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Abstract  

The purpose of this paper is to examine the causes of welfare state expansion, specifically the 

causes of welfare state expenditure of active labor market policy (ALMP). ALMP aims at 

reducing unemployment and increasing participation in the labor market. The field of political 

economy has long asked the question of why certain welfare states are characterized by 

generous social policy, while others are not. Several theories have been presented over the 

years, each providing new perspectives. The two theories that could be considered to be the 

most prominent are the Power Resource Theory, which centers on the importance of power 

resources of major classes, and the Varieties of Capitalism, which is more focused on the 

different needs of capitalists.  

The specific interest of this paper is the varying orientations of ALMP. It is argued that 

ALMP should not be understood as a homogenous concept, but instead as a category of policy 

which consists of a range of tools from which a government can choose. Analyzing the 

expenditure of these tools separately is thus of great importance for the development of a 

deeper understanding of the welfare state.  

Using regression analysis, I analyze which of the theories mentioned above is most 

strongly correlated to increased expenditure of ALMP. I use a total expenditure of ALMP, as 

is customary within the field, but I also include two other measures for specific tools of 

ALMP; incentive reinforcement programs and training programs.  

The results indicate that when looking at the total expenditure of ALMP the VoC 

approach appears to better explain the cause of welfare state expenditure. However, when 

including the measures for the specific tools of ALMP, the classic notion of VoC is confirmed 

only regarding incentive reinforcement programs, and contradicted regarding training 

programs. Moreover, the classic notion of PRT is confirmed regarding the expenditure of 

training programs, albeit with quite limited evidence. Also, the classic notion within PRT 

finds little support in the analysis of total expenditure of ALMP and the expenditure of 

incentive reinforcement programs. Only making a distinction between large and small welfare 

states is thus argued to be a simplification. Welfare states with similar levels of social 

expenditure might in fact differ significantly regarding actual policy preference.  

It is concluded that the continued disaggregation of ALMP is necessary in order to 

further the research field. Acknowledging the highly heterogeneous nature of ALMP is 

essential when understanding its expenditure.  

 

Keywords: political science, political economy, welfare state, active labor market policy, 

power resource theory, varieties of capitalism, regression analysis 
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Introduction 
 

What are the driving forces behind welfare state expansion within capitalist economies? This 

is a question that has been at the very center of political economy research for decades. It is a 

question that has been hugely debated among researchers and to this day different schools 

within the field are claiming to hold the answer.  

The way I see it, to understand what drives the expansion of a welfare state, we first 

must ask ourselves a question which for any political scientist is fundamental; what is a 

welfare state? Within the political economy this question has been asked and answered in 

many different ways, resulting in different understandings of the welfare state, which by 

extension has led to researchers asking different research questions.  

Two of the most influential theories in this field are the Power Resource Theory (PRT) 

and the Varieties of Capitalism (VoC) approach. Researchers within both theories have very 

different ideas of how we should understand the welfare state, thus answering the question of 

why it sometimes expands and sometimes does not expand differently. Where PRT focuses on 

how the strength of different power resources of individuals drives the expansion of the 

welfare state, the VoC approach focuses its attention on the constitution of the market 

economy and the varying needs of capitalists.    

The focus of this study will be the policy category known as Active Labor Market 

Policy (ALMP), which aims at reducing unemployment and increasing participation in the 

labor market. This is a category of policy that has sparked the interest of many researchers, 

and it is regarded as a core feature of expanding welfare states. Both the PRT and VoC have 

come to provide us with more or less differing explanations of the causes of ALMP. However, 

what has come to interest me in particular is not only the cause of ALMP as an aggregated 

policy category, but also the causes of the very different orientations of ALMP. ALMP 

consists of a large spectrum of policy tools, from which a government can choose. This 

includes tools which channels investments into human capital, as well as other tools, which 

increase the incentives of the unemployed to apply for and accept jobs. All the tools operate 

by the same logic, but in very different manners. The way I see it, to distinguish these tools 

from one another is essential if we want to understand why certain welfare states choose 

ALMP, and even more importantly, why certain welfare states choose their specific ALMP 

tools.  

Returning to the theories mentioned above, these will make up the framework for my 

study. Researchers from both PRT and VoC are more often than not highly critical of one 

another, resulting in very conflicting research results. I will go into further detail on this in a 

later section. Nevertheless, a quite natural approach towards this field would be to ask oneself 

which of the theories has the best understanding of the welfare state. For this reason, I will 

analyze the correlation between my operational definition of both theories and the expenditure 

of ALMP. I will begin by analyzing the expenditure of the aggregated measure for ALMP, as 



6 
 

this is the common approach within the field. I will then continue by analyzing the 

expenditure of specific types of ALMP, to be able to determine whether or not the specific 

orientation of ALMP holds any importance. More importantly, this will also give us an idea of 

which of the theories gives us the best understanding of the welfare state and its expansion.  

 

Purpose and Research Question 
 

The purpose of this study is to examine the degree of explanation of the Power Resource 

Theory and the Varieties of Capitalism approach regarding the expenditure of Active Labor 

Market Policy within welfare states of the OECD. Thus, the following research question is 

posed: Does labor force mobilization or the interests of capitalists account for increases of the 

total expenditure, as well as the expenditure of specific tools, of Active Labor Market Policy?    
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Theoretical Concepts and Previous Research  
 

In this section I will review the previous research within this field of political economy which 

is relevant to my study. I will address the most important theoretical concepts, which are 

relevant to the empirical analysis.   

Power Resource Theory 
 

As its name suggests, the main argument of PRT is that citizens within a given society always 

control different power resources. Throughout the course of their lives, these citizens will 

inevitably face different forms of risks. In doing so, they will be able to use their specific 

resources of power to handle these risks.  

What here becomes relevant is the relationship between the working class and the 

capitalist. These two actors control two very different sets of power resources; the working 

class controls its labor power and the capitalist controls its capital. These power resources 

differ in some crucial ways. Unlike capital, labor power cannot be concentrated onto a single 

individual. Only through collective action can labor power become strong enough to 

challenge concentrated capital. This means that when the working class collectively mobilizes 

in unions and political parties its power resource becomes stronger. At a certain point the 

power resource of the working class becomes stronger than the power resource of the 

capitalist, allowing the working class to steer the political development into their preferred 

direction. For the working class, a distinct desire is a more equal distribution of resources. In 

this perspective, the welfare state is seen as redistribution between the working class and the 

capitalist (O’Conner and Olsen, 1998).  

At this point, the concept of risks becomes relevant. As the power resource of the 

working class becomes more powerful, its ability to handle the risks it identifies also becomes 

more powerful. A very clear and obvious risk of the working class is unemployment. 

Unemployment causes the working class a variety of social and economic problems. More 

importantly, unemployment also causes the working class to lose its power resource. The 

higher the unemployment, the easier the capitalist will be able to replace workers and ignore 

unions. Thus, when the working class has a strong enough power resource, it will find ways to 

avoid unemployment and keep its strong position. The best way for the working class to do so 

is through an expanding welfare state (O’Conner and Olsen, 1998).  

This is where ALMP enters the picture. As the welfare state expands, so does its ability 

to conduct policies which reduce unemployment. The more generous the welfare state, the 

more ambitious the ALMP. This is the reason why PRT makes its main assumption; the 

stronger the mobilization of the working class, the more the expenditure of ALMP.  

Gösta Esping-Andersen argues (1983) that this is the reason why ALMP has been much 

more frequent within Scandinavian welfare states; it allows the economy to use the full 

capacity of its production, as well as employing workers in ways which make use of their full 
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potential. This is highly different from the Anglo-Saxon welfare states, in which the 

expenditure of ALMP has been much lower.  

