrial
products of high quality and effective services. Aslabor costs are claimed by the author to be
“downward inflexible”, skill requirements will rise in order to increase productivity and
demand for unskilled labor will shrink. Another factor for the change in international product
markets is the increased competition among advanced economies shown by the volatility of
increas ngly specialized markets for “diversified quality production” (Streek, 1997). This lead
to an increase in innovation activities aimed at cost reduction or quality improvement in order
to alow flexible adaptation and to protect employment in the internationally exposed sectors.
Most of the countries examined in the study conducted by Scharpf show employment growth
only in the sheltered sectors like wholesale and retail trade, restaurants and hotels, and
community and social services.

The EMU has limited the possbility for adjustment of exchange rates and thus the cost
increases can no longer be passed on to consumers. Companies are increasingly facing
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investors not restricted by nationa borders who examine post tax ratesif return. These
conditions make employers less willing to cross-subsidize less profitable production. State
policies like solidaristic union wages settlement, minimum wage establishment, social
policies with high reservation wages, taxes imposing non wage labor costs affect employment
in anegative way possibly leading to job losses (Scharpf). The sector affected to a higher
extent is the service one because job productivity is not easy to increase and is based on low
skilled employment. Thus, it isincreasingly difficult to use private sector employment as a
mechanism for the achievement egalitarian welfare goals in times when the state revenues are
congtrained by economic internationalization.

Most states have cut the nominal tax rate on capital income in the last decades with the
desire to attract more FDI. However, there are no mgor cuts in welfare expenditure partially
due to the fear of social dissent. The tax burden has been shifted to less mobile tax bases
which are shielded from international tax competition — consumption, social security
contributions, taxes on income from labor — which however has a negative impact on
employment. There is a difference in the prevalent sources of tax income among countries. In
the UK, the state relies mainly on personal and corporate income tax while Germany collects
most taxes from social security contributions.

According to Scharpf findings, employment in the exposed sectors is declining due to
more intense competition in product markets requirements. This situation has lead to
pressures on welfare states committed to full employment, social security and equality. On the
other hand, the high unemployment levels and inequality in primary incomes under conditions
of tight fiscal policy require the welfare states to perform even more social security and
equalization functions. However, countries differ in the extent to which the achievement of
their specific national welfare goals is affected by the pressures of globalization in the form of
an internationalized economy. These current challenges are not subject to auniversal solution
based on a choice between master strategies. The Varieties of Capitalism distinction of two
types of economies — aliberal and coordinated one - facing similar adaptation problems can
be usad to see how the two distinct groups of countries under that classification which share
similar sectoral employment ratios and level of welfare states' development are responding to
theimpact of increasing competition.

Recently, the view that prosperity and social justice rely on the presence of highly
skilled labor force has spread among the developed countries (Brown, 2001). The knowledge
economy has become a central feature of the global, technological and socia transformation
taking place in the last twenty years. One argument supporting this notion claims that the
demand for workers with deep skills has spread throughout the economy because
occupationa elites are not sufficient for the provision of economic competitiveness which
requires the participation of the whole workforce. The rise of new economic activities
demands the provision of new knowledge capital. However, the development of educational
programs and the actual enrollment of students and trainees require time and obscure the
ability of the state to meet the current needs of the employers. Political economies nowadays
are preoccupied with the issue of global competitiveness under the assumption that nations are
willing to exploit other states which overgenerous welfare provisions in the absence of fiscal
rectitude and market policies. Global financial markets are trying to make dividends from
states which do not perform sound government (according to market criteria) on indicators
like interest rates, inflation figures, taxation and public spending.

However, competitive pressures do not stem only from the lower costs offered by
emergent industrial economies but aso from the desire of MNCs to redize higher profits
based on the shareholder approach (Dore, 2000) especially companies competing on price.
This tendency manipulates people’ s perception of economic development direction,
presenting neo liberalism as the only viable option to respond to globalization challenges. For
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example, in making strategic decision regarding investment locations, MNCs take into
consideration not only the social overheads and wage costs but also issues like proximity to
markets, political stability, transport infrastructures as well as skill levels and the quality of
education and training. According to Brown, market individualism and neo-liberal policiesin
the Anglo-Saxon countries are a political choice and a path dependant direction of
development rather than an inevitable response to the deregulation of globa markets.

Knowledge driven economies are associated with polarization and inequality rather
than convergence and equdlity reflecting the power differentials among the middle class and
social elites (Brown, 2001). There is atrade off between skills and employment; poverty and
social disadvantage are related to educationa failure and subsequent low skilled employment
or unemployment in countries where market competition reinforces the advantages of those
from privileged backgrounds (Halsey, 1980). In the UK, the contradiction between full
employment and high skills creation has been solved in favor of the former as any form of
economic activity is preferred to unemployment and social benefits. Thisresultsin vast
numbers of people with very low skills and low incomes which has become characteristic of
the Anglo-Saxon employment structure (Esping-Andersen, 1999).

Such income polarization is not observed in Germany despite the high level of
differentiation of academic qualificationsin the Dual System of education and training.
However, the costs of the generous unemployment benefitsin Germany has started to cause
dissent among the public and the government is attempting to create more flexible work
conditions for the low skilled workforce in order to decrease unemployment. In the UK such a
problem does not exist as most of the labor market has flexible and not very deep skillswhich
are transferable among jobs and thereislittle incentive for knowledge development as such
activities are left to individual choice and motivation. However, there are increasing demands
on productivity which require context-specific skills and not easily transportable know-how
for itsimprovement which may impose the need for revision of the national skill mix.

This theory explains the current necessity of the creation of knowledge economy in the
developed countries as due to increased mobility and internationalization of capital;
competition based on price with developing countriesis not a feasible option as they exhibit
much lower costs. Thus, value added and high quality output is required as well as higher
levels of productivity and return to satisfy investors. These changes have an effect on the
demand for skills with different impact and the challenges they present to national skill
profileswill be examined in chapter four from this globalization perspective.

Chapter Four
Skills Profiles — Competitive Challenges

4.1. Overview

The purpose of this chapter isto examine the issue of globalization challenges posed
to liberal and coordinated national economies in the area of skill provision in accordance with
the globalization theory developed by Scharpf. Based on it, one may expect that the
challenges are relatively the same but they differ in impact and sgnificance and thus the
adaptation responses among nations vary. This part of the paper will also investigate the
nature of the gap between skills demanded and the ones supplied from the perspective of VoC
which attributes the supply of skills to the product market strategies and the degree of
coordination in industrial relations.
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High-skilled labor market has been usually associated with the concept of national
economic competitiveness. However, there is no universal method of measuring this concept
or away of its achievement applicable to al countries. Even though globalization leads to
highly integrated financial markets and technology transfer there is still no best practice
established for national competitiveness increase. According to the World Economic Forum
and OECD, this term defines generally the “ abilities of a country’s economic and socia
ingitutions to compete internationally in away that leads to sustained national growth and
high average incomes for national citizens’. Michael Porter defines national competitiveness
as “the degree to which a nation can, under free and fair market conditions, produce goods
and services that meet the test of international markets simultaneously maintaining or
expanding the real incomes of citizens’. Some of the measures of national competitiveness
are the GDP per capita, economic growth rate or indicators like the Globa Competitiveness
Index developed by the WEF.

Productivity is another measure which can be used asit allows for amore precise
definition and often is utilized to investigate underlying or “structural competitiveness’ in the
economy including predictions for wages levels and living standards (Gough, 1999). Total
factor productivity (TFP) is a measure that reflects both capital and labor productivity but this
issue will be examined in a greater depth in the following chapter on industrial structure.
Labor productivity can be measured in a variety of ways — either through output per worker,
output per hour worked or output per head of the population.

National competitive advantage, however, may stem from other factors like low labor
costs or foreign direct investment due to secure business and legal environment and highly
developed infrastructure. Competitiveness can also be increased through the increased in
output per worker through longer working hours which is the case in the Japan or through
reduction in social costs through higher employment rates asin the UK (Green, 2001).

The significance of labor force skills for national economic competitiveness varies
greatly depending on the dominant types of strategies pursued in the different prevailing
sectors and in each country some sectors are more competitive than others due to its
specialization which isin line with the Varieties of Capitalism concept of comparative
ingitutional advantage. Thus, the skill profile of agiven nation state is a consequence of the
different national configurations of business competition strategies (Green, 2001).

German economy presents relatively low capital productivity as its financial sector is
still underdeveloped. However, the country compensates with higher levels of Iabor
productivity, especially in the manufacturing sector which occupies a significant portion of
theindustry (24.2% of the employed in 1998 compared to 18% in the UK). According to an
IMD statistical data, if UK labour productivity is estimated at 100 in terms of GDP per
employee per hour, the German one is measured at 117. The output per worker is high despite
the short average working hours and the recently high levels of unemployment. Thisis
explained by the high output per hour work due to high capital investment, R&D intensity and
worker kills. Germany is considered a “high skills” economy or a knowledge-intense one due
to the specificity and depth of the skills in the labour force especialy among the people
employed in basic and applied science as well as engineering, complemented by the existence
of abroad distribution of general education and technical skills.

Lower productivity in the UK is seen partly as a consequence of under investment in
plant and equipment which was 30% less than the one in Germany for the period 1983-93. In
terms of labor market skills, the UK is characterized by highly skilled elitesin the fields of
basic science, finance, design and the creative professions but the distribution of general
education and technical skills at the intermediary level is not as broad asin Germany (Green,
2001). United Kingdom national economic competitivenessis based mainly on the
profitability of itsfinancial sector and the efficiency of its capital markets. The labour
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productivity is thus not such afocal point and is characterized by low capital investment and
low level of employees with specific skills (Green, 2001). According to Albert (1993), such
traits of the economy like high capital productivity and flexible labor markets may hinder the
formation of high or specific skills. However, the economic underperformance does not lead
to lower employment as “lower productivity is being rewarded with lower wages’ (McKinsey
Globa Institute). Company competitivenessis based on flexible employment and cost
reduction instead of value added through skills which is the German case. Such practices are
characteristic of the“low skill equilibrium” (Finegold and Soskice, 1998).

The following section of this overview will examine the current economic indicators
of Germany and the United Kingdom in the area of international competitiveness using the
rankings provided by the 2007-08 Global Competitiveness report of the World Economic
Forum as well as statistical datafrom OECD and CIA.

In terms of competitiveness, Germany’ s performance can be observed in its Growth
Competitiveness Index. It ranked up 5" in 2007 from 7th place in 2006. The UK scored down
9" on this scale comparing to its second position in 2006. The ranking is based on three sub
indexes which examine basic requirements, efficiency enhancers and innovation and
sophistication. Germany is listed 9" on the basic requirements while UK is 16" and the
difference is due to the better ranks of the former on institutions and infrastructure as the other
components are close. The next sub index on efficiency enhancers places Germany on the 11"
position while the UK occupies the 2™ one. The better performance of the UK on this
component is based on its higher ranks on labor market efficiency and financial market
sophistication as the other partsrate very close. Thus, we may expect that the comparative
advantages of Germany are excellent functioning institutions and infrastructure while for the
UK there are labor market flexibility and developed financial markets which isin accordance
with the VoC theory on CMEs and LMEs.

However, Germany still shows low flexibility of labor markets, ranking 115" in 2007
compared to the UK which is 10" despite the fact that the other rankings show it is
overcoming the economic stagnation which was problematic for the country during the last
decade. Regulations increase administrative costs and hinder competition. The country ranks
second in labor market regulations in 2004 which hinders business activity. It has high
protection for workers job security which does not appeal to international investors. It ranks
131% out of 155 countries regarding job dismissal. The current government has undertaken
reforms which are directed to lowering unemployment insurance, corporate sector
restructuring, and decrease in unit labor costs and improvement in job opportunities for the
low skilled workers. These are some of the challenges the county should overcomein order to
compete globally and attract more FDI. The researchers from the World Economic Forum
claim that structural features need to be addressed in order for long term sustainability to be
achieved in the area of persistent labor market rigidities and overregulation.

The economic success of Germany can be attributed to its excellent public institutions,
well functioning business sector and intense collaboration between universities and
companies as well as the supply of highly skilled engineers and scientists which isreflected in
the general supply of skills. The World Economic Fourm experts claim that in order to keep
its relatively high competitiveness position, Germany should continue focusing on creating
qualified staff and investing in R&D. It should consider development in the new industria
fields like biotechnology in order to sustain its competitive technological advantage and
preserve its export markets. This process of modernization will require the joint efforts of the
government, the firms and the workers. The German culture of cooperation and common
social contract can be of great advantage in overcoming this challenge.

The United Kingdom is lagging behind in the fields of infrastructure and institutions
performance but compensates in the area of efficiency showing high levels of labor market
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efficiency and financial market sophistication. The country may need to develop its
ingitutional framework in order to raise the provision of collective goods needed for the
creation of high skilled economy and value added production like VET system. The annual
change in general ranks show that the UK competitiveness is decreasing in the last years
which may be attributed to the decline in opportunity for price-based low value-added
competition with developing countries.

The GDP composition by sector of the two countries, according to CIA data, is quite
similar. Services provide the maority of production output in both economies with a smaller
share of industry and a minor one of agriculture. For Germany in 2007 the ratio is as follows:
0.9% agriculture (0.9% in UK), 29% industry (23.4% in UK) and 70.1% services (75.7 in the
UK). In both countries, thereis atrend towards a decrease in the share of industry in the
composition of GDP and increase in the share of services from 1995 on. In Germany, the
share of industry was 34.5% in 1995 (31.4 % in UK), 30.4% in 1999 (25.3% in UK) and 29%
in 2006 (23.4% in UK). On the other hand, the share of the service sector in Germany grew
from 64.4% in 1995 (66.8% in UK) to 68.4% in 1999 (73% in UK) and finally reached 70.1%
in 2006 (75.7% in UK). Thus, the pattern of sectoral change in the composition of GDP
among the two countries is the same and production profile mix can not be used as the
determining factor for the development of general skillsin the UK and specific skillsin
Germany. Thistrend is due to the national economic institutional settings. However, despite
the fact that the ratio of service to industry is relatively the same in two courtiersin the last
decade, this does not mean that this was the case fifty years ago and that the same attention
was given by skill formation systems to both sectors in Germany and the UK.

According to WEF analysis, changesin the * sectoral’ composition of employment
have significant consequences for the kind of skills that are likely to be required and
significant changes in the structure of employment in the UK are expected to take place over
the next few years. Over the period 1999-2010 it is anticipated that employment in the
primary and manufacturing sectors are likely to fall. On the other hand growth is anticipated
especially in business and other services, non-market services and digtribution. The scale and
nature of expected future skill needs, is such that meeting these evolving skills requirements
will be amajor challenge for government and public agencies as well as for individuals and
employers.

