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Elements of a Progressive
Furopean Social Model
Christoph Hermann

15.1 Introduction

Preceding chapters have analysed in great detail the consequences of pri-
vatisation of public services and have thereby shown how privatisation
undermines the very foundations of the European Social Model (ESM). This
chapter attempts to go a step further and discuss possible elements of a
progressive ESM as an alternative to the changes described in the previous
pages. However, the starting point is an acknowledgement that although pri-
vatisation and related processes resulted in a situation that in many aspects
is clearly inferior to the state where services were still provided publicly, a
progressive alternative cannot simply demand for a reinstatement of the old
model. First, the European social models of the post-war years themselves
had a number of serious deficiencies, and second there are new challenges
ahead that demand new responses.

There is no point in denying that the delivery of public services in the
post-war years was not without problems. Even if privatisation made things
worse, services users were not always satisfied with the services provided
by bureaucratic, state-run and often seriously underfunded organisations.
Similarly, there were plenty of loopholes in welfare safety nets, and some
groups of individuals were plainly excluded, while welfare recipients were
frequently treated in a paternalistic and perhaps even penalising manner.
Given this legacy, it should not surprise that liberalisation and privatisation
was not utterly rejected by service users who had hoped for the improve-
ments promised by privatisation advocates (and hence were deeply frustrated
by the subsequent developments). In formulating progressive elements of
a new ESM, this chapter will therefore not only argue for a revocation of
privatisation and related processes but also address some of the legitimate
criticisms directed at the post-war social models.
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15.2 An active role for the state

With the policy of liberalisation and privatisation the role of the state has
changed profoundly in the past decades. During the post-war decades
states actively engaged in the provision of public services through wide-
spread public ownership and through the adaptation of encompassing and
detailed service regulations (starting with provisions for investments and
ending with the imposition of prices and tariffs). In contrast, in recent years
European governments tend to leave the provision of public services to pri-
vate companies and the ‘free play’ of market forces (Hermann and Verhoest,
2008). While the primary objective of private companies, regardless whether
they provide public or private goods, is to generate profits (and for this pur-
pose they are willing to compromise accessibility and service quality if not
barred from doing so), the role of the state is reduced to making sure that
competing providers have access to the markets (ibid.). In some sectors, cer-
tain providers are subjected to universal or public service obligations, but
these usually apply only to one provider, typically the former monopoly
supplier, while the others are free to provide the same services at their own
discretion. Not surprisingly, this creates tensions between those who are
forced to maintain a certain quantity and quality of service provision and
others who can focus on particular lucrative areas or business segments.
In addition, despite the opening of public service markets, competition is
still limited with public monopolies often being replaced by private oli-
gopolies (ibid.). In other cases, in particular in services in which competi-
tion between different providers is dysfunctional (e.g., public transport), or
which are heavily subsidized (e.g., education and health services), the provi-
sion is not simply left to the free play of market forces. In these cases, states
increasingly engage private providers through contracting, ‘private-public
partnerships’ or ‘private finance initiatives’.

Private-sector involvement, according to the rationale behind this ten-
dency, allegedly makes service provision more effective and efficient and
therefore less costly. As described in detail in the second part of the book,
private sector involvement has, in contrast, often increased costs, while
deteriorating quality, and obstructing responsibility, accountability and
transparency. In short, in the liberalised and privatised public service model
choice between competing providers, who mostly offer the same or only mar-
ginally different services, has replaced democratic accountability (Le Grand,
2007). Yet, as we will discuss further below, choice has resonated well among
many public service users precisely because of weak responsiveness and lim-
ited democratic accountability in the governance of public services, both in
Western European welfare and Eastern European communist states. However,
the cost-cutting argument not only amplified the role of private companies
in public service provision. Even where services are still provided by gov-
ernment agencies, the nature of service provision has been altered through



Elements of a Progressive European Social Model 235

the introduction of new public management techniques, emulating private
sector goals and methods (Needham, 2007; Whitfield, 2001). Changes have
been described as a shift from ‘welfare’ to ‘contracting’ or ‘enabling states’
(Gilbert, 2002). It is important to note that governments do not necessarily
cede power in this process. What instead happens is a transformation of
the role and responsibility of states. Some authors have therefore described
the transformation as a move towards ‘competition states’ (Hirsch, 2005),
emphasising the increasing state support for private businesses.