In his later work (1990) Esping-Andersen also puts a lot of emphasis on the fact that 

ALMP is a lot less viable to the employer, since it works decommodifying; it makes the 

working class less dependent on the market. Increased commodification strengthens the 

power of the employer, which is the reason for why employers have always fought policies 

such as ALMP. Within Anglo-Saxon welfare states the employer holds a much stronger 

power resource than employers within Scandinavian welfare states, which is why the Anglo-

Saxon welfare states are characterized by lower expenditure for ALMP.  

 The attention to these so called clusters of welfare states is also put at the center of 

analysis in Martin Powell and Armando Barrientos (2004), who in their study show that 

controlling for the expenditure of ALMP gives us a sharp image of differences between 

welfare states. Whereas certain welfare states share many characteristics regarding social 

policy, Powell's and Barrientos' study shows that controlling for the expenditure of ALMP 

moves several welfare states from the “social democratic” cluster to the “conservative” 

cluster. This tells us that, in line with PRT, social democratic welfare states are characterized 

by higher expenditures of ALMP than other kinds of welfare states. In a similar vein, Klaus 

Armingeon argues in his study (2007) that a clear pattern can be identified regarding welfare 

state behavior between the years 1985 and 2002; Scandinavian welfare states maintained 

relatively high expenditure of ALMP, while Anglo-Saxon welfare states maintained relatively 

low expenditure.  

Critics of PRT often refer to the fact that the expenditure of social policy is strongly 

connected to the current economic situation. While there might be a cyclic dimension to this 

(high social expenditure in good economic times, and low social expenditure in bad economic 

times) Carles Boix concludes in his study (1997) that social democratic parties increase social 

expenditure by 0.031 percentage points more than right-wing-oriented parties for each 

percentage point of budget surplus. According to John Stephens et al. (2008) this is due to the 

fact that social democratic parties prefer policies which support commodification as well as 

decommodification. Through ALMP, social democratic parties are able to partly support 

decommodifying policies following involuntary unemployment (such as a generous sick pay), 

as well as commodification following voluntary unemployment (much less generous 

unemployment benefits).  

In a similar vein, Moira Nelson argues in her article (2013) that leftist governments are 

prone to maintain the ambition to pursue the decommodifying orientation of ALMP, despite 

economic interests pushing for the commodifying orientation (the division between the 

decommodifying and commodifying orientations of ALMP is highlighted in later sections). 

Her results indicate that leftist governments distinguishes themselves by committing to higher 

expenditure of ALMP tools such as vocational training than sanctions, from the mid-1990s 

and onwards. This was a time of labor excess, and the unemployed found the available jobs 

offering a low earning potential, giving them strong work disincentives. Thus, ALMPs were 
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developed to increase work incentives. However, as argued by Nelson, this reorientation had a 

smaller impact on leftist welfare states, indicating the capacity of leftist parties to retain their 

preferred policies.      

Thus, the assumption within PRT is that the stronger the power resource of the left, the 

more expenditure of ALMP we can expect. Of course, the left could mobilize in many 

different ways. One obvious sign of a strong political left is the amount of cabinet seats of the 

government filled by leftist parties. In methodological terms, this means that the stronger the 

mobilization of the left, the more cabinet seats of the government will be filled by leftist 

parties and thus the stronger its power resource.  

Varieties of Capitalism 
 

As a sharp contrast to PRT, other researchers have formulated a different theory explaining 

why certain welfare states expand and some do not. The VoC approach suggest that global 

variation between economies is not due to different power resources of social classes, but is 

instead caused by the specific needs of the specific firms within the economy. Economies 

within large welfare states are dominated by firms who identify their own need for ALMP, 

which leads to these firms supporting such policies.  

Two of the leading political scientists within VoC are David Soskice and Torben 

Iversen. In their article (2015) they argue that institutions preventing risks can be identified 

within both conservative and social democratic welfare states, and these institutions work as a 

complement to the larger economy. The decommodification of which Esping-Andersen speak 

is in fact a way of protecting different economic actors, specifically employers. This works in 

the following way; the advanced economy depends heavily on workers who have attained 

specific, rather than general skills, i.e. skills that are specific to the firm which employs the 

worker. However, attaining specific skills comes with a wide array of risks, especially when it 

comes to unemployment. An unemployed worker with specific skill will find it much more 

difficult ensuring employment work than a worker with general skills. Thus, ensuring these 

workers that they will have a safety net the day they face unemployment becomes essential to 

firms requiring workers with specific skills. Through ALMP, the workers will therefore 

become motivated to invest in firm-specific skills and the firms will get the appropriate 

workers. Thus, in this perspective the welfare state is seen as an instrument of insurance, 

which can cut across class lines.     

Despite the fact that employers usually are expected to oppose social expenditure, 

Duane Swank and Cathie Jo Martin show in their study (2004) that this is a more complicated 

matter. The degree of centralization of employer organizations causes a lot of variation in the 

expenditure of ALMP; the more centralization, the larger the national expenditure of ALMP. 

According to Swank and Martin, this was a lot due to the fact that firms within the more 

centralized economies were given more influence over policy configuration.       

This brings us to two central concepts within VoC. Within the VoC literature there is a 

lot of emphasis put on the concepts of coordinated market economies (CME) and liberal 
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market economies (LME). These forms of markets are in many ways dichotomies; whereas 

the CME:s are characterized by workers with specific skills, the LME:s are characterized by 

workers with general skills; whereas the CME:s have a more equal distribution of resources 

and a high unionization rate, the LME:s have a more unequal distribution of resources and a 

low unionization rate. The list goes on, but the main point within VoC is that CME:s will 

favor the expansion of ALMP, and the LME:s will not. The reason for this is strongly 

connected to the needs of firms. According to VoC, the most important actor within an 

economy is the firm, and firms within CME:s and LME:s have very different needs and face 

very different obstacles. One need that might cause problems to firms within CME:s is the 

fact that they rely heavily on workers with firm-specific skills. These workers are given a 

substantial amount of autonomy within the workplace and are encouraged to share 

information in order to improve production. However, in doing this, companies are vulnerable 

to other companies trying to “steal” their workforce. Other companies might try to convince 

these workers to come and work at their company instead, in exchange for a larger paycheck. 

To solve this problem, companies within CME:s require certain industrial relations. The most 

common way of solving this problem within CME:s is to conduct coordinated wage-

bargaining. This means that when a settlement is reached between the employer and the 

union, wages are equalized at equivalent skill levels across the industry, thus making it a lot 

harder for companies to try to steal workers from one another. This also means that in 

exchange for committing into specific skills workers have a better chance of receiving a 

reasonable wage. An LME, in which workers have general skills, the problem of companies 

stealing each other’s workers is naturally much less eminent. By coordinating wage-

bargaining across the economy the inflationary effects of wage-settlements are also made less 

of a problem (Hall & Soskice, 2001). In methodological terms, this means that the more 

specific the skills of the workers, the more coordinated the wage bargaining, and thus the 

more coordinated the market.  