4.2. Germany

4.2.1. Description of the national skill profile—VoC institutionsinfluence

Germany skill profile is one of high skilled elites, wide skills distribution and relative
income equality (Green, 2001). The country shows aréatively even dispersal of skills
throughout all sectors. National policy on social solidarity and competitivenessis based on
“equality of productive capacity”. The wide distribution of skills may be attributed to a high
level of trust in the society and the existence of atraining system which is part of social
partnership framework based in dense association networks. The traditional social respect for
technical skills shown in the concept of Beruf (profession/occupation) has been
ingitutionalized in the German dua system of occupational training which prepares two
thirds of the students for work life and attempts to transform most paid jobs into skilled
occupations. The coordinated sectora bargaining raises pay and skill level and motivates
German producers to seek higher productivity returns. Thus, companies compete on quality
rather than price which allows for one of the lowest levels of income inequality among the
developed countries which is typical for product strategies in CMEs.
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The German economy reliesto agreat extent on its manufacturing sector which is
highly specialized and diversified and includes large firms where most of the capital is
concentrated as well as small firms sector. According to Michael Porter, German
manufacturing is characterized by deep indudtria clusters characteristic for coordinated
economies especially in chemical s and machinery production. The high employment and
social costs firms incur have not been an obstacle for successful competition in high value
international markets due to the incomparable range of quality products the country offers,
especially through the large firmsin autos and chemicals and small firmsin the machine tools
sector. In 1993, German share of total world exports was 10.1% compared to 4.8% for the
UK.

According to Andy Green, the contemporary German high skills society is based on
theinstitutional traditions in the country like the existence of powerful trade associations,
solidaristic national training and socia insurance system and the prevalence of national
finance through domestic banks rather than foreign capitalization which lead to the creation of
adistinct form of socia market. These are the institutions stated by the VVoC theory as
essential for determining the level of coordination in an economy. The policy of post-war
Germany is described as a complex form of neo-corporatism where markets are highly
regulated within acentrally determined framework. However, powers are largely spread
among government levels, independent organizations and social partner organizations which
have different but legally congtructed roles. Thus, the German government has less power for
establishing a selective industrial policy than the other continental governments and the UK.
Therole of the central authoritiesisto empower social partner organizations, to regulate
standards and to provide infrastructural support. The Federal Government regulates the
apprentice training system through the Bundes Institut fur Berufsbildung (BIBB), investing in
research and development using also intermediary technology transfer organizations.

The following characteristics of the German skill profile and the institutions
influencing its formation also describe it as characteristic of a CME. Social organizationsin
Germany play a pivota rolein policy decision making and implementation at al levels. At
the sectoral level, employer associations and trade unions set product standards and wage
levels and participate in skills agreements. The Chambers of Commerce require mandatory
membership and cover most sectors, including the Dual System of apprenticeship training.
The social partnerships established in Germany are claimed to have had an influential positive
effect on the national economic performance allowing German companies the provision of
collective goods which is problematic for firmsin the UK. The sectoral agreements on wages
and skills lead to higher standards for employee qualifications and prevent poaching among
employers. Co-determination which gives employee rights and voice in company decision
making, together with labor market regulation is seen as influencing skill enhancing practices
among employees in a positive way.

Job tenure in Germany is longer than in most of the other advanced economies with
an average value of 7.5 years compared to 3 years in the USA (Streeck, 1996) which is
motivates skills development. The flat hierarchies characteristic for German firms also
encourage the distribution of responsbility and skills. The company law in the country
promotes long term investment and establishes an environment supporting enhancement of
skills as companies are legally obliged to put the interests of the stakeholders above those of
the shareholders. The predominance of bank finance and non voting shares limits the private
shareholder influence over company policy aswell as the pressures for short term profit
which supports long-termism and investment in training and R&D.

The German economy can be described as a high-skilled one regarding the skills
profile of the labor force together with other measures of knowledge intensity (Green, 2001).
Although itsratio of higher education graduates is lower than that in the UK, it offers high
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quality especially in science and engineering. 1n 1992, one fifth of al degrees accomplished
were in engineering compared to 13% in UK. The higher education system is divided in two
levels— Magister graduate level (equivalent to UK Master degree) and vocational courses
offered at the Fachhocschule. First and higher university degrees as well as Meister and
Techniker qualifications are equal to level 4 and above in the UK and were held by one fifth
of the population aged 16-64 in 1997. Although this is a smaller proportion than the one
observed in other developed countries like the UK, most of the university graduates have a
degree higher than the M aster one which makes the stock of qualified people very highly
educated. Postgraduate scientists and engineers are more prevalent in R&D departmentsin the
electronics industry in Germany than UK (Mason, 1998).

The qudlifications of employees at theintermediary level are significant aswell. The
ones obtained after three years of apprenticeship aswell as Abitur and Fachhochschulreife
(which gives access to university and Fachhochschule) are equivalent to level 3 Nationa
Vocational Qualifications (NVQ) in the UK (Green, 1997). Half of the working age
population in Germany had level 3 qualificationsin 1997 compared to 18% in the UK and
only less than 10% do not possess at |east a skilled worker qualification.

Another indicator of the knowledge intensity of the German economy is the high level
of R&D spending which is above the UK and OECD average (OECD, 1991). The same s
valid for the ratio of research scientists and engineers per 10 000 of the labor force and the
country also shows the third highest value of patenting in the world after the US and Jgpan.
Generally, German labor force shows highly skilled employees and wide skills distribution
complemented by significant social capital seen in its cooperation capacity.

The wide distribution of skills at the intermediary level provides for diffusion of
general learning abilities and professional habits and shows the social valuing of occupational
skills. The Beruf provides not only theoretical knowledge and practical skills but also socia
identity. Employees enjoy the benefits of highly skilled workforce as technically professional
elites are provided in the areas where they are most necessary and the employees at the
technician level are quaified enough so that management does not have to compensate for
skill lacking at lower positions which is the case with the UK (Steedman, 1987). Thiswide
distribution of occupational skills especially in manufacturing allows flat hierarchy existence
and multi skilled team working which is characteristic of the advanced production systemsin
Germany.

Higher academic education and vocational training are seen by students as security
measures in the increasingly insecure job markets. Globalization pressures for
competitiveness and labor mobility put different emphasis on the significance of
qualifications and the purpose of gpprenticeship may change with more students using it asa
first step to progress their training further. About 50% of the German workforce in 1995 was
having jobs matching their vocational qualifications. According to Heinz, 24% of car
mechanics continued their studies for higher degree in 1999 and the reason was not
unemployment but the higher aspirations crated by the Dual System.

4.2.2. Challengesfor the skill mix — Globalization theory - lower labor costsand larger
Ser vice sector requirementsin order to compete for mobile capital

The most knowledge intensive sectors are manufacturing areas like chemicals and
engineering which present the main part of the nationa exports. Fields like finance, marketing
and advertising are less developed in Germany than in the UK and thus there is a lower
concentration of professional elitesin these areas. Other underdevel oped sectorsinclude
software, multimedia and biotechnology which consequently lack highly qualified employees.
One explanation for this phenomenon is given by Soskice who claims that the high degree of
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structuring in scientific professions’ career routes leads to research traditionalism which
hinders the research development in high risk areas. However, the BIBB has started to
develop new apprenticeship programs which to cover such fields.

Germany was facing some serious economic problems — the unemployment in 2001
was 9.3% and GDP growth in 2000 was only 1.9% which was below the EU average (The
Economist, 2001). There are numerous causes of this not quite satisfactory economic
performance. One of them is the unification burden on public budget which require high
taxation levels due to the necessity of transfer payments from the west to the east caused by
lower productivity in the latter. Another explanation is the very high labor costsin Germany —
hourly labor costsin 1999 were estimated at 16.40 pounds while in the UK they were 9.80
pounds (Conradi, 1999).

Thereisalso agreat increase in competition in consumer electronics aswell asin the
high value markets in autos and machine tools which are essential for German manufacturing
asthese are its main export markets which are becoming now more price-sensitive. In order to
keep producing high value goods, the country needs to find additional markets for East
Germany production exports and to remain aleading force in technology. However,
innovation in Germany may not be high enough to keep the economy ahead in a sufficient
number of sectors — like software and biotechnology where no real advances are made so far —
to keep its high wage, high price production regime (Green, 2001).

Some big German companies like Siemens and Volkswagen are responding to
globalization pressures by moving their operations abroad. Some of them are aso introducing
“lean production” techniques to reduce costs (Streeck, 1996) or even abandoning the sectoral
agreements (mainly in East Germany) which are the pillar of labor market coordination
(Soskice). According to Albert (1993), more firms are looking for foreign capitalization and
German FDI abroad is increasing (though in 1998 it was only 6% of capital spending — Max
Planck Insitut). This may have negative effect on domestic jobs and increase the social
insurance costs.

Thus, the increase in the significance of international capital casts doubt on the future
of the “Rhinemodel” of production which rests on patient capital and social partnership
(Albert, 1993). The reduced importance of domestic banks shifts the emphasis towards short-
term profits and threatens the basis of the coordinated market economies. Such changes may
lead not only to adeclinein R&D spending but also to areduced motivation for companies to
commit to training, especially if more companies exit the sectoral agreements which so far
prevented poaching problems. The number of companies which are not “co —determined” has
increased with 20% since the 1980s and despite the fact that the government policy till
maintains co- determination, it has been acknowledged that greater flexibility and emphasis
on local bargaining is needed (Max Planck Institut, 1998). Thus, the German skill formation
system & so needs to adapt to the changing economy and its successful performance in the
future depends on the ability of the state to preserve the institutional basis for high skill/high
wage production in the face of global pressures.

4.2.3. Gapsin the ill profile between supply and demand — VoC competition strategies
— Germany quality based competition — need for general skills (service sector)

The German economy has been experiencing significant strain due to globalization
competitive pressures and unification costs. There is aconcern that the Dua System does not
provide the enough places. Since 1991, adecline in the available places has been noticed
despite the existing academic drift and decrease in the age cohort which until 1999 ensured
the absence of places deficit. Nowadays, many of the large companies are providing for fewer
apprenticeships due to the increasing costs of training caused by higher wages and reforms
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reducing the time on the job of the apprenticeship and enhancing theoretical requirements. As
a consequence, only one third of the students can acquire and apprenticeship with an
employer. Large companies are more and more aiming at hiring graduates following
competitive pressures for higher productivity and increasing numbers of students choose the
higher education path which may cause along term decline in both supply and demand for
places.

The changing nature of skills demanded by the economy is one of the major
challenges that the Dual System isfacing. There is a growing necessity for training in areas
like multimedia and biotechnology but aso in generic skills (Green, 2001). Thisis dueto the
fact that there is a growing number of occupations which require abroad range of skills and
some general competencies which can be applied to various fields thus demanding breadth of
knowledge and adaptability (Wolf, 1999). However, thistrend is a bit contradictory to the
traditions of the German Dual System which relies on heavy occupational identity and
specificity of skills and has emphasized so far precise technical skills and competences.
Nowadays, changes in the work organization and occupational roles lead to an increasing
demand for generic training and key skillslike IT, team working, communication and
leadership. However, the focus on such skills has not caused a decrease in the importance of
specialist skillswhich isthe case in the UK.

4.3. United Kingdom

4.3.1. Description of the national skill profile—VoC institutionsinfluence

The United Kingdom model of skills formation can be described in terms of
polarization between elites rich in skills in sectors where competitiveness is based on labor
productivity and low skilled workforce in the sectors where the latter is derived from capital
productivity and flexible labor markets. This limited distribution of skills among employeesin
different areas is associated with high rates on income inequality and low level of social
capital. As aconsequence, there are deficits in labor productivity especially in the
manufacturing sector partially covered by higher capital productivity combined with social
problems (DTI, 1998). However, the country shows substantial skill-based competitivenessin
areas like banking, financial services, aerospace, pharmaceuticals, telecommunications, media
and entertainment (Finegold, 1999). The relative strength in such hi-tech industriesis
compatible with the large sector of the economy relying on low skill and low productivity
which competes on low labor costs (Green, 2001). According to Finegold and Soskice (1988),
the UK economy represents “low skills equilibrium” with the majority of companies
employing poorly trained managers and workers and producing low quality goods and
services. The main reason for that practice is claimed to be the existing network of social and
state institutions which hinders the demand for improvement in skill levels (Green, 2001).

Thisview isin line with the Varieties of Capitalism theory used in the current research
which claims that institutional frameworks and rel ationships determine the economic
outcomes in various spheres and the varying national preferences for different business
strategies. The institutional legacy is presented through the education and training systems,
industrid relations, financial markets, the organization of industry and work process all of
which differ significantly between the UK and Germany (as is explained in the theoretical
framework on LM Es and CMEsSs). The British companies rely on competitive strategies which
are based on participation in protected markets, takeover growth, and investments abroad, cost
cutting and new variants of Fordism (Keep and Mayhew, 1998). Such an approach can be
successful in the UK as there are large numbers of consumers with low disposable income
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using cheap retail discounters, economy air services and low cost domestic retail banking. The
shareholder or “consumer” capitalism established in the UK poses lower demands on skills
than the stakeholder or “producer” capitalism in Germany due to the dominant financial sector
(Hutton, 1995). It alows large profits form mergers and acquisitions, and financial
instruments trade which leave high skilled productivity behind in importance (Soros, 1998).

The early and prominent industria revolution in the UK together with the powerful
City ingtitutions did not provide supportive environment for state mass education. The weak
ingitutionalization of secondary and post secondary schooling, the significance of elites and
the low perception of technical and vocationd training are remnants of Victorian educational
voluntarism (Green, 2001). In the 1980s there were low portion of people in post compulsory
education as well as no high status vocational tracks with a system dividing sharply academic
and vocational tracks, the latter of which providing no general knowledge.

The same pattern is observed regarding workplace training hindered by institutional
indifference. In 1964 some attempts were made to introduce training levies through the
Industrial Training Act but were abolished in 1973. Employers are not legally bound to
provide any kind of training and are not obliged to become members of the Chambers of
Commerce. Thereislack of coordination which is typical of LMEs. Workers do not have the
right to training leave and there are no sectoral agreements connecting occupations and
income with qualifications. The intervention leading indirectly to a higher supply of skillsis
shown in the measures taken to enhance product and process standards. The lack of social
partnership and regulations discourage employers from investment in training due to poaching
opportunities. Employees are not represented in company decision making bodies like in
Germany and the UK did not sign the Maastricht Social Chapter agreements even though its
large companies compete mainly in the EU Market (Green, 2001). This leads usto the point
that social capital is underdeveloped in the country and individualism is prevalent.