A progressive ESM needs an active state that fully resumes its responsi-
bilities vis-a-vis its citizens. Instead of hoping that the ‘free’ play of market
forces will create favourable outcomes (which it more often does not than
it does), public authorities have to make sure that the outcomes meet the
needs and expectations of citizens. While not all services must be provided
by public organisations — private for-profit and not-for-profit organisations
have always played an important role in the provision of public services in
some countries and sectors — comprehensive regulation must guarantee that
profit interests are subordinated to the interests of citizens. This means that
regulation must cover the whole process of service provision (from invest-
ments to prices and tariffs) not only specific aspects (such as, for example,
the access of competing providers to infrastructure). Similarly important,
regulation should not be limited to certain providers, but cover all compan-
ies that are engaged in the provision of public services. Service users and
citizens more generally, should play an active role in the design of regula-
tion and the monitoring of compliance (Palast, Oppenheim and McGregor,
2003). This means that a progressive ESM not only needs a more active but
also a more democratic state (Albo, Langille and Panitch, 1993).

Although comprehensive regulation is an important step in reinstating
responsibility and accountability, public ownership still has an additional
advantage as it enables governments to directly intervene and actively
respond to changing needs and expectations, and even more importantly,
to build the capacity for public problem-solving processes, thereby limiting
the dependence on the private sector (which, as the current financial crisis
shows, is of crucial importance). In a similar vein, public ownership enables
the state to promote innovations and developments that go beyond the ini-
tiative of private capital with short-term profit expectations. This is par-
ticular important for long-term investments in improving environmental
sustainability. While the recent financial crisis has led to a number of pub-
lic takeovers of failing private banks, other forms of re-nationalisation in
Europe have been rare. Among the rare cases are a number of municipalities
who have brought some of the outsourced services back under municipal
ownership after sometimes disastrous experiences with private contractors
(Candeias, Rilling and Weise, 2008; Needham, 2008).

To be able to meet their responsibilities, states, of course, need sufficient
financial resources. Tax policies therefore play a crucial role in a progressive
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ESM. Only through a meaningful and progressive tax policy can states make
sure that the public sector is sufficiently funded to deliver those services
that citizens are expecting. The current trend of granting tax breaks to the
rich has exactly the opposite effect and deprives states from the possibility
to sufficiently fund public services. In several sectors and countries it was
problems created by underfunding that paved the way for privatisation as
service users were discontented by deteriorating infrastructure and service
quality while the new private owners promised long-overdue investments
(in some cases, however, investments were also made before the public
companies were sold to private investors). Underfunding of public services
and deteriorating infrastructures are particular pressing problems in the
new member states in Central and Eastern Europe where governments are
severely constrained by their attempts to join the Euro area. In Western
Europe similar pressures are felt by municipalities who are subjected to
increasingly tight deficit targets by federal governments who themselves
attempt to meet the Growth and Stability Pact Criteria. Hence, a progressive
ESM with flourishing public services not only needs supportive tax but also
monetary policies.

15.3 An encompassing welfare system and
the decommodification of social relations

Originally, welfare systems were developed to protect citizens from the risks
and distortions inherent to modern market societies and the wage labour
status. Welfare systems provided income for the unemployed, disabled, for
those who are too old to work or are poor for other reasons. True, there
were loopholes in social protection and only the most advanced welfare
states provided a decent basic income, but welfare was based on social
rights and not on charity. This implied the acceptance of redistribution of
wealth through a progressive tax policy and proportional social security
contributions. Consequently, as Ggsta Esping-Anderson (1990) has pointed
out, even the most conservative welfare systems contained some degree of
decommodification.