 

Conflicting and Common Understandings of the Welfare State 
 

One of the most influential PR theorists is Walter Korpi. He strongly emphasizes the 

importance of socio-economic class regarding the expansion of the welfare state and in his 

article (2006) he makes a strong case against the VoC-proponents. Korpi argues, that whether 

the welfare state will expand or not is due to the power relations of - in Korpi's words - the 

protagonists, antagonists and consenters of the welfare state. These actors have different 

risks, which are reflected in their different interests in the welfare state. As I have already 

mentioned, the power resources of the working class and the capitalist are very much relevant 

to PRT. Korpi argues that the conflict of interests between the working class and the capitalist 

is clearly displayed by the size of the welfare state and the extent of the social citizenship; a 

larger welfare state increases the social citizenship, which directly benefits the working class. 
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This also puts a heavier economic burden on the capitalist. Thus, the working class is a 

protagonist of the welfare state and the capitalist is an antagonist. This is one of the major 

splits between PRT and VoC; where PRT argues that the capitalist is always an antagonist of 

the welfare state, VoC advocates argue that the capitalist (or the employer) in fact has proven 

time and again to be advocates of the expansion of the welfare state. This is where Korpi 

makes his main point. Employers have indeed proven, more than a few times, to support an 

expanding welfare state. However, this does not make them protagonists, but instead 

consenters. Consenters are actors who, within certain economic and political situations, will 

consent to reforms which will expand the welfare state, not because they want to, but because 

they are forced to. Employers whose power resources are weaker than those of the working 

class will accept an expanding welfare state, despite the fact that they would rather not. Thus, 

Korpi argues, the VoC literature has mistakenly labeled employers who agree to increased 

expenditure of ALMP as protagonists, when they in fact are just consenters. 

As a sharp criticism of the ideas put forth by Korpi, Peter Swenson argues (2004) that 

the interest of the capitalist varies at least as much (if not more) than their power. This means 

that variance in welfare state expansion to a large extent can be explained by the interest of 

the capitalist. Employers have recognized how ALMP can be used as a way of rationing the 

labor force in certain economic situations. In the 1960s several senior representatives of the 

Swedish Employer Association (SAF) expressed a strong support of ALMP. This was due to 

the workers having a much too strong position of negotiation because of the labor shortage at 

this time, which caused firms having to compete over labor force. To avoid problems such as 

wage drifts, ALMP was used to adjusting the labor force according to the needs of the firms, 

largely by making the skills of the workers more specific. Moreover, policies which serve 

both the interest of the capitalist, as well as the interest of the working class have a much 

better chance to take root than policies which the capitalist accepts under threats from the 

working class. Swenson argues that (successful) politicians are not bold class warriors, but 

rather cautious reformers. The last thing such a politician wants is to conduct policies which 

would not be in the best interest of a large number of capitalists, or even be harmful to them. 

This might cause powerful counteroffensives from capitalists, who easily could accuse the 

government of wasting taxpayer’s money and creating welfare dependency. Instead, what 

politicians do is conducting policies in which capitalists find regulatory advantage. Thus, 

Swenson strongly argues that employers are a much more important driving force behind 

ALMP, in sharp contrast to PRT and especially the perspectives put forth by Walter Korpi.  

In contrast to the quite heated debated between Swenson and Korpi, a quite different 

approach regarding the conceptualization of the welfare state can be found in Torben Iversen 

(2005). Here Iversen makes a strong case towards both Korpi and Swenson, and their quite 

adamant views on PRT and VoC, respectively. On the one hand, he argues, the single-track 

focus on employers within VoC tends to rule out the importance of the democratic state and 

electoral politics. Unlike Swenson’s account of politicians more or less being the faithful 

servants of employer’s interests, Iversen argues that the dynamics of electoral politics are very 
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much affected by popular demand for redistribution. This, Iversen argues, is one of the main 

strengths of the PRT approach. However, democratic politics must also be considered within a 

specific economic context, with specific employer interests. The great emphasis on class 

within PRT ignores the importance of insurance motives when individuals demand social 

protection. The key understanding here is that both the PRT (redistribution) and VoC 

(insurance) approach provides us with important insights and that these two concepts are in 

fact intimately related; insurance is also redistribution. Insurance against the loss of income 

protects individuals with asset-specific skills, but may also apply to social protection which is 

not tied to current employment or income, such as health insurance or pension. This means 

that social policies may gain support from individuals purely for insurance reasons, but will 

nevertheless redistribute income. In a similar vein, policies which aim for redistribution will 

also work as insurance. The unemployed, in this case, will push for more redistribution in 

forms of ALMP, which at the same time will grant many employed individuals insurance, 

should they one day face unemployment.         

 

The Various Configurations of Active Labor Market Policy   
 

The way I see it, much of the previous research within the field understands ALMP as a 

homogeneous concept. The researchers use an aggregated measure of ALMP expenditure, 

thus including every specific tool in the analysis. I consider this problematic. The tools of 

ALMP vary in a lot of ways, despite having the same purpose. Some tools might be popular in 

some regimes, while others are not. Thus, I find it important to recognize the varying 

popularity of the tools of ALMP. Studies focusing on welfare state spending will no doubt tell 

us something about policy preferences among welfare states. However, an equally important 

question might be to ask what the policy actually does. Relying solely on the aggregated 

expenditure of ALMP in our analysis will tell us little of the specific ways in which it may be 

configured. Disaggregating ALMP will allow us to identify potential differences between 

expanding welfare states. Not only will this tell us what makes welfare states expand, but also 

in what particular way they expand.  

This perspective has started to gain more interest in recent years. Tim Vlandas (2013) 

argues that it is a misconception that leftist parties by definition will pursue policies by the 

logic of “the more, the better” regarding the expansion of the welfare state. Instead, different 

forms of ALMP will be pursued in different welfare states; leftist parties within Scandinavian 

welfare states do not pursue incentive reinforcement or direct job-creation, while leftist parties 

within liberal and continental welfare states are much more likely to do so. Vlandas argues 

that the varying configuration of ALMP to a large extent can be explained by the fact that 

policy makers in different regimes tend to choose policies which are in line with already-

existing financial resources; liberal regimes are characterized by lower taxes than the 

Scandinavian ones, making more expensive policies less appealing. Also, retraining of the 

labor force can be done quite differently; where Scandinavian regimes tend to apply a more 
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expensive vocational education, Continental regimes tend to favor less expensive 

apprenticeships.  

Other researchers have also pointed out the ambiguity of ALMP. Jacob Torfing (1999) 

uses the categories “offensive” and “defensive” regarding different orientations of ALMP. 

Whereas the offensive orientation stresses the importance of human capital investment, the 

defensive orientation is more focused on using sanctions as a way of motivating the 

unemployed to apply for jobs. A similar division is made in Jean-Claude Barbier and 

Wolfgang Ludwig-Mayerhofer (2004), where the categories are labeled ”universal” (close to 

the offensive orientation) and “liberal” (close to the defensive orientation). In Rune Halvorsen 

and Per Jensen (2004) the perspective is developed further. The universal orientation is 

conceptualized as a reinforcement of the social citizenship, having a more decommodifying 

ambition. As a contrast, the liberal orientation is more focused on commodification and less 

interested in the advancement of the social citizenship.  

In short, ALMP consists of a variety of tools and some researchers have touched upon 

the idea of disaggregation. However, a more ambitious attempt to categorize different tools of 

ALMP can be found in Giuliano Bonoli (2010). Bonoli recognizes that the dichotomies 

(liberal and universal, offensive and defensive) observed by previous research regarding 

ALMP might run the risk of oversimplifying the real world. Bonoli argues that this distinction 

in fact should be understood as two separate dimensions, and different tools of ALMP may be 

more or less connected to each dimension.  

Bonoli (2010) lables the first dimension the “promarket employment orientation”, 

which concerns the extent to which the objective of policies is to put unemployed people back 

into demand-driven market jobs.  The second dimension is labeled “human capital 

investment” and refers to the extent to which the objective of policies is to invest resources 

into the unemployed. This can be achieved through vocational training or other means which 

improves the so called soft skills (the ability to socially interact with other people) of the 

unemployed. From these two dimensions Bonoli describes four possible combinations which 

he suggests are different orientations of ALMP.  