The UK educational and training system shows dualism regarding different sectors
requiring either highly skilled elites at professional level or low skilled labor at the
intermediary level. There has been an increase in students at the graduate level with 89%
between 1989 and 1996 and 28% of the aged 25-29 years old have university qualifications
compared to 15% in Germany (Mason, 2000). However, the UK has alower portion of
scientific graduates compared to Germany (29% to 33% in 1996) due to its smaller
manufacturing sector. In 1994, 40% of the age cohort (aged 19-21) had alevel 3 qudlification
whilein 1998 this figure rose to 52% (NACETT). Thus, the higher percentage among young
people of level 3 graduates rai ses the national average. In 1998, only 55% of the people aged
25-29 did not have at least level 3 qualifications which isless than the national average of
59% but still way higher than the one in Germany for the same age group which is 20%.
According to Green the unequal accessto initial education and training are one of the major
causes for the polarization of the UK skills system.

Regarding on-the-job training, the results of the European Commission Continuing
Training in Enterprise Survey from 1994, conducted among twelve member states show that
the UK rates very high on incidence of training but relatively low on duration and quality.
Moreover, the training opportunities are claimed to have been unequally spread among
employees directed towards managerial and professional staff rather than manua workers
(Keep, 2000) reflecting the polarization in skills' development between groups. Asawhole,
one third of the adultsin the UK have not been provided with any formal training after
graduation. However, the underinvestment in training leads to shortages in skills and 23% of
employers reported hard to fill in vacanciesin the 1998 Skills Needs in Britain Survey. A
study conducted in 2000 by Hogarth shows that 15% of companies claim hard to fill
vacancies with more than half of them in professional and technical occupations on the
intermediary level of production.
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However, the banking sector does not seem to be influenced negatively by skill
shortages. It has shown a 64% increase in gross output during 1991-6. Its successful
performance may be attributed to the specificity of its labor organization and requirements
which match quite well the supply of skills provided by the dualist UK system. The workforce
employed in the sector can be divided in two categories — highly skilled specidist
professionals on one side and desk officers and routine process operators on the other. These
characteristics are being well complemented by the polarity of the national skill formation
system.

4.3.2. Challengesfor the skill mix — Globalization theory — higher productivity and value
—added requirementsin order to avoid price based competition

The overall competitiveness of the UK remains “indifferent” and in 1997 the country
was nineteenth in the world regarding GDP per capita, lagging behind most of the developed
EU nations. The UK also ranked fifth among G7 countriesin R& D business investment in
1995 and capital investment per worker in the country was 65% less than that in Germany in
the late 1990s (O’ M ahoney, 1999).

Surveys conducted by the National Institute for Economic and Social Research
(NIESR) conducted in plantsin UK, France, Germany and the Netherlands show lower
productivity levelsin the UK despite the similarities in market niches and machinery used.
The higher productivity in the continental countries is attributed to the ability of their
workforce to perform awide array of tasks leading to higher quality products and services.
The study shows that in German clothing manufacturing an average of 40% of technicians
had vocational qualifications compared to zero in the UK. Thus, the lower levels of skillsin
the UK plants are claimed to be impeding productivity.

4.3.3. Gapsin the ill profile between supply and demand — VoC competition strategies
— UK price based competition —need for specific skills (intermediate level productivity)

Thereis asteady decline also in sub-degree qualification in engineering like the
Higher Nationa Certificate (HNC) and the Higher National Diploma (HND) despite the fact
that sub degrees can be obtained in a shorter period of time and offer better rates of return
(Deardon, 2000). The shortage of skillsin the UK is noticed at the intermediary level where a
lot of the employees have no or very low qualifications — only 18% of the adult population
had at least level 3 qudlification in 1999 compared with 50.6% in Germany despite the current
increase in numbers. Surveys show that 15 of firms claim they have company specific skill-
shortage vacancies and the magority of them comprise of practical and technical skills
(Hayward, 2004).

The highly skilled elites’ minority in the UK allows the country to compete
successfully inindustries like advanced materials, biotechnology and opto-€lectronics
(Hendry, 1999). However, there are not enough skilled technicians and project managers in
these sectors as well at the intermediary level and mass production of goodsin these areas is
being exploited by other countries. Thereis alack of workerswith specific production skills
which to raise the productivity performance. The UK skills profileis suitable for the
development phases of these industries but not for commercial exploitation. However, the
system of skill transfer in the UK is claimed to provide for greater innovation compared to the
German one. The latter uses intermediate research ingtitutes for skills transfer, especially to
SMEs and this institutionalization discourages work in risky innovative hi tech areas (Green,
2001).
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Different national sectors pursue different market strategies and thus do not utilize the
same type of skills. Science and the creative arts rely on specialized skills; other sectorslike
pharmaceuticals, biotechnology and media require labor market flexibility (general skills)
while the banking sector in the UK depends both on high specialized and general low sKills.
However, the manufacturing industry necessitates the presence of intermediary specific skills
which isabsent in the UK and is reflected in the performance of the sector. Despite the fact
that manufacturing does not occupy major part of the overall national production, other
industries and services essential for the economic performance of the UK also rely on
intermediary level skills which are undersupplied.

The institutional background behind the current UK policy on education and training
reflects conflicting interests and goals between flexible labor market (essential for company
profitability) and social partnership (required for national prosperity) aswell as high
technology sector requirements and intermediate technology manufacturing (Green, 2001).
High skilled sectors like chemicals, electrical goods and aerospace in the UK rely on cost
competitiveness strategies through low wages or efficiency based on labor flexibility but such
conditions may be detrimental for the development of other sectors with positive outcomes for
long term growth and equality. According to Finegold, the high tech industries may be quite
productive but they employ just a minor share of the workforce and do not contribute
significantly to the GDP. The UK seems to be following the American model of high
technology and workforce flexibility which creates skills and income polarization (Due,
1991).

4.4. Comparative Remarks

Both the UK and Germany can be considered highly competitive economies on
various criteria. The post unification slow growth in Germany has cast doubts on the social
inclusion abilities of the system. Still, living standards are higher than the onesin UK dueto
higher incomes, lower living costs and generous social benefits but it is not clear whether
Germany will be able to sustain its welfare system and its high social costs. Static market
share in manufacturing can not be easily compensated by job cregation in the service sector.
Some of the large German companies have started to follow a profit-maximizing strategy as a
way for overcoming globalization pressures. Employers create more low-paid and low-skilled
jobs, thus providing a basis for the polarization of the traditional flat skills distribution.
However, if the option of creating alow skilled service sector in order to decrease
unemployment is chosen, then the problem of underemployment of highly qualified staff
arises. In the United Kingdom, a significant decline in many sectors of manufacturing is
observed, leading to erosion of craft leveled skilled employment (Green, 2001).

Another difference between coordinated and liberal market economiesin the field of
skills formation is the ability to diffuse knowledge. Of great importance is the transfer of
skillsto SMEs due to their growing participation ininternational markets through exports.
Education and training systems and labor market structures predetermine the spread of
occupationa information — the structure and degree of integration of labor markets influence
the efficiency of knowledge exchange (Lauder, 2001). The links between the German ET
system and the labour market are highly standardized and stratified (Allmendinger, 1989)
providing consistency of qualifications and job stability. Knowledge of innovationsis spread
throughout the economy from large companies to SMEs through apprentices who spend some
of their training time at the leading companies. The Chambers of Commerce are deeply
involved in ET policy making, gathering information on training needs from the employers
through training advisors who visit companies and also convince them in the need for
training. However, occupational training in Germany created exclusive in depth knowledgein
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a specific areawhich is beneficial for incremental innovation but hinders basic innovation.
This may be seen as a disadvantage of the system as today’ s globalized world depends on
adaptability to rapid changes in the latter. The ET systems which are at the core of high
performance through the provision of skills differ among nations reflecting historical, cultural
and political backgrounds (Lauder, 2001).

Skills' diffusionin the UK rests on individual socia networks mainly through job
switching and poaching rather than institutional ones which lead to knowledge transmissionin
theinternal market only. This pattern corresponds to the level degree of coordination of the
economy, high poaching opportunities and individualism characteristic for LMEs. It leads to
theinclination of workers to keep valuable information to themselves with the intention to use
it in another job position. Such a highly individualistic culture may hinder production of
collective goods essential for sustainable development. Enhancement of skillsisleft to the
personal motivation of employees and is difficult to be achieved in cases when unskilled
people have long work hours and marginal wages. The prevalence of generic management at
UK companies also influences innovation potential and skills diffusion astheir priorities are
quick profits and not value creation. However, British companies wanting to move up the
value chain claim that skills shortages are essential obstacles in the process (Waterson, 1999).

Another important factor for skill diffusion and transfer of technology is the activity of
large multinational companies (MNC). Global economic integration involves higher
integration of nation states through trade, direct investment and other capital flows as well as
digitalization and increasing importance of technology (Lauder, 2001). However, some of the
MNCs use overseas plants for smple assembly activities with little training and research
investment. Recently, German companies are showing increased participation in global
markets through the acquisition of foreign firms, especially American and British ones
(Meyer, 2000). Large enterprises in Germany are essential for skill diffusion and innovation
towards SMEs and whether this traditional system of exchange will abide in the long run
depends on the advantages they have from the participation in the Dua System compared to
costs. Such costs are the regular political and economic losses from exit and the start-up costs
of training aboard which act as strong countermanding forces to those of globalization and
keep companies within the Dual System. Thus, the near future prospect are that the Dua
System will adapt and survive as MNCs perceive it as pivotal for national competitiveness
with the probable disengagement from costly industrial bargaining policies (Lauder, 2001).
Interviews conducted by Hugh Lauder with officials from leading German companies show
they support the Dual System and try to replicate it at their subsidiaries abroad in order to
guarantee the success of their ventures. They also claim that the high productivity in
intermediate manufacturing is aresult of the highly skilled workforce. In Germany,
specialization in one areais highly appreciated and is part of the social status which is aftrait
not observed in the UK.

The UK answers to globalization challenges through neo-liberal strategies aimed at
attracting foreign investment in conditions of international competition for capital with MNCs
looking for lower costs and higher returns. Such aresponse corresponds to its LME product
market strategy based on price competition which is supported by the incentives provided by
the institutional framework. However, MNCs usually do not engage in raising skill levels
abroad, keeping their skilled work in the country of origin and investing generally in the
flexible low-skilled sectors. Thus, the UK has adopted the view that economic activity as such
is more important than productivity. The UK policy emphasizes a reduction in worker
protection and higher adaptability to changing demands due to new technology advancement
through labor market flexibilization. Thus, workers are deprived of trade unions protection
and rely on the generality of their skills and knowledge to adapt to changing job demands.
Their security may be increased in the future if companies adopt the view that high
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performance work practices are crucial to raising productivity and consequently
competitiveness. The difference in access to capital has determined some major differencesin
industria sectors development in the UK and Germany. The stable ownership in German
companies allowed them to pursue competitive advantage in the intermediate manufacturing
while Britain is competitive in hi tech electronics as a result of frequent job change and
workforce turnover (Lauder, 2001). Thus, it isdifficult to establish equal levels of general and
specific skills across national contexts as they are related to ownership and corporate
governance specifications. In accordance with the Varieties of Capitalism theory, institutional
settings and industrial relations are the major determinant of the prevalent type of skills
developed in an economy.

In the UK, sill formation policy isinfluenced mainly by theinterests of the
employers and not trade unions with the government having very limited authority in
industria policy (Brown, 2001). High deregulation of financial markets and heavy reliance on
market mechanisms in the country have been often criticized but the 1990s economic growth
and growing stock market prices combined with “full employment” in some parts of the
country were used as counterarguments supporting globalization and free markets. In
Germany, globalization is seen as athreat to the institutional bas's of social partnership and
thus to the high level of skills achieved among the workforce, undermining the Dual System
of training through the pressures for large companies to exit costly sectoral agreements. This
may lead to more flexible labour markets and higher share of the shareholder approach in
corporate governance (Brown, 2001).

The gaps between the types of skills required and the one provided, their sectoral and
occupationa characteristics, lead to requirements for adaptation in order to reach an
equilibrium state. As VET systems play a pivotal role in the supply of skillsin national
economies, in the next chapter the responses produced by liberal and market economiesto
bridge the gap will be examined in order to seeif they differ and in what direction they are
heading.

Chapter Five

National VET Systems—features and transfor mations

The following chapter investigates the reforms undertaken in the VET systems of
Germany (CME) and the UK (LME) and evaluates their direction. It starts with a description
of the institutions of VET in the two countries which differ significantly along the VoC
indicators of coordination and the degree of development of human or social capital. The
second part of the national VET systems discussion presents their recent transformation and
evaluates the reforms in terms of general or specific skills' direction. Thus, the purpose of this
chapter is to provide the reader with the features of VET systemsin Germany and the UK
from the VoC pergpective and then evaluate their response to demands on kill provision in
terms of creation of general or specific skills at low or high level respectively of VET
development.
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5.1. Germany

5.1.1. Description of the VET system and itsingtitutionsas well asthe challengesit is
facing asa part of the coordinated market economy framework, evaluating its
development from the social capital perspective

One of the goals of the vocationa training, according to the framework agreement
from 1991, isto “develop occupational flexibility in order to cope with the changing demands
of the working world and society”. Thus, there is a challenge for the Dua System in terms of
reaction to the economic changes caused by the German unification, EU membership and
globalization in general which isrelated to the ability of the national economy to preserve its
digtinctive social partnerships.

The economic stagnation noticed in the 1990s in Germany has influenced companies
participation in training as providers of learning work places within the dua system of VET.
Asawhole, just one fourth of the enterprises are currently providing training with their
proportion increasing with enterprise size. However, the distribution of trainees by enterprise
Size categories shows that SM Es provide the majority of training places and thus the decline
in the proportion of companies offering training in this group is crucial (Cedefop, 2007).
Since 1999, there has been a substantia decline in the number of in-company training places
While the officially recorded demand has not fallen significantly which leadsto agap in
training provision. With just 562,816 training places on offer, the year 2005 marked the low
point in this trend. This downward trend lasted until 2005 and had a particularly far-reaching
impact because the number of pupils completing their general secondary schooling grew
steadily between German reunification and the year 2006/2007. As a consequence, the
computed placement rate (the number of new training contracts per 100 school-leavers) fell
from more than 70 to less than 59. The target level for improvement set by the government
was reached for the first time again in 2007 with arate of 66.2%. This was the case in both
the western states (66.0%) and the eastern states (66.7%). However, the positive development
seen in 2007 was not enough to ensure an adequate number of training places to meet the
demand: the lower rates during the last years generated a growing number of unplaced
applicants from previous years.