In very basic terms, decommodification means that citizens are not
dependent on income generated by the sale of their labour power and
the subsequent exchange of money for goods and services in order to
exist. Labour law and collective agreements also play an important role in
this regard as they establish rules and responsibilities associated with the
purchase of labour power and thereby restrict labours’ commodity char-
acter (Hyman, 2005). Decommodification went furthest in the northern
European welfare states where welfare not only meant cash transfers to
those eligible for benefits, but the development of a public infrastructure,
with child care facilities and elderly care structures, among other things,
that not only provided help for those in need, but also job opportunities for
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workers excluded from or disadvantaged on private sector labour markets,
including, most notably, women. It also shows the importance of welfare
policy for the promotion of equal opportunities and for combating discrim-
ination (Heintze, 2005). Regardless of the national welfare model, there was
widespread consensus among European policymakers during the post-war
decades that welfare systems must continuously be improved to strengthen
solidarity and social cohesion.

Recent decades of welfare and labour market reforms have reversed this
development and significantly reduced the level of decommodification.
Instead of allowing for an existence beyond the market and money-driven
society, welfare benefits are increasingly targeted towards integrating those
without employment as fast as possible into the labour market. Of course
there is nothing wrong with supporting unemployed workers to find a
job, but not by forcing them to accept any employment that is available
including poorly paid and precarious work (Gray, 2004). Some authors have
described these changes as shift from welfare to workfare policies (Peck,
2001). In this process, fundamental social rights are reduced to temporary
and conditional support and anti-discrimination strategies are confined to
labour market policies, although recent welfare and labour market reforms
fuel inequality and social exclusion.

Instead of forcing an increasing number of European citizens in the
ranks of the working poor and precarious workers, a progressive and com-
prehensive welfare policy should start with governments developing an
active macro-policy as an essential part of a progressive welfare strategy.
The same governments that promote workfare policies have become increas-
ingly reluctant to stimulate the overall economy. Second, a progressive and
comprehensive welfare policy is hard to be imagined without a meaningful
redistribution of wealth. Tax cuts for the rich typically mean welfare cuts
for the poor. In contrast, a comprehensive welfare policy must reinstate the
principle of solidarity (everybody gives what he or she can, and takes what
he or she needs).

Measures to fight poverty include the introduction of an adequate European
minimum wage and the granting of a general basic income that allows for
a decent social existence. While the first measure is supposed to make sure
that even the lowest paid jobs pay for a living, the latter is meant to pro-
tect workers from having to accept jobs with poor employment and work-
ing conditions. In addition it is an acknowledgment of the existence and
decisive role of unpaid labour in the reproduction of European families,
and, consequently, for social cohesion and progress. The form and eligibility
of the basic income must be designed to make sure that state agencies can-
not treat welfare recipients paternalistically. To strengthen the decommodi-
fying effects of such a measure, monetary transfers should be combined
with the creation of what some authors have called a social infrastructure.
As Joachim Hirsch (2007, p. 143) explains, “the goal should be to establish
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a comprehensive social infrastructure, which combines an expanded pro-
vision of public goods with an adequate and unconditioned and for every-
body available basic income, which not only secures the material existence
but enables self-development and participation in society.”

A progressive welfare policy should not be limited to particular and pre-
sumably comparably rich member states. These countries should maintain
and strengthen their welfare regimes, but, in order to allow poorer countries
within the European Union to narrow the gap in welfare standards, a com-
mon set of welfare benefits should be statutorily established for all member
states, even if the material levels of the benefits would be related to living
costs in the respective countries. To advance in that process, institutions
such as the European Social Fund (ESF) could play a critical role, but must
be endowed with sufficient resources and powers. A trend towards conver-
gence of welfare benefits is a basic element towards equality, regional devel-
opment and social cohesion, and it could substantially reinforce the sense
of European citizenship.

15.4 Equality and equal opportunities through
accessibility, affordability and high quality
public services

Although there is a wide range of public services, one of their common
feature is that they provide citizens with essential means of existence and
that in contrast to private services individual purchasing power has only
a limited effect on the quality and quantity of the services provided. For
this reason, public services are particularly important to sustain equality
and social cohesion. While some services were freely accessible (e.g., health
care, education), for others a fee or price was charged even in the past (e.g.,
transport or electricity). However, price policy was typically the result of
political decisions rather than of market processes. As such, prices were fre-
quently subsidised. In the case of multi-service suppliers, loss-making ser-
vices were sometimes subsidised by the profit-making activities of the same
organisation (e.g., post by telecommunication). Hence, even if services were
not freely accessible, prices reflected social concerns in order to make sure
that low-income groups were not excluded.