The first orientation is labeled incentive reinforcement and refers to measures that aim 

to reinforce the incentives of the unemployed to apply for jobs. This can be achieved by 

making benefits conditional in terms of duration and rates. Also, benefits can be conditioned 

on participation in work-schemes or other labor market programs. Incentive reinforcements 

can also refer to programs which pay firms to hire the unemployed; the incentives of firms to 

reduce the unemployment rate is thus increased (Bonoli, 2010).   

The second orientation is labeled employment assistance and refers to measures that aim 

to remove obstacles that may prevent the unemployed from entering the labor market. 

Measures such as counseling and job-subsidies are common ways of achieving this, as well as 

job-search programs which could help the unemployed to establish contact with an employer. 

This kind of ALMP is specifically aimed at improving the soft skills of the unemployed 

(Bonoli, 2010).  
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The third orientation is labeled occupation and aims specifically at preventing the 

depletion of the human capital of the unemployed. Measures such as creating jobs in the 

public or non-profit sector is a common way of doing this, to ensure that people will still 

receive work experience. In some cases there are also shorter courses, which will not 

fundamentally change the type of job a person can perform. The fourth orientation is labeled 

upskilling, which refers specifically to job-related vocational training, which can offer the 

unemployed a second chance at jobs for which their current skills are lacking (Bonoli, 2010). 

 

Table 1. Classification of various ALMP tools 
 Investment 

in Human 

Capital 

          

Promarket 

Employment 

Orientation 

 None                              Weak     Strong        

 None                                      

 Weak (passive 

benefits) 

Occupation (basic 

education) 

       

 Strong Incentive 

Reinforcement 

Employment 

assistance 

Upskilling        

 

Table 1 displays Bonoli’s classification of ALMP and how the varying orientations are 

individually connected to the two dimensions mentioned above. As we can read from Table 1, 

the only tool which causes no investment in human capital is “incentive reinforcement”. This 

is in sharp contrast to “upskilling”, which is the only tool that strongly invests into human 

capital. As we also can read from Table 1 “occupation” and “employment assistance” both 

share a weak investment in human capital, but differ regarding promarket orientation. This 

gives us a clearer image of what ALMP is and how it may be applied, and also gives us the 

opportunity to ask a question of central importance; what are the causes of a preference for a 

certain orientation of ALMP? Comparing preferences for these orientations is therefore of 

great empirical interest. 

Moreover, incentive reinforcement and upskilling are of particular interest, as they 

differ significantly regarding human capital investment. Existing literature (Vlandas, 2013) 

offer some explanations for why working class mobilization theoretically should not be 

positively related to expenditure of incentive reinforcement. This will risk putting downward 
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pressure on wages in the private sector. By subsidizing low wage jobs in the private sector, 

the government encourages employers to offer low paid jobs. Incentive reinforcements also 

encourage the unemployed to take any job offered to them. Thus, employment incentives 

could become subsidies for firms that want to hire and exploit cheap labor. This would 

naturally not be in the best interest of the working class, and thus not supported by leftist 

parties.  

However, it should be noted that incentive reinforcement is still an ALMP, which 

ultimately aims at reducing unemployment. A low rate of unemployment is by definition in 

the interest of the working class. In a political situation which offers no other alternative to the 

working class to strengthen its power resource, incentive reinforcement may be the only 

option. 

Regarding upskilling, existing literature (for example Bonoli 2010 or Vlandas 2013) 

also offer some explanation why this, conversely, should be supported by leftist parties. As 

the aim here is to raise human capital, this type of ALMP offers the chance for the 

unemployed to attain their preferred position in the labor market (and not just any job offered 

to them, as is the case of incentive reinforcement). By raising the productivity of the 

unemployed, leftist parties are able to raise both economic growth, as well as an equal wage 

distribution. However, as pointed out by Bonoli (2010), training programs have been 

supported by a number of different political parties, not just leftist ones. Also, in financial 

times of welfare state retrenchment policy makers might not have the economic means to 

conduct this type of ALMP. Leftist parties may want to pursue expensive training schemes, 

raising the human capital of the working class, but simply lack financial means to do so. In 

such a situation, we would not see increases in expenditure of training programs, regardless of 

political composition of government.      

Thus, the cause of different forms of ALMP is a complicated matter. Comparing 

expenditure on these categories specifically will tell us what kind of ALMP welfare states 

might prefer. 
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Methods  
  

In this section I will motivate the selection of my theories, and give an account of their 

respective operational definition. I will also provide an operational definition of the dependent 

variables. Furthermore, I will describe the selection of material and the process of the 

statistical analysis.  

Selection of Theories and Operationalization 
 

As I have already mentioned, the framework of this study consists of PRT and VoC. Readers 

who are familiar with the field are probably aware of a third major theory; the Insider-

Outsider approach. However, this study will not include this theory. There are two main 

reasons for this choice; firstly, PRT and VoC are the two clear antagonists of this field, and 

for this reason I want to limit the analysis to these two theories only. Secondly, while the 

Insider-Outsider Theory is an interesting theory in its own right, it does have some significant 

problems. The one I consider most prominent is the difficulty of operationalization. Defining 

who is an insider and who is an outsider has proven to be very difficult in practice. This in 

turn makes the theory problematic to measure. One could argue that unemployment growth 

could be used as a measure of this theory (the greater the unemployment, the more the 

spending on ALMP). However, this measure also comes with a wide range of problems, the 

most prominent of which is that increases in ALMP as an effect of increases in unemployment 

does not imply that this is because of the preferences of insiders. In fact, a wide range of 

economic factors could play a part in this.  

In short, while the Insider-Outsider approach is interesting it has some methodological 

problems, and I have chosen not to include it in this study. As it is considered to be one of the 

important theories within the field I still consider it worth mentioning. However, going into 

further detail with this matter is beyond the scope of this study.  

As we have seen thus far, the PRT and VoC literature disagree on a number of issues. 

However, regarding the operationalization of both theories there are some things I consider 

need to be addressed. Despite the dispute between researchers of both theories, in some ways 

I find their analysis sharing similarities. The conceptualization of unions is a good example of 

this. According to PRT the density of unions within a welfare state is a measure of working 

class mobilization. In other words, dense unions will generate a more generous welfare state. 

In a similar vein, however, VoC also suggests that dense unions are a characteristic of a CME, 

which also will cause a more generous welfare state.  

This is something that needs to be kept in mind when developing measurements for 

these theories. Using for example union density as a measurement of working class 

mobilization might seem appealing, but will prove to be highly problematic. For this reason, I 

have chosen two different measures.  
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Regarding PRT I consider the cabinet composition to be a viable measurement. This is a 

measure that has been frequently used in the field (see for example Vlandas, 2013) and it 

captures the ideas of PRT in several ways. It is a good way of measuring working class 

mobilization, and it is easy enough to use within cross-national political science research.  

To measure VoC I will use the level of coordination of wage-bargaining. I have chosen 

this measurement mainly for two reasons; firstly, it is a prominent part of the previous VoC 

literature, considered by many VoC-researchers to be a strong indicator of an economy either 

belonging to the CME or LME cluster. Secondly, it captures VoC without accidently also 

capturing PRT. Prominent CME:s such as Japan or Germany both share a highly coordinated 

wage bargaining, and neither of these CME:s are dominated by social democratic parties. For 

a more detailed account of this measure, see above.   

In comparing expenditure between categories of ALMP, my ideal preference would 

have been to use categories which would offer variation in both human capital investment and 

promarket employment orientation. However, as we can read from table 1, none of Bonoli’s 

categories differ significantly regarding promarket employment orientation. According to 

Bonoli (2010) the two categories in parenthesis do not qualify as tools of ALMP. This leaves 

us with “occupation”, which also would not be ideal, since it only has a weak investment in 

human capital. For this reason, I have chosen not to include potential variation regarding 

promarket employment orientation in the analysis. 