The decline in the number of companies offering trai ning increases poaching
opportunities which is threatening the security pillar of the VET. This trend may be attributed
to the company’ s perception of rising costs of apprenticeships. A report done by the Federa
Institute for Vocational Training in 1997 shows that 75% of the companies consider the dual
system as beneficial but 35% claim it is too expensive. Another problem isthe increasing
number of students choosing to follow academic education which is more valued in service
jobs. When the number of highly prestigious apprenticeships available deceases, higher
education becomes more attractive to school leavers. The ratio of apprentices that continue
their education in universities has reached 15% in 1999 but thisis claimed by Finegold to be
merely reflecting higher integration between vocational and higher education rather than
representing a decrease in the youth interest towards apprenticeship qualifications. The high
skills equilibrium will be under threat if the dual system is unable to provide the skills
production companies need for DQP or if this method of production ceases to be used by the
enterprises (Culpepper, 1999).

The growth of the service sector, however, should not be underestimated. According
to Hall (1998), these jobs and not manufacturing are the main source of employment growth
in OECD in the last decade of the twentieth century. A drawback of the VET system isthere
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are still few service profession certificates compared to manufacturing ones in the dual system
so there is uncertainty whether service companies will perceive the VET system as beneficial
to their activity and efficiency the way industria firmsdid in the past. The Federal Ingtitute
for Vocationd Training claims that the growing need for further training expressed by service
companiesis not asign for the inadequacy of apprenticeship but adesire for an expansion of
the areas it covers (BBWFT, 1998). However, the creation of a more flexible system for
further training together with growth of providers and establishment of recognized standards
may drive companies away from the more rigid and regulated apprenticeship system
(Culpepper, 1999). Of course, thisis just an assumption which is highly dependant on the
areas covered by flexible further education and the quality it provides. The service sector,
represented by great numbers of small innovative firms which are entering the market now,
has been neglected so far by the traditiond craft-based German system. The training
infrastructure, expected to be established in this branch, is a more heterogeneous one and
more similar to the Anglo Saxon flexible approach to skill formation (Deissinger, 2001).

The Dual System of apprentice training which is based on social partnership and
distributed control is seen as one of the essential institutional foundations of the German
highly skilled society. The system usually involves athree and a haf year contract (in 95% of
the cases) prescribed by the BIBB regulations. The apprentices spend three days a week in the
company being trained under the supervision of a technically and pedagogically qualified
Meister and two days a week at the Berufsschule where they acquire general education and
theoretical background in their occupational field. Two thirds of the German youth
participates in such programs and around 90% of them qualify in the end as skilled workers
having a solid understanding of occupational theory and skills complemented by general
education. This educational foundation prepares them for future training as well — 20% of the
apprentices continue their qualifications further as Meisters (Wagner, 1999). Thus, the system
functions not only as a mechanism for meeting the current needs of employers but also asone
for raising the skill levels.

Employersin general support the Dua System for legal and internal reasons as it
provides skilled labor force at acceptable costs. Sectoral agreements reduce the risk of
poaching and allow them to see training investment as self interest and a collective good
worth supporting. The students are also motivated to enroll in vocational training as such
qualifications allow them entry to various profess ons they can not practice otherwise due to
federal law requirements and sectoral agreements aimed at credentializing access to jobs. The
Dual System covers most of the employment fields and provides high quality education.
There are tight specifications of the national standards through the tripartite BIBB supported
by the close scrutiny of the Chambers of Commerce at local level and work councils at
company level. The assessment system also is based on social partnership — training
committees and teams of apprenticeship juniors represent each party’ sinterestsin the
Kammern.

The next part of the section will present ageneral overview of the institutional
framework and organizations operating in the field of VET in the Federal Republic of
Germany. The Federal Ministry of Economics and Technology together with the Federal
Ministry of Education and Research are responsible for the legislation in the form of training
directives. The latter ministry provides funding to the Federal Institute of Vocational Training
(BIBB) which in turn distributes financial assistance to training enterprises delivering dual in-
company courses. Together with the VET committee and employers and employees
representative organizations, BIBB is responsible for examinations as well. On the local level,
there are 16 Landes (regions) authorities that deal with part time vocational schools which are
seen as public sector goods and are under Land legislation deciding on their curriculum. The
Conference for Ministers of Education and Culture (KMK) harmonize the course content in
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the 16 areas. Finally, the Federa Agency for Employment (BA) provides vocational guidance
and funding for training places on both local and national level. The training partnersin the
economy are industry, commerce, agriculture, the liberal professions, public administrations,
health services, and over 900 inter-company training venues. The various Chambers are
responsible for advising companies, registering trainees, certifying trainers specialist
aptitude, accepting examinations and issuing certificates as well as conducting social dialogue
at regional level. Thus, we can see a highly coordinated system of VET based on
collaboration for the provision of collective goods which is based on the high level of social
capital typical for CMEs.

In Germany, financing of vocational and continuing training is based on a system of
mmixed public and private financing. The school-based element of dua vocational training is
financed by the Land and local authority public funds. Enterprises are responsible for
financing the in-company training element — the individual enterprises decide independently
whether and in what training occupations they will provide training, how many trainees they
will take within the framework of the statutory provisions, and how much they will spend on
this. In addition to financing by individual enterprises, in some sectors financing regulations
have been collectively agreed upon. In these cases, all enterprises pay into ajoint fund on a
particular aassessment basis like the amount of the total wage bill (wages fund financing). The
expenditure of training enterprisesis partially or wholly reimbursed from this fund. On the
whole, business enterprises provide the mgor part of funding for VET (71% in 2005),
complemented by Federa and Lander funding (17% in 2005) and Federal Agency for
Employment (12% in 2005). The high level of compulsory private financing show the
extensive degree of involvement of private actors for the provision of collective goods
characteristic for coordinated economies as well as their interest and need for highly skilled
employees due to their competition strategies based on quality value added production.

After finishing compulsory education at the age of 16, a great deal of young peoplein
Germany who are no longer in full-time education attend a part-time (vocational) school for
three years. The dual system is far and away the largest field of education at upper secondary
level, with approximately 53 % of an age cohort training for a recognised training occupation.
Vocational training schools include the Berufschfachschulen (full time vocational schools),
Fachhochschulen (which is at tertiary level and offers qualifications close to the one from
colleges) and vocational academies which also provide in company training but allow access
to a Magter degree. This shows a high degree of specific skills' development.

Apart from dua apprenticeship, the German VET system offers school-based, fulltime
courses for young people of which only aminority however lead to a work related
qudlification. In these | full-time schools 40% of the students obtain a qualification outside the
system of recognised skilled qualifications, compared to less than 10% of the apprenticesin
the Dua System. Thus, the Dual System can be seen as “the core segment” within the
German VET considering provision of recognised labour market relevant vocational
qualifications. According to the Vocational Training Act, qualifications may be obtained in a
vocational full-time school aswell, but few students actually attend these schools in specific
occupationa areas. The overall acceptance of the DTS as the mgor route for non-academic
training is also backed by the fact that the system of skilled occupations based on dua
training is virtually an exclusive route, as there are no other options of company-based
training available which would find acceptance on the labour market. The conditions of
skilled apprenticeship hence are closely linked with the prerequisite of homogeneous training
schemes based on governmental training ordinances. The mandatory contents of atraining
ordinance are specified in the Vocational Training Act of 1969 (Deissinger 2000). The so-
caled ‘principle of exclusiveness makes sure that training ordinances represent the only way
leading young people into skilled employment. However, this makes the syssem morerigid
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and inflexible which may be needed to change in order for fast changing general skills
reguirements to be answered adequately and in time.

After completing their training in the dual system, the majority of participants then
take up employment as a skilled worker — later on, many of them make use of the
opportunities for continuing vocational training. This feature shows the coordination between
educational institutions and employers typical for CMEs. Under certain conditions, however,
those who have qualified may also obtain the academic standard required for entrance to a
Fachhochschule in one year at school full-time, and go on to higher education. Successful
participants in continuing vocational training are aso increasingly permitted to study at
colleges.Generally there are many points of transition between school-based and dual
vocational training and from vocationd training to colleges. In 2005, some 20 % of those
beginning academic studies had completed a course of training in the dual system (Cedefop,
2007).

German distribution of students shows a high ratio of upper secondary level graduates
(vocational schools) which can be attributed to the longstanding tradition of the dua system
of vocational training. In 2005, Germany surpassed the EU average in respect of upper
secondary level qualifications, with 60 %. In terms of higher education (university), Germany
isonly in the middle of the range compared with the EU as awhole. In order to provide
prospective student with the financial means necessary to pursue further education, general
student loans were introduced in 2006 Kreditanstalt fur Wiederaufbau (KfW — Reconstruction
loan corporation)which to complement the Student Aid Act.

An important feature of German VET system isits ability so far to provide technically
educated employees necessary for the manufacturing production based on incremental
innovation which istypical for the country and is often called diversified quality production
(DQP). However, as dready mentioned, changes in financial markets, productive organization
and industria relations may have a destabilizing effect on the apprenticeship system
(Culpepper, 1999). Thus, it is changes in these spheres in the economy supporting the dual
system which may have a negative impact on its future existence and sustainability rather the
efficiency of the system itself. However, the internationalization of financial markets have not
affected to a significant extent the long termism in training practices of large German
companies, according to studies conducted by Federal Institute of VVocational Training and the
National Employment Office. Regarding production trends, some companies had problems
introducing lean production techniques and team work due to the strong occupational
identities of German workers as generalist teams oppose the traditional view that each skilled
worker possesses differentiated technical skills. However, some firms managed to overcome
this difficulty through increased responsibility on the production line without blurring the
Beruf concept and flattening hierarchies giving more power to teams and their Meisters
(Finegold and Wagner, 2000). Industrial relations are experiencing problems of lower
coordinating capacity as some companies are exiting the industrial associations also dueto the
difficulty to achieve a common strategy for large and small firms which exhibit different
demands. However, the employers associations still possess a strong capacity for
information-circulation and collective deliberation not seen in the UK which can provide
satisfactory assurance levels to their members (Cul pepper, 1999).

5.1.2. Reformsof the VET system in response to skill gaps—initiatives and direction
The German VET system is facing challenges nowadays by globalisation, structural
change in industrial life and technological advances. However, the government has taken

measures in the last decade to answer the demands arising from these changes. One of them is
directed towards the permeability of the education system. Existing frontiers between
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individua areas of education are being decreased, so that qualificationsin one area can
provide entry to another, transferring a so the knowledge already obtained in a program
instead of learning the same thing again. This may be seen as an attempt to develop higher
flexibility of the system which is more typical of training in genera skills as they do not
require great depth and specificity of knowledge. From the VoC perspective, such an initiative
may be interpreted as a slight move towards a more liberd type of qualification structure as
coordinated economies are characterized by rigid boundaries between occupations.

There are also other measures taken to adjust the Dual system to the threatening
patterns of change. The deficit in places in East Germany is covered by additional federal
funding and some state funded private skills centers are established besides the vocational
schools. There were plans by the authorities to introduce alevy to fund increasesin
apprenticeship places which were rejected and other measures will be needed if thereislong
term undersupply of places. According to David Soskice, the apprentice wages in the lower
paid sectors will have to be decreased in order to increase the supply of places. These trends —
for rgection of levies and introduction of government funding for places — reflect patterns
typical for liberal market economies like the UK. However, the reason for them in Germany is
not that there is lack for highly skilled workers but that the costs of apprenticeship are
perceived by some employers astoo high in aworld of global competition.

In order to bridge the gap between skills' demand and supply in sectors which are
expanding but were unattended before, apprenticeship training is being introduced into areas
it was not prevalent in before. The Cedefop 2007 analysis of employment and training trends
in the growing service sector have shown that there is a significant ground for improvement
especially in the higher education sector in which practical training is not widely adopted.

The BIBB and employers have jointly discussed provision of new places and the
establishment of new training occupations leading to the creation of eleven new ones between
1999 and 2001 (Richard Koch, 2001). Complementary to the creation of new occupations, the
existing training profiles have been reconsidered and reformed so that they provide a broader
training in a smaller number of areas. The broader training profiles represent afocus on more
general skillsin fewer occupations rather than the existence of traditional numerous but quite
specific ones. New systems have been established which to speed up the process of
developing new training profiles which usually takes quite a while due to the need of approval
from social partners. Nowadays, new ordinances are being issued in two years term which
reflects the desire for greater flexibility of the system — so far it was quite rigid and slow due
to the high degree of coordination and power concentration in the government.

A BIBB report from 2007 shows that the occupation patterns in the vocational training
offered since 1994 in the German dual system are dominated by service occupations.
According to this survey, there is a steady upward trend in service occupations growing from
290 000 placesin 1994 to 351, 261 placesin 2007. The pattern for manufacturing occupations
isjust the opposite — adownward trend with the numbers falling from 300, 000 placesin 1994
to 254, 519 in 2007. The sharpest decline is noticed among construction and ancillary
occupations. Thisis not asurprisng trend asit reflects the evolution of production — from
manufacturing to services — which is inevitable in advanced economies, according to human
capital theory. Thus, the direction of the new profiles developed for VET is towards the
formation of general skills which are demanded by the service sector. AsaCME, Germany so
far was emphasizing specific skills and industrial output but globalization challenges put
pressures on it to develop its so far uncompetitive sheltered sectors. This does not mean,
however, that the country can not sustain its traditional national comparative advantage — it
can transfer the basis for it into the service sector and develop it accordingly in concert with
its coordinated market economy tradition.
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In June 2004, the Federal Government and the employers’ associations of German
industry also concluded a Memorandum of Understanding, the Nationaler Pakt fur
Ausbildung und Fachkraftenachwuchs in Deutschland (known as the apprenticeship pact) for
aterm of three years, in which the partners undertook to offer training provision to every
young person desirous of and capable of undergoing training, in close cooperation with the
Lander. Asaresult of this the number of training contracts signed in 2004 and 2006 has risen
(Cedefop, 2007). This pact reflects the social desire to keep the pillars of the VET system
typical for CMEs which are traditionally based on collaboration and coordination with and
among the private sector.