Liberalisation and privatisation advocates have criticised this as illegit-
imate and costly interference in market processes which ultimately results
in higher costs. Liberalisation and privatisation according to this view will
reduce prices and thereby improve accessibility. In reality, however, liberal-
isation and privatisation has led to the establishment of complex and often
intransparent price structures with different prices for different groups of
users. This not only makes it difficult to compare prices and thereby obstructs
competition, but new price structures tend to favour large customers with
strong market power, often being large corporations that subsequently profit
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from liberalisation and privatisation, while for small companies or private
households prices decreased only marginally. And sometimes they have even
increased. As a result, liberalisation and privatisation has fuelled inequality
and partly undermined accessibility, even if the average price for a particu-
lar service may have decreased. The introduction of variable fees had simi-
lar effects: Private health care insurances advantage high-income groups as
these customers typically show lower health risks and therefore qualify for
lower premiums than low-income earners. Other fees may be the same for all
users but they may create a serious barrier for low-income earners to use the
service as they make up for a significantly larger proportion of their income
than for high-income earners.

In extreme cases, liberalisation and privatisation can cause the emer-
gence of two-tier systems for high- and low-income earners as is already
the case in the health care systems in the new member states in Central
and Eastern Furope, with public hospitals treating low-income earners and
private hospitals treating those who can afford private insurance or have
sufficient personal funds. This is a particular frightening development. A
high quality of public services, as promised by the European Council and
the European Commission, can only be sustained as long as low- and high-
income earners use the same services. Experience shows that services for
the poor are typically poor services (see Chapter 14). Yet the growing atten-
tion paid to more profitable customers or service areas is a general prob-
lem that threatens to undermine the quality and accessibility of service
provision. While universal service provides (e.g., former national post com-
panies) are obliged to maintain a national distribution network that more
or less covers the entire territory and provides a whole range of services,
new competitors can concentrate on certain areas (e.g., highly populated
urban centres) and particular lucrative costumers (e.g., large corporations
with a large amount of mail). As a result, universal service providers feel
even more pressure to cut costs and one way to do this is to cut-back on ser-
vices (as can, for example, be seen in the repeated closures of railways and
post offices in rural areas).

Liberalisation and privatisation is not only believed to result in falling
prices, their advocates also assume that competition makes sure that service
providers improve service quality. Indeed some public service companies
have responded to competition by stepping-up customer service relations
and by introducing specific quality control systems (Flecker and Hermann,
2009). However, quality standards are deliberately chosen not to contra-
dict with cost-cutting programmes with the effect that broader quality cri-
teria such as the well-being of the service user or of the local community
are neglected. Moreover, a number of public services are particularly labour
intensive. In these kind of services, the reduction of employment introduced
to prepare former monopoly providers for competition (even though com-
petition often increased only marginally) and the poor working conditions
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offered by the new competitors very likely have a negative impact on service
quality (ibid.).

To guarantee accessible, affordable high-quality services, regulation should
not only introduce universal service obligations for all providers, but also
impose common quality standards developed in cooperation with user
groups. Services should, furthermore, as far as possible be freely accessible,
but if prices or tariffs are charged these should reflect social and environ-
mental concerns and not be left to market processes. The objective is to make
sure that all citizens, however marginalised socially or geographically, have
sufficient service access. In addition, price policy should take into account
the long-term effects of a possible exclusion of certain groups from service
provision, which may greatly outstrip the initial costs (as it is obviously the
case in health and educational services). The establishment of socially and
environmentally sensitive prices of course demands the possibility to sub-
sidise services.