For the measurement of the dependent variable I will use three indicators. As is 

customary within the field, I will include one aggregated measure of ALMP. However, in line 

with the theoretical framework presented above, I will also include two additional measures; 

one for incentive reinforcement and one for upskilling. I have chosen to do this because I 

consider these two categories to hold the greatest theoretical value. Including each of Bonoli’s 

categories would go beyond the scope of this study.     

 

Power Resource Theory, Operational Definition   
The variable used to measure PRT uses an index from 1 (hegemony of right wing parties) to 5 

(hegemony of left wing parties), based on the composition of government; the more cabinet 

posts of the government occupied by social democratic and other leftist parties, as a 

percentage of total cabinet posts, the higher the value of the variable. The value 1 means that 

no cabinet posts are occupied by left wing parties and the value 5 means that 100 percent of 

cabinet posts are occupied by left wing parties. This variable has been taken from the 

Comparative Political Data Set 1960-2013 codebook, of which a more detailed account can 

be found in Klaus Armingeon et. al (2015).   

Varieties of Capitalism, Operational Definition  
The variable used to measure VoC uses an index of the degree of coordination of wage-

bargaining, ranging from 1 (defined as fragmented wage-bargaining, confined largely to 

individual firms or plants, i.e. the liberal market economy ideal-type) to 5 (defined as a, 
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centralized bargaining by peak associations, with or without government involvement, and/or 

government imposition of wage schedule/freeze, with peace obligation; b, informal 

centralization of industry-level bargaining by a powerful and monopolistic union 

confederation; c, extensive, regularized pattern setting and highly synchronized bargaining 

coupled with coordination of bargaining by influential large firms, i.e. the coordinated market 

economy ideal-type). This index has been taken from the ICTWSS codebook, of which a more 

detailed account of this variable can be found in Jelle Visser (2013).   

Active Labor Market Policy, Operational Definition 
Each variable used to measure ALMP includes the total public and mandatory private 

expenditure as a percentage of GDP. The aggregated variable includes the active as well the 

passive (out-of-work income maintenance and support and early retirement) tools of ALMP. 

The variable used to measure upskilling includes various forms of vocational training, such as 

training given in the workplace or programs encouraging employers to recruit apprentices 

from labor market policy target groups. The variable used to measure incentive reinforcement 

includes payments to individuals that are conditional upon the take-up of a new job (back-to-

work bonus, mobility/relocation allowance or similar) as well as payments to employers for a 

limited time, to facilitate the recruitment of the unemployed. A more detailed account of these 

variables can be found in OECD (2015).  

Selection of Material and Statistical Analysis 
 

For the empirical analysis I will be using time-series data which will be taken from two 

sources; the “Quality of Government” database (QoG), through the University of Gothenburg 

(2015), and the “Comparative Political Data Set” database (CPDS), which is provided 

by Prof. Dr. Klaus Armingeon and collaborators at the University of Berne (2015). The QoG 

data was originally taken from the ICTWSS: database on Institutional Characteristics of Trade 

Unions, Wage Setting, State Intervention and Social Pacts, as well as the World Economic 

Outlook database (cited in Jan Teorell et. al, 2015). The CPDS data was originally taken from 

the OECD, AMECO and Eurostat (cited in Klaus Armingeon et. al, 2015).   

I will merge these datasets using Stata and conduct statistical analysis using variables 

from both datasets. The data covers 28 OECD countries earliest from the year 1980 and latest 

to the year 2013. For countries that are former dictatorships data was first gathered after the 

first free election. This includes former communist dictatorships, as well as Greece, Portugal 

and Spain. I have chosen to limit the analysis to only OECD-countries, as is customary in the 

field.  

Given the fact that ALMPs are aimed at addressing macroeconomic problems or 

problems regarding the labor market it is highly relevant to control for the performance of the 

labor market and the economy. For this reason, I have chosen to control for the 

unemployment rate, as a percentage of the civilian labor force, to control for the performance 

of the labor market. To control for the performance of the economy, I have chosen to control 

http://www.ipw.unibe.ch/content/professuren/vergleichende_und_europapolitik/index_ger.html
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for the annual GDP growth in percentages. These control variables are commonly used within 

the field (see for example Vlandas, 2013).   

However, as one never can be certain of having included every single relevant control 

variable, unobservable factors which might correlate with the variables included in the 

analysis will be an issue. For this reason, I have chosen to also add fixed effects for country 

and year in the more specified statistical models. This will allow for the control of omitted 

variable bias within countries, as well as over time.  One might argue that the number of 

control variables already are sufficient, making the threat of omitted variable bias nonexistent. 

However, naturally one could never include unobservable variable bias. I would instead argue 

that using fixed effects is a necessary precaution, which should be included in statistical 

analysis.  

For the statistical analysis I will use multivariate OLS (ordinary least square) regression 

analysis. The most important reason for this choice is to be able to control for the effect of 

more than one independent variable. I believe that regression analysis provides great 

flexibility as it allows for additional variables to be added to further specify the analysis. 

Examining the degree of explanation of PRT the variable “Government composition (from 1 

to 5)” is used. Examining the degree of explanation of VoC the variable “Wage Coordination 

(from 1 to 5)” is used. Both variables are examined individually and together on each measure 

of ALMP; the total measure, “training programs” (for the measurement of upskilling) and 

“incentive reinforcement programs” (for the measurement of incentive reinforcement). 
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Empirical Data and Analysis  
 

In this section I will interpret the results of the regression analysis. I will relate the results to 

the theoretical concepts and give and account of what the results tell us about welfare state 

spending on ALMP. I will comment each table separately, to make it easy for the reader to get 

an overview of the analysis. The variable “unemployment rate” controls for the performance 

of the labor market and the variable “Annual GDP growth in percentages” controls for the 

performance of the economy. I control for these variables in all columns in the tables below. 

In the first column I display the figures for PRT, in the second VoC and in the third both 

theories are included. The figures displayed in the fourth and fifth column include the same 

variables as in the third column, but with fixed effects for year and country, respectively. The 

sixth column is the most specified, controlling for all variables, as well as including fixed 

effects for both country and year.    

The effect of GDP growth on the dependent variable is expected to be negative, as in 

good financial times we expect the demand for labor force to increase, which makes the need 

for ALMP less important. Indeed, as we can read from each table there is a consistent 

negative correlation between annual GDP growth in percentages across all tables, except for 

the fifth column in table 2 and 4 and the sixth column in table 2 (these, however, are not 

statistically significant on any conventional level). As expected, the unemployment rate shows 

a positive effect on the dependent variable across all tables (despite sometimes losing its 

statistical significance). This is consistent with the notion that as unemployment increases we 

expect that political measures will be taken in order to reduce it. Bivariate regressions have 

also been run, testing both theories on all the dependent variables. The results from these 

regressions have been significant and not radically different from the results in the first and 

second columns.  
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Table 2. Total expenditure of ALMP as a percentage of GDP 

Notes: ***p<0.01 **p<0.05 * p< 0.1. Standard errors in parenthesis. Mean of the dependent 

variable: .6516 

 

The Determinants of the Total Expenditure of ALMP  
The results for the total expenditure of ALMP are presented in table 3. As hypothesized by the 

power resource approach, my results suggest that a left-wing government is positively related 

to increases in expenditure of ALMP. As we can read from the table, this result remains 

significant when controlling for the performance of the labor market and the economy. 