Additional initiatives were undertaken as part of the pact to raise the supply of training
places like the * Job starter - training for the future” program. It was launched in 2006 and is
directed towards improvement of the regional supply of in-company training places and is
funded by the state. The positive responses to the Job Starter program from both students and
employers show that the Dual System iswell appreciated by the German society and is still
needed for the functioning of its economic ingtitutions despite the fact that it needs some
tuning to the needs of the service sector for more genera skills which are underdeveloped in
CMEs. It is directed towards the supply side of the skill equilibrium which is @ so the basic
policy linein the UK. However, in Germany, there is demand for skilled workers and the
reason for decrease in the supply is the financial burden of high labor costs to companies.
Government funding seems to be a solution only in the short run, paying companies for their
training costs but in the long run reforms should be undertaken so that companies providing
training on their own can still be competitive — either though lower wages for apprentices or
lower taxes.

Going back to the issue of higher permeability of the system mentioned in the
beginning of the chapter an approached proposed by Deissinger for modernization and higher
flexibility achievement in the German VET practice will be presented. It is based on the
creation of amodular system with variable access opportunities and flexible levels of
qualification standards. Thisis similar to the one in England where it was aimed at providing
amelioration in out of date traditional qualifications as well as bridging the gap between
general and vocational education. It shows the trend towards generalization of vocational
training or vocationalization of general training. Inclusion of training profiles in general skills
in German VET is not expected to undermine the existence of specific skills apprenticeships
aslong as there is demand for them by the production in the country. Thus, Germany will be
able to keep ahighly skilled workforce both in industry and services on which its quality
based competition rely.

However, concern has been expressed on the ability of such a general system to
satisfy the quality standards underlying the Dual System. Deissinger argues that “implanting
modules within courses of training as didactical elements need not necessarily result in the
dumping of occupational skill formation”. The author sees the long run acceptance of modular
training among employers and employees as essential for the success of such a strategy. This
requires strong quality control and limited number of occupations which may allow easier
modernization of training content.

This option is seen by Deissinger as leading to adgptation of VET to technological
change as well as matching training to firm-specific needs satisfying both specialisation and
modernisation needs. This model is reflected in projects of the German Chambers Association
which give employers more independence and freedom regarding training contracts. If
following this model, companies will be alowed to reduce training contract to two years, add
or remove modules from the fundamental occupational part of the program and achieve more
flexible examination procedures. Thiswill allow them to lower labor costs and provide more
places as well asto have greater flexibility in customizing training to their needs.
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Orne of the concernsrelated to such a practice is that vocational quality of the training
will decline on behalf of individualized companies’ needs. Reforms that imply a too radical
change of the occupationa tradition may be difficult to implement due to resistance from
social partners like unions and industry associations if they doubt the marketability and
quality of the new courses and qualifications. Thus, the changes discussed so far in German
VET sphere and the proposed reforms are generally directed towards the creation of general
skill profiles as an addition to the additional ones and higher organizational flexibility which
represents the main direction regarding educational development but does not imply any
radical changes in the structure of VET ingtitutions. From the VoC perspective, reformsin
German system of VET do not threaten the existent institutional framework typical for CMEs
based on coordination and specificity but seek to enhance its coverage to the specific skills
formation needed by the service sector.

5.2. United Kingdom

5.2.1. Destription of the VET system and itsingtitutionsas well asthe challengesit is
facing asa part of the liberal market economy framework, evaluating its development
through the human capital perspective

The consequences of the problems and inefficiencies present in the UK vocational
training system are the increasing concerns that the state lags behind other advanced countries
in the level of skills among the workforce (Green, 1997). Such an assumption has been
supported by the results of a study conducted by Manacorda and Manning in 1999 which
provide evidence for an existing skill mismatch in the UK. The study also made a claim that
the supply of skillsis greater in Continental Europe based on multi-country comparison
techniques. According to Greenhalgh (1999), the UK need to take measures to upgrade the
average skills present in the labor market if it is to transform its factor endowments for
international trade and growth and to escape the “low-skills, low-quality equilibrium”
described by Finegold and Soskice (1988) and confirmed by Redding (1996) in his
“exogenous growth” model.

Redding argues that “an economy’'s deficiencies in education and training may be
intimately related to firms investmentsin product quality” like R&D activities. This supports
the view egtablished in the previous chapter that the UK islagging behind in productivity.
According to him, “the incentives for both forms of investment are interdependent; both
determine the economy's growth rate”. In a comparative study of clothing manufacture,
Steedman and Wagner (1989) cite differences in workforce skills or training as one major
explanation for the greater innovativeness of German firms: “In the course of their two or
three-year training the German machinists had mastered the whole range of operations
required for garment making; consequently, when a new style was to be made they needed
only a short time (an average of two days) to reach one hundred per cent speeds .... Only a
small minority of machinists in the British plants visited had mastered more than afew basic
operations during their shorter training; not surprisingly, much longer periods (several weeks
on average) were required.”

According to the British Department of Employment (1988), expertise in the provision
of specialist goods and services rather than mass production of standardized goods is expected
to raise economic performance. If not adopting such a strategy, the country is said to be
relying on low productivity and low wages in competition with the devel oping countries
which would have detrimental effect on living sandardsin the long run. Thisclaim is
supported by Scharpf globalization theory view that advanced countries can not compete
successfully on costs after some point due to competition for developing states where
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production is much cheaper due to lower living standards. However, the extent to which skills
are being upgraded differs across firms and industries and is related to the adoption of new
technologies as demand for skills has risen more rgpidly in technologically intensive sectors
and skills are thus concentrated in similar industries (Machin, 2001).

A research report conducted by Prof. Mike Campbell in 2001 on skills in England
shows that despite the development and growth of vocational options in recent years, it
remains the case that more than half of the economically active population holds general /
academic qualifications with only just over a quarter holding vocational qudifications. The
lack of esteem associated with vocational qualifications is a potential barrier to achievement
of the national skills targets, and the Skills Task Force has expressed concern that individuals
with general rather than vocational qualifications may not have had sufficient opportunity to
develop the skills needed in the labour market. Successive governmentsin England have
sought to bridge the gap between general education and vocational training by achieving
parity of esteem between the different qualifications. Achieving this has been a mgor policy
drive for the reform of 14 to 19 curriculum and qualifications and for the review of the
national qualifications framework.

The government realizes the need for improvement in VET system as a prerequisite
for the country to achieve a knowledge economy and increase value added competitiveness
and production levels asis shown in its policy statements. One of the major educational goals
for the UK government, stated by the Secretary of State for Education and Skills, Ruth Kelly
in the 2005 White Paper on “14-19 Education and Skills” is to “provide better vocational
routes which equip young people with the knowledge and skills they need for further learning
and employment”. Recognition about the undersupply of high skills and the necessity of
improvement in VET is obviousin the following quotes from this policy document:

“The costs to individuals, the economy and society of educational failure are high.”

One of the reasons for underdevelopment of the system may be the fact that
“Vocationa education and training for young people have low credibility and status in this
country”. Of course, the main reason may be the low demand for specific skillsand highly
qualified workers due to the incentives provided by long standing liberal institutions for low
quality production strategy and price based competition with emphasis on employment rather
than productivity. Factor endowments determine the industrial profile and relations which
lead to the development of more or less coordinated ingtitutional frameworks providing
incentives for different market strategies which require varying types of skills.

These views are reflected once again in the White Paper from 2006 on “ Further
Education — Raising Skills, Improving Life Chances’ which starts with the following
statement by Tony Blair: “Our economic future depends on our productivity as a nation. That
requires alabour force with skills to match the best in the world — as a nation we should raise
our ambitions for skills’. However, recognition of needs and government desire for change
does not automatically mean political will and finance for such apolicy implementation.

In the UK, the connection between the education and |abor isbased on individual
judgment and choice with very few structured career paths (Lauder, 2001). In many cases this
causes economic costs in terms of mismatch between individuals and jobs as well as
psychological costs when jobs related to the training are lacking. This practice is supported by
human capital theorists who see individual rational motivation as the only efficient mode of
development.The UK VET system islargely outcome-based. Training providers have
flexibility to plan learner-centred delivery systems to meet user needs. The modular or unit
structure of vocational qualifications opens up possibilities for modular delivery and credit
transfer. This allows for greater flexibility which is required for meeting the general skill
needs of the service sector, combining training subjects in mixtures of profiles.
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With the adoption of the Industria Training Act in 1964, the UK government
attempted to address the problem of under investment in vocational training inherent in the
country. This was done through the introduction of alevy scheme which regulated the
provision of training by firms. However, this policy was entirely abolished by the Thatcher
cabinet as it was seen as an unacceptable interference in the market and nowadays the British
policy in the areais focused on subsidized training schemes. This development path is typical
for the libera market economies. During the 1980s, the state emphasized mainly training
which provides the unemployed with basic skills while in the 1990s, the part of the programs
directed to the youth were based on higher level skills acquisition through the introduction of
the M odern Apprenticeship. This pattern of subsidized training providing merely basic
general skilled to the least qualified coincides with the social policy which takes the form of a
safety net targeted at the poor ones.

Some of the explanations given by human capital theory on under investment in
training include credit constraints, the uncertainty faced by trainees and the imperfect
competition in the labor market which lead to poaching opportunities. According to that
theory, vocational training has greater economic values than other forms of investment in
human capital because it creates productive skills which can be traded in labor markets.
Individuas are expected to invest in their human capital until the marginal returns become
equal to the cost incurred. Thus, companies are more inclined to support firm-specific rather
than general training due to the enhanced security of the return. As expected from the VoC
theory, the low level of social protection decreases the individua motivation for investment in
specific skills due to insecurity of returns and the low level of coordination lowers the desire
of employersto invest in this type of skills due to poaching opportunities. Liberal market
economies, thus, creates mainly general skills asthe investment in training is left to individual
choice relying on the assumptions of human capital theory that this is the most effective way
of development in the field.

The traditional method of apprenticeship called the Bound Apprenticeship was based
on legally bounding contracts for both parties. In the beginning of the training period, the
employer was bearing the costs and with the increase in the skills of the apprentice, the
employer was recouping them through the additiona productivity achieved with the payment
of alower wage. The firm was protected by the contract from the trainee leaving before a
certain period has passed in which to cover for the training costs with their work. However,
this system declined in the 1950s (K eep, 1988) dueto the inflexibility of contracts, the
potential for exploitation by employers and the control of unions over labor supply.

The Industria Training Boards were blamed for providing training customized to
their needs based on obsolete apprenticeship schemes while overlooking the requirements for
transferable skills. The change towards lower coordination and greater flexibility began. Out
of 27, thereis only one Industrial Training Board still existing after their abolition in 1982 -
the Engineering Construction ITB which has the power to raise atraining levy of 1.5 % of
wages. Thus, we can see that the engineering sector is based on the employment of specific
skills and we can make the assumption that if the UK industrial production was dominated by
sectors requiring intermediary technical skills like manufacturing and construction, then
probably VET would have been more developed and coordinated.

The organizations responsible for the implementation of vocational training programs
like MA, NT, OT and WBTA are the seventy nine Training and Enterprise Councils (TEC)
which are independent and employer-led, promoting training on loca level. This structure of
adminigtration of training programs, based on loca organizations divided by the geographical
principle leads to some problems which will addressed later in the paper. The Industry
Training Organizations and Occupational Standards Councils formed fifty-five National
Training Organizations (NTOs) in 1998, which are independent and employer-led but



recognized by the government and are in charge of identification of sectoral needs and
developing of NV Qs standards.The introduction of the UK-wide Sector Skills Development
Agency (SSDA) in 2002 promoted the desire of the state to evaluate training and
qualifications needs excessively by labour market demand. This shows the intention to move
closer to sector evaluation of skill needs and development of training profiles which fit
specific requirements despite the low coordination and voluntarism of the liberal system.

After the abolition of the levy scheme, the British state was trying to make employers
invest in skills but did not use compulsory measures. The Labor Party’ s intention to re
introduce that practice was given up in 1997. Thus, the state continues its policy on voluntary
participation of the business while in the same recognizing the need of increased vocational
training in policy documents like the 1998 White Paper “The Learning Age” which proposed
the creation of a University for Industry. However, government intentions or political claims
find hardly any practical implementation.

The present policy of the UK government consists mainly of subsidies financed
through general taxation which are administered by TECs. In the Modern Apprenticeship
program, the subsidy iswhich is paid to a company is negotiated by the latter and the local
TEC. However, asthe TECs are employer organizations, they may represent the interests of
the trainees in an insufficient degree. Thus, the use of sectord organizations like the NTOs
may be more efficient in the distribution of subsidies as they deal with the assessment of skill
shortages on sectoral, not regional level, and are better prepared to address coordination
problems between investment in technology and skills (Stevens, 1999).

The businesses represented by the TECs are brought together on geographical criterion
and thus operate in different sectors and may not have common training needs other than in
basic fields like literacy and numeracy. This may lead to the creation of training requirements
covering just general skills. This isan obstacle for the creation of highly skilled technicians
which are needed at the intermediate level as the analysis on skill profiles has shown because
they need training in specific skills. The level of funds received by TECs for adult training are
also insufficient to cover the full costs of the programs and companies are not motivated to
participate financially as they are not protected from poaching due to the voluntarist nature of
the system and the high level of inter-firm mobility in the UK (Greenhalgh, 1999).

Moreover, there is another problem related to a subsidies system based on general
taxation which is the lack of political will to raise public expenditure in the field of vocational
training to alevel which will lead to sufficient investment. This situation is aggravated by the
traditional resentment towards a grant-levy system among British employers. According to
Stevens, this may be attributed to the lack of well formed definition of gppropriate training.
The 1964 Act did not manage to make a distinction between specific and general skills and
companies had the opportunity to influence the general training outcomes providing training
which was matching their own needs. Thus, awell functioning monitoring system is required
and employers are expected to accept such an interference more easily if it is enforced by an
organization which is also paying for the training (Prais, 1995). Poaching opportunities and
lack of cooperation lead to underdevelopment of VET systems and the absence of dense
associations and networks create the lack of available credible authorities which to oversee
the training process.

5.2.2. Reformsof the VET system in response to skill gaps—initiatives and direction
In the UK, there is a policy commitment to raise the skill level of the workforce which
is hindered by long lasting inadequacies in education and training as well as low employers

motivation to invest in such programs. The 2000 Report on National Taskforce (DfEE) shows
that the issue of skill formation is perceived as a supply-side one and requires further

45



consideration of employers' needs. As seen in the previous chapter on skill profiles, some
companies would like to compete on quality basis like the onesin CMEs but the institutional
structure is not supportive of such product market strategies and thus there is low supply of
highly skilled workers and low incentives for the development of such training.