15.5 High quality public sector jobs in order
to ensure high quality services

The quality and effectiveness of public services depends on highly moti-
vated public sector workers with sufficient resources and training to accom-
plish their tasks. Moreover, public services are also a major source of jobs.
Public service providers are among the largest employers in their countries.
During the post-war decades the extension of public employment played
an important role in reaching the overall objective of full employment and
in mitigating cyclical private sector job losses. It not only created employ-
ment opportunities especially for low- and medium-skilled workers and in
some areas for women, but also worked as a counterweight and partly as
a model for the private sector employment regime (Schulten, Brandt and
Hermann, 2008).

Many public sector workers enjoyed a high degree of employment secur-
ity, while working conditions were regulated by a complex set of rules which
made sure that economic pressure did not compromise quality and security
of services. As a result, employment and working conditions were more sta-
ble and homogenous than those offered by private sector employers, thereby
adding to the decommodification of labour in the post-war decades (ibid.).
Public sector workers were subsequently less motivated by wage increases
than by the public sector ethos, including a high degree of identification
with the employing organisation, loyalty, accountability, a sense of com-
munity and a sense of justice. In some cases there was, however, also a lack
of motivation.

Liberalisation and privatisation presented a major challenge to the public
sector employment regime. Allegedly, rigid employment standards and work
rules, including a lifetime protection from dismissal, were criticised as barri-
ers to greater service efficiency. In some countries (like the UK) and sectors
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liberalisation and privatisation were deliberately deployed by governments
to break the power of public sector trade unions. Cost-cutting has not only
led to falling employment numbers; the emergence of new competitors and
the drive to lower labour costs have at the same time resulted in a fragmen-
tation of bargaining structures and the introduction of two- and multi-tier
labour relation systems (Brandt and Schulten, 2007). Differences emerged
between ‘old’ and ‘new’ workers in the same company, between workers
employed by the former monopoly providers and by the new competitors
and between in-house and outsourced staff. Liberalisation and privatisation
have not only led to a widespread deterioration of public sector working
conditions, in a number of cases they have literally fuelled the creation of
low-paid and precarious jobs (e.g., in the postal sector in Germany and the
Netherlands). The resulting re-commodification of public sector employ-
ment may not only affect public sector workers. In the absence of a public
sector counter-weight, private sector employees in the long term can also
expect growing pressure on wages and working conditions.

To make sure that liberalisation and privatisation are not carried out
at the cost of public sector workers and of service quality (suffering from
poor employment and working conditions) there is a need for strong and
encompassing employment standards in public service sectors. These stand-
ards have to create a level playing field that applies to all competitors, not
only to the former monopoly providers, and should make sure that work-
ers who carry out the same job should receive the same compensation. In
addition, new competitors should be banned from fighting unionisation
and required to introduce the same forms of workers’ representation that
exist in the former monopoly providers (who typically have elected works
councils and much higher union membership rates than the new competi-
tors). Training and promotion systems should be fair and profit all public
sector workers and not only particular groups. Wage differentials should be
based on experience and commitment and not on market criteria and they
should be proportional in order to strengthen the solidarity between public
sector workers.

Besides trade unions, work councils and other forms of labour represen-
tation should play an important and active role in the planning and deliv-
ery of public services. A highly motivated public sector workforce is the
best guarantee that service quality is improved in a great variety of aspects,
including those that are particularly labour intensive. In addition, the pub-
lic sector should provide extensive training and comparable decent jobs,
especially for low- and medium-skilled workers, and for workers who are
discriminated in private sector labour markets.

15.6 More participation, accountability and sustainability

A paramount element in a progressive ESM is to make political decision mak-
ing of any kind, particularly relating to welfare, much more participatory.
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A reform of the ESM must therefore centre on improving participation,
accountability and sustainability. This will be the critical difference to the
social models of the post-war years. In other words, social and political insti-
tutions and states themselves must change and allow for new forms of activ-
ism, participation and responsiveness in order to overcome the paternalistic
top-down governance structures of the Keynesian welfare states of Western
Europe and the state-communist systems of Eastern Europe. A radical dem-
ocratisation of European societies that promotes active participation also
demands for citizens with sufficient resources to formulate and articulate
their expectations, and engage in the development of collective solutions
to social problems. It is clear that the financing of this new system must
be public, but the concrete processes and institutions that enable a radical
democratisation still wait to be developed. Participatory budgeting devel-
oped in South America, but increasingly also practiced in European munici-
palities is one example of how state agencies can be made more responsive
to citizens’ needs.