However, specifying the analysis further causes the coefficient for government composition to 

go down and lose its significance. Separate regressions with fixed effects for country and year 

do not change this as the coefficient remains insignificant. When the regression uses fixed 

effects for both country and year the coefficient shows a negative relation between a left-wing 

government and spending on ALMP. However, this result cannot conclusively confirm that 

the left causes less spending of ALMP, since it is not statistically significant.  

Furthermore, my results suggest that wage-coordination and spending on ALMP is 

positively related, when we control for the performance of the labor market and the economy. 

This result also remains stable and significant when we test the effect of both theories 

together, as well as using fixed effects for year. This is in line with the VoC-approach, which 

suggest that the more coordinated a market economy is, the higher the expenditure of ALMP.  

Model 1 2 3 4 5   6  

Government 

composition 

(from 1 to 5) 

.0219* 

(.0114) 

 .0087 

(.0103)    

.0070 

(.0106) 

.0003 

(.0064) 

  -.0023 

(.0065) 

 

Wage-

coordination 

(from 1 to 5) 

 .1663***  

(.0124)    

.1653*** 

(.0124) 

.1636*** 

(.0127) 

.0012 

(.0151) 

  .0075 

(.0154) 

 

Unemployment 

rate 

.0006 

(.0044) 

.0115*** 

(.0040) 

.0111*** 

(.0040) 

.0084** 

(.0042) 

.0187*** 

(.0037) 

  .0114*** 

(.0040) 

 

Annual GDP 

growth in 

percentages 

-.0139** 

(.0063) 

-.0041 

(.0057) 

-.0043 

(.0057) 

-.0084 

(.0076) 

 

.0019 

(.0033) 

  .0010 

(.0045) 

 

Constant .6313*** 

(.0490) 

.1115** 

(.0563) 

.0951 

(.0596) 

-.0050 

(.1918) 

.2343** 

(.0700) 

  .1529 

(.1206) 

 

Observations 702 702 702 702 702   702  

R-squared 0.0118 0.2099 0.2107 0.2335 0.7752   0.7916  

Country, fixed 

effect 

No No No No Yes   Yes  

Year, fixed 

effect 

No No No Yes No   Yes  
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However, something important does appear to happen when the regression is run while 

using a fixed effect for country. The coefficient for wage-coordination notably goes down in 

effect and loses its significance (the coefficient for government composition also loses much 

of its effect and remains insignificant). This is most likely due to lack of empirical data or, put 

differently, lack of variation. As my data covers about 30 years for each country there might 

be a lack of variation of the independent variable. 30 years may appear to be a large number; 

however, using macroeconomic data, which does not change radically over (shorter periods 

of) time within a single country, such as the level of skill specificity, does come with this risk. 

Other macroeconomic data, such as the level of unemployment, is prone to change more 

radically. Indeed, as we can read from table 2 the unemployment rate remains stable and 

significant even when using fixed effects for both country and year. 

Regarding which of the theories provides the most viable explanation of expenditure of 

ALMP my results suggest that the VoC approach is the better one. A leftist composition of 

government does appear to invest more heavily in ALMP than a rightist composition would. 

However, the coordination of the market appears to be a more important determinant. When 

the theories are tested together the power of the left appears to have a smaller effect, and more 

importantly, loses its significance. VoC, on the other hand, remains stable and significant. 

This would imply that a coordinated market economy in a welfare state with a rightist 

government composition should have higher expenditure of ALMP than a welfare state with a 

leftist government composition and a less coordinated market economy (the calculations for 

these combinations are based on the values of column 3 from table 2 and are displayed in 

table 3). Thus, this result suggests that the VoC-approach, operationalized the way I have 

done, is a better explanation of expenditure of ALMP than the power resource approach.   

 

Table 3. Expected expenditure in different combinations 
 CME LME 

Rightist 

government 

composition  

0,9303 0,2691 

Leftist 

government 

composition 

0,9651 0,3039 
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Table 4. Expenditure of incentive reinforcement programs as a 
percentage of GDP  

Model 1 2 3 4 5   6 

Government 

composition 

(from 1 to 5) 

.0133*** 

(.0033) 

 .0106*** 

(.0032) 

.0117*** 

(.0033) 

-.0036 

(.0022) 

-.0024 

(.0022) 

Wage-

coordination 

(from 1 to 5) 

 .0316*** 

(.0039) 

.0302*** 

(.0039) 

.0303*** 

(.0013) 

.0157*** 

(.0052) 

 

.0164*** 

(.0052) 

Unemployment 

rate 

.0003 

(.0013) 

.0026** 

(.0012) 

.0022* 

(.0012) 

.0017 

(.0013) 

.0010 

(.0013) 

.0004 

(.0014) 

Annual GDP 

growth in 

percentages 

-.0036* 

(.0018) 

-.0018 

(.0018) 

-.0020 

(.0018) 

-.0021 

(.0024) 

-.0015 

(.0011) 

-.0013 

(.0016) 

Constant .0669*** 

(.0143) 

-.0097 

(.0176) 

-.0294 

(.0185) 

-.0205 

(.0590) 

-.0002 

(.0243) 

-.0185 

(.0410) 

Observations 685 685 685 685 685 685 

R-squared  0.0282 0.0925 0.1067 0.1439 0.6841 0.7180 

Country, fixed 

effect 

No No No No Yes Yes 

Year, fixed effect No No No Yes No Yes 

Notes: ***p<0.01 **p<0.05 * p< 0.1. Standard errors in parenthesis. Mean of the dependent 

variable: .0938 

 

The Determinants of Incentive Reinforcement Programs 
 

The results for expenditure of incentive reinforcement programs are presented in table 4. 

Contrary to the notion that a leftist government would oppose the ALMP tools of incentive 

reinforcement, my results suggest that a leftist government will actually increase spending of 

this type of ALMP. The coefficient for government composition remains stable and 

significant even when the analysis is specified to include fixed effect for year. These results 

do give us some evidence that leftist governments, even though it would contradict their 

political agenda, choose to invest in policies which could be harmful to the working class.  

However, controlling for a country fixed effect we can observe a negative correlation 

between a leftist government and spending on incentive reinforcement programs. This would 

have been consistent with the notion that incentive reinforcement is not in the best interest of 

the working class, but as we can see these results were not significant on any conventional 

level. Thus, we cannot conclusively confirm that welfare states with leftist governments 

reduce the expenditure of incentive reinforcement programs. This sudden reverse effect and 
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drop of significance might, again, be due to lack of empirical data and variation in the 

independent variable. In any case, these results would suggest that government composition is 

not a very important driving force behind this type of ALMP.  

Moreover, as we can read from table 3, the coefficient for wage-coordination is stable 

and significant across all columns, and also shows a positive effect. Running the regression 

while testing both theories we see a positive and significant effect even when specifying the 

analysis with a fixed effect for year. However, when we specify the analysis using a fixed 

effect for country only the coefficient for wage-coordination remains significant (despite 

losing some of its effect). While we do find some evidence that a leftist government would be 

correlated with expenditure of incentive reinforcement programs, these results suggest that 

wage-coordination is a stronger determinant for expenditure of this ALMP than government 

composition. Thus, this contradicts the classic notion within PRT that the power of the left is 

the most important determinant for expenditure of ALMP, and is in line with the expectation 

within VoC that a coordinated market economy will cause more expenditure of ALMP.  