The dudl profile of skillsin the UK is seen once again in the message from the UK
Department for Trade and Industry White Paper (1998) on industrial development which may
be interpreted asreinforcing polarization. The development of high tech industry as a way of
creating a knowledge driven economy is proposed instead of skill diffusion among
occupationa groupsand ranks. This emphasis on specific field upgrading would reinforce the
discrepancy among occupationa skill levels by sectors as shown in the description of sKill
profilesin chapter four. However, the paper calls for a more active government regarding
industria policy, one that does not leave the functioning of the industrial sector to purely
market conditions but functions as a “ catalyst and investor” improving the supply side of the
economy (DTI, 1998). Through the VoC perspective, this can be seen as a desire for higher
coordination in industria relations which is present in CMEs.

Some of the suitable measures regarding market failures that can be taken by the UK
government include improved access to finance, lowering obstacles to R&D investment,
increasing company collaboration and supporting improvements of workforce skills (Green,
2001). All these measures can be seen as steps towards the establishment of a more
coordinated environment regarding VET in order to increase the demand not only the supply
for it. This conclusion ssems from the fact that the indicators mentioned like easy access to
patient capital and business networking are typical for CMEs training.

There have been afew initiatives undertaken aiming at higher skills production
(programs for the young unemployed, the Modern Apprenticeship and the University for
Industry) which have had hardly any impact on employers' demand for kills so far. There are
just minimal requirements for license to practice laws and no legal motives for companiesto
change their corporate governance practices in away which may stimulate long term
investment in R&D and training. Thus, the failure of these reforms can be attributed to the
lack of incentives for the development of higher skills among the workforce. This empirical
finding supports the view presented in the VoC approach that liberal market economies have
ingitutional frameworks which do not encourage provision of collective goods.

The UK has been characterized by a “voluntarist paradigm” in vocational education
which is very difficult to overcome despite the creation of Learning and Skills Council and
the attempts of the government to promote partnership through initiatives like Union Learning
Fund which are also on voluntary basis. Thisis one of the major causes in the country for the
difficulty in providing places for apprenticeships. And as companies do not have incentives to
collaborate because networks are ailmost non existent in LM Es, loose and not binding
partnerships can not secure the provision of collective goods. Institutional structures,
regulatory frameworks and normative regimes al influence the investment in skill formation
(Green, 2001). This ingtitutional tradition of aliberal market economy has gresat influence on
the system of VET as shown in the theory on VoC.

Investment in VET is seen as individual choice in liberal market economies due to
their desire for limited government intervention and individualistic societies and the UK is no
exception. Supply-side approaches to knowledge enhancement may serve as a supportive
social mechanism for individual decisions and raise the participation in learning programs but
may fail to match the areas where skills are most needed in the labour market. The goal of
such programs may help the provision of collective goods of VET through financial support
but the issue of demand for qualified workforce should be addressed as well.

One of the obstacles to development of VET is capital market problems. Liberal
market economies like the UK do not provide patient capital to companies and put strong
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shareholder pressure for high returns. The Modern Apprenticeship scheme is not adequate to
provide a solution for that problem. Its duration is limited to the receipt of qualification which
guarantees quality to some extent but not cost recovery to companies. According to Stevens
(1999), capital market problems may be solved through government support for loans and
income insurance using subsidies for training financed by a tax on skilled wages. Layard
(1995) proposes that the government should subsidize fees for vocational training not only for
academic education in order to encourage risk-averse trainees to participate. This means
higher coordination between training organization and employersin order to reach a decision
that will provide the latter with greater security over their investment if apprenticeship wages
are not funded by the government. If they are, this may lead to higher government
intervention in the labor market which is not typical for LMEs according to the VoC theory.

Career Development Loans were made available in 1988 by four commercia banks
with the government covering the interest during training for job-related courses but their use
is still quite limited due to uncertainty of return. A substantial obstacle for adults who would
like to participate in continuous vocationa training is the inability to generate income during
training as full time students are not eligible for unemployment benefits even if they were
working and paying their social security contributions. The low success of this reform can be
attributed to the high individualism in the UK asa LME and the reliance on the human capital
approach with low levels of social protection which discourage investment in specific skills.

Another initiative launched in 2004 is the creation of Centre of Vocational Excellence
(CoVE) amed to deliver specialist work based training. Thisis a status given to departments
in further education colleges (and some third party training companies) in England. It is
intended as akind of quality guarantee for vocational teaching, and is awarded by the
Learning and Skills Council in order to improve the public opinion of vocational training
which was already mentioned as a problem for VET development in England. It seems that
thisisthe only policy directed at the demand side of the VET system equilibrium, trying to
increase the appreciation and need for such qualifications instead of just aiming to provide
more training places on the supply side. The main initiatives the centers undertake in order to
engage employers in mechanisms for skill priorities establishment are forums for networking
and information on course development as well as employers representation on CoVES
steering groups. This may be seen as an attempt to address the general problem of lack of
coordination in the LME and to increase demand for VET training otherwise the supply of
such places will be artificial and possible only through external financing like subsidies
(Measuring Progress: The Impact of Centers of Vocational Excellence Program, 2002; GHK
Consulting for LSC).

Recent policy initiatives have focused on improvement of the information flow on
training and skills needs among companies, workers and the authorities (Stevens, 1999). Their
aim isto achieve greater collaboration between institutions. TECs and NTOs evaluate skill
needs on local and sectoral level. They rely on the Investorsin People standard which sets
best practice examples for integrating training in the business life as a means to increase
awareness of training benefits for employers. The liP initiative is attempting to make private
actors more involved in the field of vocational training as the state is realizing that
collaboration is needed for the provision of this collective good and its absencein liberal
market economiesis an essential obstacle for its creation.

In total, about 1 million vocational qualifications (of all types) were awarded in
1999/2000. Thisis an increase of 25% on the 861,000 vocational qualifications awarded
in 1995/96. The subjects in which the highest number of NV Qs is awarded tend to be in the
newer, service sector related areas as business and sales. An examination of changesin
registration by subject areas provides some indication of the potential for a shortfall in supply
to some technical disciplines. In particular, it should be noted that registrations on engineering
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and construction courses have fallen considerably. On the other hand registrationson IT
courses have grown very considerably (Skills in England 2001 — The Research Report, Policy
Research Ingtitute- Leeds Metropolitan University). This shows that the traditional focus on
development of general skills for service occupations typical for LMEs because of their
comparative advantage in price competition due to flexibility is still preserved.

However, if places for specific training in technical disciplines are not provided, then
improvement in productivity levelsis not highly likely to appear. The supply of placesin
engineering and construction depends to agreat extent on the need of the employers and more
specifically on their product strategies. And if some of these sectors we not fully utilized in
the past and were sheltered by the borders of the national economy, nowadays they should be
competitive on the international marketsin order to survive. But unless companies find
incentives to compete on quality and higher productivity, there are little chances that they
would require highly skilled workers which to motivate them to create apprenticeship places.

Libera market economies like the UK do not allow great autonomy to the educational
system (Gleeson, 2004) asit is dgpendant on marker mechanisms and enterprises which can
be explained by the consumerist and individualist nature of its society and low level of
collectivist arrangements. It lacks strong input from multilateral agents. Another problem
regarding provision of VET in England is the desire of employersto shift the costs of it to the
state and the individuals requiring a greater share of education to take place in the public
education system. Companies in the UK have abandoned compulsory provision of
apprenticeship places long time ago and rely on higher education system for intermediate and
technician level skills. Thus, development of specific skillsisleft to universities and
individua choice which does not seem to be efficient and is shown in the low productivity
levels of the country. The UK has traditionally been characterized by the development of
skills that are generic which also make people more employable as there is low social
protection and ideological aversion towards vocationalism (Hayward, 2004). The emphasis on
service sector requires this type of skills but nowadays it turns out that they are not as genera
as thought so far and require on the job preparation and learning — by — doing. Thus, it is not
surprising that attempts are made in the VET system with a focus on the services as well as
technical disciplines.

According to Reader (1979), education has a subordinate role to employers. The state
relies on the demands of employers for provision of skills but their proper judgement on that
issue is doubtable as the primary purpose of businessis creating profit. Thus, the reliance on
purely market mechanisms regarding education in liberal market economies may hinder
beneficial long term development which is seen in the inability of the current non coordinated
VET system to ddliver skills.

One of the drawbacks of current government policy is that establishes targets for the
percentage of students participating in VET but does not set ones for the level of employers
engagement and their subsidies. The system turns out to be “employer-led but voluntaristic in
nature’ which is called “voice without responsibility” (Gleeson, 2004). Moreover, employers
and education do not interact directly asin coordinated economies but through the state which
decreased further communication and efficiency. Apprenticeships are managed through
private providers and only 5% of them are sponsored directly by companies which show in
terms of VoC that the UK preserves the pillars of low coordination and high flexibility
regarding VET practices.

The government policy is one of subsidization instead of change in labor market
regulation (Keep, 2005). Thus, it addresses issues of supply and not demand asit is more
difficult to change the pillars of aliberal market economy in the areas of social protection and
employment patterns. It is clear from the programs described in the previous part that the state
has developed a financial support scheme as a substitute for labor market demand. Thereis

48



not much done to change the traditional view of VET as low-statusone and it is still perceived
as amethod of supply of workers for the low paid market which did not have any other
chance.

Another proof of the supply-side nature of the current reformsin UK VET system is
the focus on sophisticated pedagogies, curriculum designs and assessment models which are
seen as essential to deliver higher participation (Keep, 2005). However, they are not as
influential for the creation of demand as would be the establishment of some form of licenses
to practice, stronger bargaining rights of trade unions, paid time off for studies, legal
regquirements to create training committees in organizations for better communication and
provision of work-related placement (Gleeson, 2004). But such measures are strongly related
to the institutional structures of the economy and changes in them in direction of higher
coordination and obligatory participation is agains the liberal tradition present in the UK and
characterized by labor market flexibility. How a knowledge society and diffusion of high
skills can be compatible with such an economic system is yet to be figured out.

An interesting explanation for the scant effects of policy initiatives taken so far in the
UK with the goal to escape the low-skill equilibrium is provided by Ewart Keep in 1999.
According to him, current reforms are directed to the supply side of skill formation with little
attention paid to the demand side while in concertation with Hall & Finegold theory from
1988 such ademand for high skills among employers may indeed be absent. The abolishment
of Industrial Training Boards decreased the opportunities for private sector coordination at the
sectoral level and policy administration was transmitted to the local Training and Enterprise
Councils. The control of the central government over higher education increased trying to
prevent market failure through higher regulation and supervision which is exemplified by the
establishment of a national curriculum for VET. According to Keep, however, thereis no
significant evidence showing that the gaps existing in the 1970s in UK VET training have
decreased.

The shift from manufacturing to service provision in the British production of output
has supported afocus on softer interpersonal capabilitiesin skill formation which are suitable
for the providers of mass-production goods but do not satisfy the requirements of the high
tech enterprises described by Finegold where deep theoretical knowledge of leading edge
developmentsis essential. Pharmaceutical companies, for example, are not satisfied with the
emphasis on general skills in higher education and require “ scientifically able” employees but
meeting the demands of one group of employers is contradictory to the demands of another
one (Gleeson, 2004). The low demand for highly skilled workers in the UK may be explained
with the production of low-spec goods which have few distinguishing characterigtic and are
based on Fordist production methods as they do not require customization. Unless production
patterns and types of output are changed, public as well as private investment in higher skills
would not be justified. Thus, according to Keep, the existing VET system which is designed
so that it satisfies the needs of the lower service sector may be quite an obstacle for the state if
it really aims at creating a knowledge based economy as stated in the Competitiveness White
Paper from 1999 ( Our Competitive Future: Building the Knowledge Driven Economy). The
main reason for the low success of the reforms so far attempting to increase VET
participation, is the structure of the economy as alibera market one due to the low levels of
cooperation, security and trust which also affect production patterns.

However, the economic god of the government is to create a knowledge economy as
stated in the Competitiveness White Paper:

“British business has to compete by exploiting capabilities which competitors find
hard to imitate. The UK’ s distinctive capabilities are not raw material, land or cheap labor.
They must be our knowledge, skillsand credtivity...” (DTI, 1998).
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The success of such apolicy, however, is highly dependant on models of product
market strategies and managerial choice aswell asinstitutional support and incentives. The
Competitiveness White Paper acknowledges these constraints and realizes that the creation of
ahigh skilled economy involves more than mere skill supply issues and needs to address
major structural characteristics.

So far, traditional UK policy in the field has been based on the assumption that an
increase in the supply of skilled workerswill lead on itself to economic change and enhanced
competitiveness and productivity (Keep, 1999). The government assumes that the biggest
share of employment growth is provided by the high skilled sector which necessitates the
upgrading of skill levels. Thisreflects the legacy of dual skill profile. However, thereisa
large portion of employees even in hi-tech companies that perform merely routine tasks;
implementing Taylorist model in both manufacturing and service sector but thisis an issue of
job design which is a subject for another research.

Simply increasing the supply of formalized skillsis not expected to lead to the desired
outcomes unless business competitiveness issues are investigated. Thisis due to the fact that
present interests of the companies are based on the incentives provided by existing institutions
and may differ from the wider needs of the economy regarding growth and stability (National
Skills Task Force, 1998). Liberal market economies encourage companies to compete on
price as they are pressed by return demands. However, according to Keep, policy reforms that
imply aradical change would require the participation and coordination of various policy
makers and agencies covering a wide range of activities which may be difficult to achieve in
the British environment based on fragmented incrementalism.

The expected changes in the UK VET system are most likely to appear in the form of
fine tuning of the existing training institutions and profiles, attempting to increase the
involvement of private actors. However, this depends on the incentives companies have to
participate in the system and their competition strategies — unless firms experience a need to
shift to more value added production which requires higher productivity, a demand for skilled
workers and thus provision of apprenticeship places is not reasonable. Thus, the main issue to
be taken into consideration when evaluation the impact of the VET reforms and the
underlying factors behind its meager results is the institutional characteristics of the UK asa
liberal market economy which hinder coordination and investment in collective goods as well
as quality based production.