Public services play a crucial role in this regard and the reform of pub-
lic services could function as a model for a penetrating democratisation of
European societies. In the old public service model citizens elected govern-
ments which would then decide about the provision of public services or
delegate decisions to administrative units. If they were not satisfied with the
services, users could elect another government but they could not directly
articulate their critique of existing practices. However, with liberalisation
and privatisation and the resulting commodification of public service provi-
sion service users have even less influence. In the new privatised social mod-
els the provision of ‘public’ services is left to the market which means that
service users have a choice to decide between two or more providers that
perhaps all provide the same unsatisfying service — if they can afford to pay
for them. Instead of reducing service users to consumers that can choose
between different yet unsatisfying alternatives, an alternative public service
model should be based on strong and encompassing user participation.

The participation should bet twofold: First of all, users should be encour-
aged to monitor service delivery and make suggestions for improvements.
Second, service users or specifically assigned user representatives should
play an important role in the planning and design of public services. Service
users, in other words, should become co-producers (Needham, 2008). A pos-
sibility would be the installation of a wide range of public service boards with
representatives from management, workers, experts and service users. The
objective would not only be to solve current problems, but also to develop a
dialog and vision for the future of public services. There are some examples
that give a hint how such a dialog could work. The reorganisation of muni-
cipal services in Trondheim in Norway clearly demonstrates the gains
involved in such a process (Little, 2007). Yet the example of Trondheim also
shows that the primary focus of public service reform should not be how to
cut costs, but how to improve services.



Elements of a Progressive European Social Model 243

15.7 Conclusion

The elements of a progressive ESM identified and discussed in this chapter
are certainly important but not exhaustive. These elements are:

® An active yet more responsive and democratic state that resumes its
responsibilities vis-a-vis its citizens. Such a state should introduce encom-
passing regulation that covers the entire process of service provision and
makes sure that services are of high quality and easily accessible. An active
state should furthermore promote public ownership in public services in
order to built capacity for public problem-solving processes and innovation.
To be able to do so, states need an adequate tax and monetary policy.

* An encompassing welfare system based on universal rights that enhance
decommodification and protect workers from poor jobs and working con-
ditions. Such a system should also guarantee a basic income for those
outside paid employment, many of whom do unpaid work, in order to
promote self-development and participation. Money transfers should be
combined with a social infrastructure of high-quality, easily accessible
public services. Such a welfare system can hardly be imagined without a
meaningful distribution of wealth.

e Public services that are of high quality, accessible and affordable and
thereby promote equality and social cohesion. As far as possible, public
services should be freely accessible but if prices or tariffs are charged they
should reflect social and environmental concerns, rather than reflecting
market power of particular groups of costumers. In short, services should
be the same for all service users regardless of their purchasing power. To
make sure that all services are of high quality, regulation should address
the various quality aspects involved in the provision of public services
and cover all services providers not only the former monopoly suppliers.

® A public sector workforce which creates decent jobs especially for low- and
medium-skilled workers and for groups that are discriminated against in
private sector labour markets. Regulation should make sure that liberalisa-
tion and privatisation does not lead to a fragmentation of labour relations
and a deterioration of employment and working conditions. Furthermore,
trade unions, work councils and other forms of labour presentation should
play an active role in the planning and delivery of public services.

® A high level of participation, accountability and sustainability. This is
perhaps the greatest difference to the post-war models and the Western
European welfare states and the Eastern European communist systems.
Public services that constantly strive to meet the changing needs of citi-
zens’ demand for an active role of service users, both, in monitoring exist-
ing services and in the planning and designing of new services. Although
there is much work ahead in developing institution and mechanisms that
promote accountability and participation, there are a few examples in
Europe that can be used as an inspiration to build a progressive ESM.
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