Given the fact that the effect of an increase of one unit in wage-coordination is quite 

close to the mean of the dependent variable, the effect could be considered quite strong. This 

tells us that coordinated market economies can be expected to invest quite heavily in incentive 

reinforcement programs, regardless of government composition. This would also be in line 

with the notion within VoC that ALMP, first and foremost, is not intended to see to the needs 

of the working class, but rather to the needs of firms.    
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Table 5. Expenditure of training programs as a percentage of GDP   
Model 1 2 3 4 5  6 

Government 

composition 

(from 1 to 5) 

.0086* 

(.0046) 

 .0051 

(.0044) 

.0037 

(.0045) 

.0059* 

(.0031) 

 .0043 

(.0032) 

Wage-

coordination 

(from 1 to 5) 

 .0423*** 

(.0054) 

.0416*** 

(.0054) 

.0398*** 

(.0054) 

-.0169* 

(.0074) 

 -.0151** 

(.0076) 

Unemployment 

rate 

.0016 

(.0018) 

.0043** 

(.0017) 

.0041** 

(.0017) 

.0033* 

(.0018) 

.0127*** 

(.0018) 

 .0105*** 

(.0020) 

Annual GDP 

growth in 

percentages 

-.0050* 

(.0026) 

 

-.0027 

(.0025) 

-.0028 

(.0025) 

-.0074** 

(.0033) 

 

.0009 

(.0016) 

 -.0019 

(.0023) 

 

Constant .1819*** 

(.0198) 

.0573** 

(.0245) 

.0476* 

(.0259) 

.0067 

(.0819) 

-.0332 

(.0344) 

 -.0638 

(.0594) 

Observations 693 693 693 693 693  693 

R-squared  0.0118 0.0877 0.0894 0.1387 0.6692  0.6903 

Country, fixed 

effect 

No No No No Yes  Yes 

Year, fixed 

effect 

No No No Yes No  Yes 

Notes: ***p<0.01 **p<0.05 * p< 0.1. Standard errors in parenthesis. Mean of the dependent 

variable: .2011 

 

The Determinants of Training Programs 
 

The results for expenditure of training programs are presented in table 5. In line with the 

notion of classic PRT my results suggest that the power of the left remains positively 

correlated with expenditure of training programs when controlling for the performance of the 

labor market and the economy. However, as we can read from the third column, when testing 

both theories together the coefficient for government composition goes down and loses its 

significance, while the coefficient for wage-coordination remains stable and significant. 

Adding a fixed effect for year slightly alters the coefficients and the level of significance 

remains. The effect of wage-coordination could also be considered quite strong, as in its full 

effect it increases the expenditure for training programs more than the mean of the dependent 

variable. This result would suggest that wage-coordination is a quite strong determinant for 

expenditure of training programs.  

However, using a country fixed effect substantially alters the results. The coefficient for 

government composition not only has a slightly stronger effect than the two previous 

columns, but more importantly becomes significant. The coefficient for wage-coordination 

remains significant, but drastically drops in effect and becomes negative. This sudden reverse 
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effect could be the result of the fact that I am now controlling for omitted variable bias within 

countries. Countries with relatively higher variation in the independent variable will have a 

greater effect on the dependent variable. This means that a fewer number of countries with 

higher variation in wage-coordination could be driving the negative correlation with 

expenditure for training programs. This is a potential problem when working with variables 

which are relatively constant within countries. A richer amount of data could possibly have 

given a more reliable result.    

However, the results were statistically significant, which does suggest that the previous 

positive correlations between wage-coordination and expenditure for training programs may 

have been spurious. Put differently, while wage-coordination might have been positively 

correlated with expenditure for training programs, wage-coordination did not cause this, but 

simply happened to correlated with it. In fact, it appears as if we should actually expect 

decreasing expenditure of training programs, the more coordinated the market becomes. This 

would directly contradict the VoC notion that a coordinated market economy causes more 

expenditure of ALMP. Simultaneously, the regression shows a positive and significant 

correlation between government composition and training programs. This gives us some 

evidence that the actual driving force behind the increased expenditure of training programs is 

the power of the left. This would suggest that PRT better explains expenditure for this type of 

ALMP than VoC.   

Yet, at our most specified level the coefficient for government composition again loses 

its significance. This gives us some evidence that what is actually driving the expenditure of 

training programs might be an unidentified z-variable. As this occurs after we add a fixed 

effect for year, there seems to be a time-related trend, which might be affecting either or both 

of our x- and y-variables. One likely explanation would be that trends in the economy 

sometimes allows for more expenditure of training programs, and sometimes denies it. Put 

differently, when the left has the financial means to invest in training programs, they do so to 

a larger extent than the right. This is however not caused by the left, but by the well-

performing economy. The stable, yet sometimes insignificant, effect which appears across all 

columns would also suggest this. Also, the standard error does not appear to change radically 

across the columns. Thus, the left does appear to have a positive effect on training programs; 

however, a leftist government is unable to decide on radically higher expenditure for training 

programs than a rightist government.   

Moreover, I would argue that despite the (rather limited) evidence found which 

confirms the notion that the left would cause more expenditure of training programs, this 

effect could not be considered very strong. Even at its full effect, going from no leftist parties 

in government to a government composition of only leftist parties, we would expect a smaller 

effect than the mean of the dependent variable. The average expenditure of training programs 

is larger than the expected increase from leftist political power. Thus, even though we find 

some evidence of a positive effect of leftist power and expenditure of training programs, this 

effect could hardly be considered strong.   
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Reflections and Inference 
 

As we have seen from the analysis, using a fixed effect for country has proven to change the 

results quite radically, across all tables. Regarding the total expenditure of ALMP, the loss of 

significance and effect is most likely due to lack of empirical data and variation. As wage-

coordination does show a stable and positive correlation with expenditure of all tools of 

ALMP, only losing this when the analysis is specified to include a fixed effect for country, 

this would imply that VoC explains the expenditure of ALMP quite well. Also, the analysis of 

incentive reinforcement programs shows a stable and significant effect of wage-coordination, 

as well as a loss of significance and effect of government composition when a fixed effect for 

country is added. This gives us quite strong evidence that this ALMP is preferred by 

coordinated market economics, rather than leftist governments. This would also suggest that a 

generous welfare state is caused by the coordination of the market and the needs of firms, in 

line with classic VoC theory.  

However, the analysis of training programs, conversely, does suggest that coordinated 

market economics do not push for this ALMP, and that leftist governments do. In fact, 

coordinated market economies appear to oppose this orientation of ALMP. Thus, while the 

VoC approach appears to provide a better explanation of the cause of ALMP in the analysis of 

the total expenditure and the expenditure of incentive reinforcement programs, this shows 

how analyzing ALMP only as an aggregated welfare policy may be somewhat simplified. In 

line with the theoretical framework provided by Bonoli (2010), this points to the importance 

of disaggregating ALMP as a policy category if we want to gain a better understanding of the 

welfare state. Welfare states with varying characteristics will likely choose different tools of 

ALMP to decrease unemployment. Welfare states characterized by a leftist government 

composition will likely have a stronger preference for investment into human capital than 

welfare states characterized by a coordinated market economy. In line with classic PRT, 

without a leftist government the latter appears to have more interest in ALMP which is only 

aimed at promarket employment orientation. One reason for this could be that firms might 

consider incentive reinforcement programs more in line with their needs than training 

programs. Social policies which might not directly benefit the firms themselves, but rather the 

workforce, might appear less appealing to firms than social policies which they consider 

benefit them in a more obvious way. Human capital investment could be seen as just another 

tax burden put on firms, without them getting anything substantial in return. Thus, the 

coordination of the market might not by definition drive the expansion of the welfare state. 