5.3. Concluding Remarks

Thus, in both countries radica reformsin VET systems are not highly probable due to
the lack of socia support. Traditional institutions are based on existent industrial relations,
production patterns and product market competition strategies and thus are providing
incentives which support the current framework. Unless demands for changes in production
appear, there will be insignificant need for transformation of the skill profile and consequently
VET. Nowadays, attempts are made in both countries to achieve a more balanced kill profile
which is shown in the direction of their reforms — towards more specific skills and higher
emphasison VET in the UK and towards the development of training profiles on genera
skills and higher flexibility in Germany. However, this is not a significant sign of
convergence of the system asit isjust an enhancement of the focus which was limited to the
creation of one prevaent type of skillsin a nation so far — determined by the type of
capitalism adopted. We should point out that this enhancement does not require changesin the
ingitutional pillars of the VET systems and is evoked by different reasonsin the two countries
related to their competition strategies. In Germany, the desire for higher competitiveness,
regarding capital investment and shareholder requirements, as well as the growing service
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sector require general skills which have been neglected so far. On the other hand, in the UK,
the basic driving force behind the reforms is the need recognized by the government (but not
by the companies yet) to develop a knowledge based economy which to exit price based
competition markets and establish higher productivity levels and quality goods creation.
However, it is still too early to say what the effects of such changes will be — whether they
will have a snowball effect in other economic areasin the long run or just raise national
competitiveness, or maybe simply rest with the realm of political intentions which will be
later forgotten.

Chapter Six
Conclusion

The research of the current paper isbased on three major theories which are
complementary to each other, applicable to different aspects of social and economic life
which were used as abasis to explain the main issue of investigation. The god of the study
was not to test the credibility of these theoriesin practical environment but to utilize them in
answering the main research question — namely, if there are any changesin national VET
systems dueto globalization and in what direction.

According to human capitd theory, nations will increasingly depend on human capital
due to globalization and technical innovation. Increased demand for knowledge workersis
expected and adecline in low skilled jobsin the creation of a knowledge economy which is
seen as inevitable evolutionary process of technical progression. Educationa investment isa
way to increase individual employability and thus economic opportunity and status. The
theory claims that such a policy can be universally applied asit complies with economic
development laws and advanced countries are expected to participate in the “ global
knowledge wars’ for capital through value — added sectors.

However, human capital theory disregards the social construction of skillsand
motivation and assumes an evolution from low skilled to high skilled workforce, ignoring the
existing institutional frameworks. Social capital is a crucial factor for the provision of
collective goods and for personal involvement and depends largely on existence of networks,
collaboration and trust.

The Varieties of Capitalism theory complements the social capital notion stating that
national differencesinindustrial relations, corporate governance, financial systemsand level
of collaboration between associations influence the incentives for specific competitive
product market strategies and thus the direction of education and training which provides the
skills necessary for them. The structure of political economy also affects the types of social
policy which through the degree of socia protection |eads to the establishment of different
skills equilibrium. Higher uncertainty is claimed to lead to the prevalence of more general
skills and higher income differentials. According to Hall and Sockice, a greater specialization
in national industrial profilesis expected, thus exploiting further national comparative
advantages as a response to globalization rather than convergence towards abest practice.

The main theory on globalization used in the study is developed by Scharpf and
Schmidt and confirms the view of the Varieties of Capitalism by claiming that repliesto
globalization challenges vary greatly among countries due to institutional differences and
variation in welfare goals. The new global pressures on competitiveness are stemming mainly
from increasing economic integration and importance of capita which has become highly
mobile. High-value added and high cost production will require an increase in skill levelsin

51



order to increase productivity in internationally exposed sectors as a way of avoiding
competition with developing countries based on price indicators. These challenges are
claimed to be no longer a subject to auniversal solution based on a choice between master
strategies through a standard set of macroeconomic responses. Nations are expected to be
willing to exploit the ones which are less competitive due to higher social costs and MNCs are
more interested in profit benchmarking among locations than before. However, investment
decisions also depend on the institutional framework and infrastructure and neo liberalismis
not the only feasible efficient response to globalization but a path dependent feature of the
Anglo-Saxon systems (Scharpf & Schmidt).

All of the three theories have been quite adequate and useful in the analysis part of the
study and more specifically in answering the research questions with will be presented below.

The challenges posed to the Western European welfare states in terms of economic
performance and competitiveness in relation to the skills of their workforce vary in their
impact and focus between the two nations examined in the study as explained by Scharpf and
Schmidt theory. The analysis of national skill profiles shows that in Germany thereis a great
number of highly skilled professionals in the areas of basic and applied science and a great
distribution of general education at the intermediary level. Thereis alower ratio of higher
education graduates but the high quality of the education in science and engineering with high
ratio of graduates with doctoral degrees. However, the ingitutional framework is more risk
averse and supports incremental innovation which hinders basic innovation. The country is
facing the challenge of developing the more high-tech sectorsif it wants to keep its high
value-added production advantage (WEF, 2007). One of the goals of the state stated in 1991 is
to develop occupational flexibility as export markets are becoming more price sensitive.
Another challenge Germany is facing in the area of skill formation is the fact that more
companies are abandoning sectoral agreements which are a crucial pillar of the Dua System
of VET which requires more flexible training practices and focus on local bargaining.

The UK skill profileis characterized by polarization between high skilled elitesin the
sectors depending on labour productivity and low skilled workforce in the sectors based on
capital productivity. The low distribution of general skills at the intermediary level hinders
general productivity as shown in the analysis on national skill profiles. Thus, the country
faces the challenge of raising product and process standards as the UK is doing well at the
developmental stage of goods but later their mass production is usually exploited by other
countries. Other challenges stemming from the low skill equilibrium in the UK are income
polarization and inequality as the government so far has been focusing its trade and industry
policy towards the creation of clusters rather than social partnership. In the White Paper of the
DTI asign of desire to overcome this problem is seen in the claim that the state should act as
a“catalyst and investor” and not leaving the functioning of all sectorsto purely market
mechanisms. So far, in the UK, economic activity has been a priority more important than
productivity. However, some companies want to move up the value chain in order to compete
on quality rather than price and the state is challenged to meet their skill needs.

According to the analysis, there a gap between the skills provided by the labour
market in the economies examined and the contemporary industrial demand present in them.
The presence of some of the gaps can be explained using the Varieties of Capitalism
approach. German competitiveness is based on value-added strategies due to the institutional
framework and industrial relationshipsin the country, typical for coordinated market
economies. This structure may be beneficial for the creation of high skill equilibrium but
hinders flexibility which is gaining importance especially for the service sector. Thereisa
growing necessity of training in general skills as discussed in the fourth chapter of the study
which reguire the speedy development of new training profiles with broader training in
smaller number of areas.
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On the other hand, the UK relies on competitive strategies based on cost reduction and
flexible employment. The analysis shows that social and state institutions hinder the demand
for skill improvement with a sharp divide between academic and vocational tracks. Asa
liberal market economy, the institutional framework present in the country do not provide
incentives for investment in specific skills asthere is lack of social protection and regulation
and employers face the threat of feasible poaching. The manufacturing sector occupies a
smaller share in industrial production than in Germany and vocational training is seen as
inferior to academic one. There are sectors that are served well by the polarized dua skill
system in the UK like the banking one. However, there are gaps between supply and demand
in other sectors where companies aim at competing on a quality basis and high productivity.
Thus, the challenge of achieving higher productivity can not be answered successfully unless
the gap in the supply of intermediary level skills is met through broader distribution of
education and more specific skills. This gap in supply and demand of skillsreflectsto an
extent the conflicting interests of companies competing in the low skill sector which support
flexibility and the long run national prosperity requiring social partnership and knowledge
diffusion.

The third research question is directed towards the way states are responding to these
changing needs of the labour market in the area of skills formation through their vocational
training policies. Chapter six of the study examined reformsin the national VET systemsin
Germany and the UK. A significant feature of the VET in Germany is that it is financed
through a combination of public and private funding. Levies collected by in funds by
industrial associations from member enterprises are used to reimburse companies for the on
thejob training part of the Dual System. This practice exhibits high level of coordination and
an extensive degree of social capital in the provision of collective goods. Appreciation of
vocational training is socially constructed and leads to high perception of technical skills.
However, the system is a bit too rigid with the virtually exclusive power of the government to
issue training ordinances. One of the major reforms undertaken is the adoption of the
Apprenticeship pact in 2004 and the launch of the Job Started programme in 2006. Both of
them are supply side policies aimed at increasing the number of training places provided.
Improvement is required in the availability of places answering the training needs of the
growing service and high-tech sectors. New ordinances have been established as an attempt to
provide modernization of existing profiles and the introduction of new ones but it is till
uncertain whether the service sector would be able to benefit from them the way
manufacturing did in the past. The majority of employers perceive the Dual System as
beneficial but claim that its costs have become quite high. However, aslong as they rely on
high quality diversified production, one may expect that they will need highly skilled
professionals with specific abilities and will continue to support the system. Unless highly
prestigious apprenticeships in these sectors are established, the students would prefer
academic education in these spheres. Under consideration is the creation of a more flexible
modular system which to answer specialization and modernization needs. However, aradical
change may be opposed by the social partners like unions and industry associations if they
doubt its quality and marketability.

In the UK, extensive coordinating mechanisms are lacking. After the abolition of the
levy scheme in the 1980s, vocational training and investment in specific skills are hampered
by credit constraints, uncertainty and labour market poaching opportunities. In accordance
with the human capital theory view, motivation for investment in skill development isleft to
theindividual and is hardly supported by the state. Career Development loans are available
but there is high uncertainty regarding their return and students are not eligible for
unemployment benefits. Enterprise participation in industry associations is voluntary and is
not complemented by any obligation to fund training. However, the government has
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recognized the need of increased VET in the White Paper on Competitiveness from 1998.
Thus, it funded several policy initiatives like the National Skill Academies and Centres of
Vocational Excellence. A reform has been set to rationalize sector qualifications and establish
a credit framework. However, the anal ysis shows that investment in the development of VET
has been insufficient and the government lacks the political will to increase expenditures as
they are financed through general taxation due to the traditional aversion of employees
towards levies. The Department of Employment claimed that the “provision of speciaized
goods and services rather than mass production of standardised goods would raise economic
competitiveness’. Government agencies state that the UK lags significantly behind other
developed countries in workforce skills and needs to raise them if it is to transform factor
endowments in international trade with the desire to make “knowledge, skills and creativity”
the distinctive capabilities of the state. However, the current reforms are directed to the supply
side of the equilibrium without having the institutional setting which would support ademand
for them. The present industrial relations and conditions of capital markets provide incentives
for companies competing on basis of low qudlity, low price production thus creating a clash
between business and national goals. A radical change in production profilesin order to raise
the demand for high skills would require degrees of participation and coordination that are not
present in the fragmented political economy of the UK. One possible solution is for the
government to subsidize further the increase in skill levels provided it has the social support
for such expenditures.

In conclusion, despite the differences between ingtitutiona settings among liberal and
coordinated market economies and the variation of product market strategies, both Germany
and the UK show an increase in ratio of the service sector and a decline of the industrial one
as shares of GDP. Thus, we may partially agree with the human capital view of evolutionary
technical progress that the increase in value added production (and servicesretio) isinevitable
as the economy advances. The major challenge for the UK, however, is to raise the quality of
its production in order to avoid price based global competition with developing countries
which enjoy the advantage of much lower costs. In order to achieve this, the state needs
higher level of illsinthe mgority of the workforce, not only the elites. On the other hand,
Germany is facing higher demands from investors and companies for shareholder return.
Thus, it needs greater flexibility of the education system in order to lower social costs and
provide new training profiles for the emerging demands of the service sector. Thus, taking
into consideration the assumption made in the methodol ogy part if this study that higher level
of VET means prevalence of specific skillsand low level of VET — prevalence of general
skills, a conclusion can be made that the UK is currently developing specific skills with the
increased emphasis on vocational training while Germany is focusing on general skills
enhancement through an attempt for flexibilization of the latter.

In both Germany and the UK, reforms have been undertaken to provide for a more
balanced mix of skills so that the majority of educated workforce do not possess only general
or only specific ones. International market requirements raise the level of skills needed for
successful competition in more areas than before as the number of exposed sectors has
increased. Still, there are no sgnificant signs of convergence towards one best practice of
VET as changes are nationally tailored and customized through adjustments of existent
systems and not the introduction of radical ones. Both countries have expressed desire for
transformation of VET but these take the form of government intentions regarding
educational outcomes which have not lead to significant reforms of the institutions of VET or
their funding patterns. Assuming that general skills are more needed in the service sector,
Germany hasto develop them further in order to meet the needs of this production sphere
which have been so far neglected to an extent. On the other hand, UK reforms have focused
on the development of specific skills through apprenticeships which are assumed to be
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required by the industrial sector in order to raise productivity and compete in high value
markets. However, both countries aim at preserving their comparative advantages and
ingitutional frameworksto agreat extent. The reforms undertaken in national VET systems
areaimed at lowering the gap in the type of skills the labour market lacks and are more
complementary to the existing production strategies rather than attempting to achieve a
radical transformation. Thus a conclusion can be made that the changesin VET system in
Germany and the UK represent the intention to enhance the focus of the programs towards the
development of skills unattended for so far rather than a transformation of the institutions
performing VET.

In the end, the intention of this paper was to answer three main questions regarding the
challenges of globalization in the area of skill provision posed to European welfare states. The
author was curious what are the adaptation challenges posed by globalization on national
competitiveness regarding skill profilesin two types of economies and if they vary. The
empirical part of the study shows that there is a demand for higher productivity in the UK
(and development of specific skills so that the country can compete on quality) and for higher
flexibility in Germany (and development of general skills for the service sector as well as
achievement of lower labor costs as they have become too high for some German companies
which want to compete internationally). This outcome was expected on basis of Scharpf
globalization theory which states that this process has different impact on national economies
and there is a need for flexibility and knowledge economy among the developed countries as
it is not possible anymore to compete on price in international markets. Thus, if an economy
lacks one of these two features, it should develop it in order to stay competitive. From the
VoC approach, it was expected that Germany lacks flexibility and general skills and the UK
lacks adequate productivity and specific skills.

The second issue under investigation in the present work is whether thereis agap
between the supply and demand of skills. The empirical part showsthereis such a
discrepancy which is not a surprise as countries depend on particular product market
strategies with competition based on the utilization of general or specific skills. This emphasis
on some production areas which vary across the VoC line, lead to development of a
comparative advantage but aso disadvantages el sewhere. Nowadays, when national
economies are not protected, sheltered sectors are being exposed to international competition
and require investment if they are to be sustained in the future. Demand for high skilled
workforce varies among countries due to their different production patterns. The empirical
part of the present work shows that Germany and the UK are preserving their national
comparative advantages. However, they are not based on the existence of specific sectors and
can be transmitted to the underdeveloped ones in the same institutional national environment.
Germany can use its high cooperation levels in the creation of general skillsfor the
underdeveloped service sector with an emphasis on higher flexibility in answering demands.
The UK may take advantage of its flexible education system when creating specific skills for
itsindustrial sector in order to raise its productivity. The common feature between the two
economies would be they both possess highly skilled workforce.