Simply making the distinction between large and small welfare states does indeed paint 

quite an obscure picture. In fact, two welfare states with comparably large expenditure of 

ALMP could differ significantly regarding actual policy preference. Where one favors human 

capital investment the other might not, which would result in expenditure of certain tools, but 

not others; thus, a single welfare state could be considered large in one sense and small in 

another.   
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Moreover, the ability of the left to invest into human capital by increasing expenditure 

of the “upskilling” tools of ALMP appears to be limited by a time-related trend. As this study 

is dealing with welfare state expenditure a likely explanation of what might be causing this 

limitation is the performance of the economy and fiscal resources of policy makers. In light of 

the austerity which has characterized most of the welfare states of the OECD since the 1980’s 

onwards policy makers regardless of political affiliation could be expected to be less keen to 

invest into costly social policy. Investing into human capital through ALMP thus appears to 

be difficult to pursue even for leftist political parties.  

Furthermore, the left does appear to be quite interested in ALMP which only is focused 

on promarket employment orientation. One interpretation of this result is that while the power 

of the left might not be the most important determinant for incentive reinforcement programs, 

it will not actively decrease its expenditure in favor of other orientations of ALMP. The left 

might not push for this ALMP, but does not seem to oppose it either. This would support the 

notion that the left identifies unemployment as a greater threat to the working class than the 

potentially harmful effects of incentive reinforcement programs. However, a much more 

likely cause of incentive reinforcement programs seems to be the interest of the market. A 

coordinated market economy, in which firms have more influence over policies, appears to 

push strongly for ALMP without investment into human capital. This is in line with the notion 

put forth by Vlandas (2013), that this orientation of ALMP could be considered more focused 

on the needs of firms, providing them with cheap labor.  

I would also argue that this points to a misconception within PRT; a large welfare state 

is not by definition in the best interest of the working class. More expenditure of welfare state 

policy is not always beneficial to the average worker. This would be the reason why the left 

appears to not be the cause of incentive reinforcement programs.  

 

 

 

  



29 
 

Closing Discussion  
Early in this paper I suggested that to understand why welfare states act in such different ways 

we first must understand what a welfare state is. Throughout the research process my 

ambition has been to provide a well-founded answer to this question. The theoretical 

framework has provided conflicting, but also common, understandings of the welfare state as 

a concept. The idea of redistribution which characterizes the power resource theory 

emphasizes that the welfare state is a project of the working class. A generous welfare state is 

the result of class struggle, where the power resource of the working class has become strong 

enough to more or less force the capitalist to agree to the redistribution of wealth. The 

capitalist will never favor redistribution, and thus will never actively support increased 

welfare state expenditure. 

The ideas characterizing varieties of capitalism do paint quite a different picture. The 

welfare state is not so much a project of redistribution, as it is a project of insurance. A 

generous welfare state is in fact not the result of class struggle, but instead a complementary 

institution of the market. The policies of the welfare state not only benefit the working class, 

but are also designed to benefit firms. Policies which are harmful to firms and the market 

economy of the welfare state are not founded by policy makers and politicians. Instead, 

policies are reworked to fit the needs of both the capitalist and the working class.  

Moreover, as my analysis has shown, the power of the left will not by definition result 

in increased welfare state expenditure. In fact, while the left may have been correlated with 

increased expenditure of incentive reinforcement programs, a more specified analysis does 

show that this is more likely the result of a coordinated market economy, which is in line with 

the varieties of capitalism approach. This also supports the theoretical notion that incentive 

reinforcement programs might not be beneficial, and perhaps even harmful, to the working 

class. Using Bonoli’s (2010) terminology, the left might identify the lack of investment into 

human capital of this ALMP, thus not favoring it. However, as the left does appear to be 

positively correlated with expenditure for incentive reinforcement programs at a less specified 

level of analysis and, more importantly, does not appear to decrease expenditure for this 

ALMP, the left appears to have some interest in ALMP which lacks human capital 

investment. This would contradict the theoretical notion that the left will fight social policy 

which might give employers an advantage over workers. The left might see incentive 

reinforcement programs as a necessary tool in the struggle against unemployment. Thus, 

while not being the most important determinant, the left does not seem to oppose ALMP 

which might not be in the best interest of the working class.     

The power of the left does however appear to increase the expenditure of training 

programs, even if the effect could be considered quite weak. A specified analysis contradicts 

the varieties of capitalism approach, suggesting that a higher level of wage-coordination will 

actually decrease the spending on training programs. Instead, the power of the left shows a 

positive, yet quite weak, effect. This would suggest that the power of the left indeed drives 

social expenditure and expands the welfare state, in line with classic power resource theory. 
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However, despite the effect remaining stable across all columns it does lose its significance at 

times, which would suggest that an omitted variable, presumably the performance of the 

economy, is a more important driving force of welfare state expenditure. Put differently, with 

a strong economy the left identifies the value of human capital investment of training 

programs, thus increasing its expenditure more than the right would. However, the analysis 

suggests that this welfare state expansion is affected by a time-related trend. An unidentified 

z-variable seems to have an impact on expenditure of training programs over time. One likely 

explanation could be that trends in the economy allows for a more generous welfare state in 

good times and denies it in bad times. This means that the left indeed increases the 

expenditure of training programs more than the right, but only as long as the economy is 

doing well enough. Thus, without a strong enough economy, the left should not be expected 

to increase the expenditure of this ALMP more than the right.   

My analysis has given the varieties of capitalism approach quite strong empirical 

support. Especially regarding incentive reinforcement programs wage-coordination appears to 

be a strong determinant. Even when the analysis is at its most specified there is a significant 

and strong positive effect between the level of wage-coordination and increased expenditure 

of this ALMP. Also regarding the total expenditure of ALMP the strongest empirical support 

is found in VoC, despite the loss of significance and effect when the analysis is specified with 

country fixed effects. This would tell us that welfare state expenditure is driven by the needs 

of firms; in coordinated market economies firms require the expenditure of certain social 

policies, and politicians will thus conduct policies which take these needs into account. This is 

indeed supported empirically. However, interestingly enough there is quite a substantial 

difference between the analysis of incentive reinforcement programs and training programs. 

Where wage-coordination undoubtedly appears to increase the expenditure of incentive 

reinforcement programs, it actually appears to decrease the expenditure of training programs. 

Theoretically, this result could mean that firms prefer incentive reinforcement programs over 

training programs because they see greater benefit in the former than the latter. To avoid an 

even heavier tax burden firms could be inclined to prefer social policies that give them an 

advantage over the workforce, rather than also investing in the human capital of the 

workforce. Thus, the classic notion within VoC that the coordination of the market will drive 

the expansion of the welfare state seems to be somewhat of an oversimplification.  

Understanding the welfare state as a concept has within previous political economy 

research proven to be difficult. What determines how it acts is no doubt intimately connected 

to a wide range of political and economic factors. The way I see it, the researcher’s task is 

consequently to understand what factors produce what kind of welfare state. As my research 

has made evident, the welfare state cannot be expected to expand in one particular direction; 

instead, welfare states, whether large or small, will appear and act in highly heterogeneous 

ways. Limiting the analysis to only the question of what causes the expansion of the welfare 

state might simplify the real world, thus limiting our understand of the concept. Regarding 

labor market policy, which has been the center of attention of this paper, we can see how 
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various welfare states choose to approach the problems of unemployment very differently. 

This shows how two generous welfare states could indeed differ substantially from each 

other.  

In line with the premise of this paper, I would argue that to take this field of research 

further the continued disaggregation of ALMP is necessary. Analyzing the determinants of 

expenditure of different tools of ALMP will allow us to further our understanding of the 

causes of different kinds of welfare states. This could be done from other theoretical 

perspectives than the ones I have chosen for my research. How we understand the different 

tools of ALMP is naturally of great importance for our understanding of the welfare states 

using them. For this reason, the political economy should always be concerned with asking 

the right questions and analyzing the right data. Further research emphasizing the 

heterogeneous nature of the policy tools of the welfare state will no doubt prove valuable to 

the field.     
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