Thus, the question comes of how nation states are responding in order to bridge the
gap in skill provision through reformsin their VET systems. There isachange in VET both in
the UK and Germany which was expected as in conditions of discrepancy in the social sphere,
governments generally attempt to re-establish equilibrium. Investment in skills in these two
countries is seen through a different lens — human capital creation in the UK and socia capital
one in Germany which is due to the variation in coordination levels. However, the need for
investment in the skills which the labor market lacks has been realized by the authorities and
reforms have been undertaken in the UK for the creation of specific skillsand in Germany in
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the direction of general skills. The scope and effect of these reformsisto be seen in the future
but it is not expected that they will lead to radical changes of the VET institutions.

Chapter Seven
The Bulgarian Political Economy after 20 year s of transition —

LME or CME?

The last topic covered by this study is the direction in which SEE countriesin
transition are heading towards, regarding the type of capitalism they have adopted in the last
twenty years of transformation from a centrally planned economy to amarket one. In
examining thisissue, the author has chosen to use as an example the Republic of Bulgaria.
The main question investigated in this chapter is whether the country would follow the
coordinated market economy path which is closer institutionally to the structural legacy of
communism or it will take the liberal market economy direction instead.

The theory on transition economies used by the author is the concept of Bob Deacon
of “political globalization”. He claims that the political globalization and the increasing
influence of international financial organizations lead to adoption of neo liberal strategiesin
SEE countries. Deregulation and liberalization is presented in their programs as the only
viable way to reach economic prosperity and stability through the creation of free markets.
Some of these organizations require the adoption of privatization and residuaization
strategies as a prerequisite for capital lending.

There is another economic model to be added to the two types discussed in the
Varieties of Capitalism theory — the one of a centrally planned economy which existed in
countries in South Eastern Europe until the collapse of the communist dictatorships in Europe
in 1989. It isimportant to look at the Balkan countries in transition and their former economic
model in a study that deals with globalization change in European welfare states, because
some of these former communist countries are nowadays a part of the European Union and
the others are probable future members. Centrally planned economies are characterized by
high levels of centralization and coordination, excessive government intervention and state
ownership of enterprises. In the following part of this chapter, a brief description will be given
of the communist welfare regimes in CEE. In this way, a basis will be established for the
further discussion of the transition to a market economy taking place in the Bulgaria in the
last two decades evaluating its current institutional framework taking into account the
communist legacy.

Old communist welfare mode is described by Deacon (1991) as an agreement
between the party (which represented the state), the nomenclature and the citizens which
provided highly subsidized pricesin order to assure the political consent of the population and
held down the cost of living. The money wage was low for all, not sufficient to provide for
adeguate savings to cover interruptions and there were modest wage differentials. The mass
employment for the average citizen was a substitute for the general lack of unemployment
benefits. A job was available for nearly everyone (both men and women), but this was often a
way for the government of hiding the unemployment because very little productive work took
actualy place at the work place. This means, according to Deacon, that the regime pretended
to pay workers, meanwhile the workers pretended to work. In several of the communist
countries the wages were so low that people had to take a second or even a third job in the
unofficial economy to be able to keep up an acceptable standard of living. The social
protection was universalistic and employment related. Most of the services — like healthcare
and education were provided by the state free as well as provision for holiday stay for the
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employed. Labour representation organizations were present but they had limited power in
decision making and membership in them was related to party membership. During the
communist regime, the national product distribution was left to the state which used a system
of central allocation supplemented by strict wages, prices and interest rates policy.

According to another scholar investigating the emergence of new welfare states, Guy
Standing, the centrally planned economy grew while it was protected from international
competition but it developed very inefficient practices. The socia protection was not properly
targeted and provided very poor quality services; there was a distortion in the distribution of
benefits focused on enterprises; labour mobility was very low as long term employment was
adopted as a social norm and there was occupational and industrial segregation of the labour
force. The industrial development was not merely a national issue but was aso a subject of
supranational planning as communist economies in East Europe were members of the
COMECON organization which attempted to achieve international cooperation in the sector
level.

Nowadays, most of the South Eastern European states are trying to establish an
effective market economy and some type of Western European welfare state. However, due to
high social costs of transition to price and trade liberdization, the former communist parties
were re-elected in some of there countries (Deacon).

There have been major changesin the political economy of Bulgariain the last two
decades stemming from the process of economic transformation from centrally planned
economy to a market one. According to Dimitrov (2001), the country has adopted the model
of Anglo Saxon capitalism complemented by liberalization, successful economic stabilization
and little progress in structural reforms.

The IMF sponsored program represented neo liberal ideas which were the basis for the
dominant doctrine of international financial organizations since the 1980s (Dimitrov, 2001). It
was based on the assumption that the removal of state control and the stabilization of
macroeconomic environment would lead directly to the establishment of competitive market
economy. However, this view did not acknowledge institutional features and nationa
differences. Economic actors were expected to respond in an economic rational way no matter
the environment. The IMF program had the benefits of clarity and smplicity and was
presented in the time following the ideological collgpse of communism and notions of state
intervention. Thus, it was well accepted by the centre right government in 1990, especially
provided that there was basically no other option in this time of national bankruptcy, lack of
access to international financial markets due to amemorandum on external debt payment
issued by the previous government and shortage of even basic consumer goods. The libera
agenda was welcomed in a period of disappointment and collapse of the former coordinated
ingitutions.

Some of the results of the reformsin the transition period will be presented in the
following section of the chapter. There have been changesin the policy on social welfare
especially in the field of health care with the introduction of Health National 1nsurance Fund
and the establishment of private practice. Even though state budgetary financing system in the
areaisretained, thereis an increasing inequality in the access to service in areas requiring
more than general practice competence as the private cabinets and clinics have much better
equipment than the public ones but are more expensive. There are also reformsintroduced in
thefield of pension and social services programs lowering the level of the flat rate universal
mandatory contribution and introducing private second and third pillar in order to decrease
labor costs. These are features typical for the liberal market economies. Such changes are
explained by Deacon as aresponse to a perceived need to reduce socia provision in order to
become more competitive in the global economy which is combined with the influence of
global actorslike the IMF and World Bank promoting residualist policy.
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The directions of the emerging social policy strategiesin SEE including Bulgaria,
according to Deacon are aimed at facilitation of marketization through compensating the ones
paying the highest cost for transition. Thus, social policy is becoming more marginalized,
serving as an income maintenance mechanism rather than egalitarian instrument. Targeted
and means tested social provision aim at preventing the main victims of the economic
transformation from falling into poverty (Standing, 1998). According to this author, thereisa
mismatch between the increasing number of people in need and the decline in total social
expenditure due to resource congraints. Benefits are directed towards the new unemployed
and subsidies on alot of goods are abolished. Early retirement as an aternative to
unemployment raised the burden on pension funds. There are increasing differences in income
levels especially among the population in rura areas and small towns and the one living in the
capital and other big cities (Pickles, 1998). A great portion of the elderly citizens live with
incomes which are near the poverty level while universal child benefits have been so strongly
eroded by inflation that have symbolic value. After the reforms, there isa decreasein
government expenditure as percentage of GDP and the practice of tax evasion and the
existence of grey economy put harsh constraints on budgets.

The main determinants of the current social policy are claimed by Deacon to be the
desire the attract FDI (economic globalization) and the influence of global financing actors
like the IMF and WB (political globalization). Now that the financial system isfully
privatized, net FDI flows increased to 16.8 percent of GDP in 2006 from 6.8 percent in 1999.
However, the “ shock therapy” executed in Bulgaria, removed guaranteed employment, social
protection through subsidized prices and the availability of enterprise based socia benefits
(Standing, 1998). Income and status inequality rose not only among rural and city regions but
also among occupations. A level of statutory minimum wage was introduced which was used
as an instrument to hold down social expenditures which were calculated on basis of it.
However, the average level of benefitsis generally below the subsistence income thus cutting
down passive social policy and trying to increase the incentives to work.

Transformation of the education system is still minor and privatization is not wide
spread as Bulgaria has been traditionally committed to subsidizing this sector showing its
commitment to high standards in academic education. However, the World Bank recommends
that tuition fees should be increased and student loans be introduced instead of scholarships —
which implies a shift from public financing towards private one and is more typical of liberal
economies with low levels of social capital. Moreover, there is insufficient funding for the
vocational training sector partially dueto decline in industrial production which was the basic
source needing specialization of skills during the communist regime (NSI, 2007).

The ratio of different sectors on the GDP profile has changed — the industry and
agriculture possess a smaller share which is made up for by an increase in services (CIA,
2007). Job gains are noticed in the service and agricultura sectors. Large state enterprises are
privatized, in most of the cases with speculative purposes. Nowadays, the industrial base has
largely deteriorated due to obsolete equipment and lack of investment in its transformation so
it is unable to meet global competition requirements. Bulgaria' s traditionally strong
agricultural sector has been hampered since 1990 by slow reform of the centralized
communist system and privatization of collective farms. The industries developed by
communist governments were not suited for the world competition they encountered in the
1990s. In the early and mid-1990s, those factors caused a steep drop in agricultural and
industria productivity, from which Bulgaria has recovered steadily since suffering a major
national economic crisisin 1997 and 1998.

There are till major challenges in front of the country according to 2007 World Bank
report. Per capitaincome in that year is estimated at only 37 percent of the EU-27 average. To
accelerate its convergence to EU income levels, Bulgaria has to raise its growth of
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productivity to 5% per year. Unemployment should be addressed as well as the stop and go
nature of structural reforms. Labor shedding in the country was among the steepest onesin the
region with 1.2 million jobs lost between 1990 and 2000 with 1 million in manufacturing. The
share of youth unemployment is high which is typical for liberal economies as their level of
coordination between educational institutions and employers islow. Unemployment also has
aregional dimension which preserves high values even in periods of declining total
unemployment.

However, the successful solution of these problems depends on the further development of
the infrastructure and an increase in production and income levels. The description provided
above signals a transition of the Bulgarian economy towards a liberal market one on variety of
indicators. The role of the state has decreased in the post communist decades and it does not
intervene in market relations unless there is a market failure. Thereis no central industrial
policy aimed at developing specific branches the way it was in the past with the heavy
industry. The large service sector and low level of manufacturing leads to ademand for
general skillswhich isreflected in the emphasis on academic rather than vocational education
and training. Socid protection for the unemployed is low and does not provide guarantees for
investment in specific skills which can be seen also in the high values for workforce turnover.
The goals of the social policy are not full employment and equality typical for coordinated
market economies but rather income maintenance and efficient use of resources.

In the recommendations given by the World Bank in its report from 2001 (“Bulgaria
The Dua Challenge of Transition and Accession”) the direction of development towards the
creation of institutions typical for aLME can be seen. The country is expected to establish a
framework which to boost further private investment through a more supportive business
environment which requires flexible labor and capital markets. It claims that since 1997, the
banking sector has been improved and shows acceptable liquidity and profitability but the rest
of the financial sector is still underdeveloped and capital markets are inactive or non
transparent. The labor market is described as a sclerotic one close to the worst performing EU
markets which are hampered by rigidities. Most of these obstacles like high unemployment
benefits and high minimum wages are not present in Bulgaria but there are high payroll taxes
and strict employment protection legislation which should be decreased according to the WB.
Employment incentives should be enhanced and eligibility criteria should be tightened. The
overal union membership in Bulgariais seen as high with 65% of workers in state owned
enterprises and a trend towards a more decentralized bargaining structure is not observed.
However, production of industrial state owned enterprises has just a minor share in national
employment and output. The World Bank recommends arevision in the restrictive provisions
in the Labor Code which present rigid procedures for the implementation of collective
redundancies and require difficult coordination with trade unions which are obstacles to firm
level restructuring. According to the WB, the employment termination of individual contracts
is technically easy but dismissa is practically difficult due to the “jurisdictional bias in favor
of labor.” This evaluation shows that there are signs of the communist ingtitutional legacy
which is based on high coordination in Bulgarian political economy like the high level of
union membership and labor protection legislation. However, as we may seein the
recommendations given by the organization, the direction for Bulgariais to overcome these
obstacles on its way to a market economy and to establish a more flexible labor and capital
markets as well as more residualist and targeted social policy all of which are features typical
for LMEs.

The andysis shows that the country has been adopting the Anglo-Saxon model of
capitalism and is moving in the direction of aliberal market economy. This trend can be
attributed to the establishment of acurrency board in 1997 and the influence of international
financial organizations like the World Bank and the IMF. The country analysis support the
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claims made by Deacon regarding “political globaization” about global financial actors
ingalling their doctrine of liberalism and free markets. This can be seen in the features of the
current political economy which are much more similar to aliberal than a coordinated one.
Thereis marginalization in social policy, deregulation of financial markets and weak business
coordination mechanisms. The higher education system is characterized by academic
establishments delivering general skills as VET is currently underdeveloped after the decline
in manufacturing since 1989. Moreover, there is atraditional preference in the country for
academic qualifications over vocational ones which are seen as less prestigious. There is low
job tenure and low unemployment and employment protection which, according to Estevez
Abe, lead to a preference for development of genera skills. Thus, we may conclude that
Bulgariais aliberal market economy with an emphasis on flexibility rather than knowledge
intensity in skill formation.

Finally, Bulgaria, under the influence of IMF and WB as provider of capital has been
transforming towards a liberal market economy in the last two decades of transition. It may be
expected that it will also adopt the product strategies typical for LMEs based on price
competition and general skills. This may be a feasible approach now when Bulgaria can still
offer labor costs competitiveness as the actual wage is even lower than the productivity based
wage. However, asincome and infrastructure levels rise so will do labor costs and the
competition with developing countries on that indicator will be impossible. With the
advancement of the nation to a more developed economical stage, there will be ademand for
value added goods and services, according to the human capita theory view that thisisthe
universal path of economic evolution. In such a case, Bulgariawill probably face the same
problems like the ones pressing the UK now regarding the transition from price-based
competition to aquality-based. It will need highly skilled workers which to answer the
demands for higher productivity, innovation and utilization of new technologies. The
approach the state chooses to adopt in the future to overcome rising inequality and regional
underdevelopment may be essential for the future direction of the political economy.
However, adramatic shift towards a coordinated economy is not highly probable given the
individualistic nature of Bulgarian society.
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