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Abstract

Since the mid-1990s, several steps have been taken towards an integration of social policy in
the EU. Yet there is reluctance in many quarters to go further. This paper introduces the
special issue on integration of EU social policy and explores the case for a more
comprehensive ‘Europeanisation’ of the policy area. We argue that the norms that underlie the
European model provide the rationale for integration, and that the usual focus on the
undoubted differences between countries in the approaches to, and delivery mechanisms of,
the welfare state are not as great an obstacle as is often assumed. With the advent of EMU and
with many common problems to confront, the EU countries have good reasons to adopt a
common approach to social policy, even if implementation remains at the national level. The
open method of co-ordination provides the means of reconciling these aims and the article

concludes with a discussion of how it might evolve to achieve a more integrated EU policy.



There is a fundamental dilemma about social policy in the European Union (EU) context. On
the one hand there is a widely-held belief that a European social policy, and especially
concerted action to counter social exclusion, is to be promoted and may even be a necessary
extension of European integration. Consolidation of economic and monetary union (EMU)
will reinforce the arguments for complementary European social policies. Equally all EU
Member States share common social values that are captured in the notion of the European
social model. In particular, we note the common societal relevance of social protection in
Europe and the widespread concern for how this commonality might be safeguarded in the

future.

Compared with the period from the early 1970s to the latter half of the 1980s, European
economic integration has proceeded rapidly in recent years, first with the completion of the
single market and now with EMU. The economic shifts that this has led to have been
substantial, with EMU in particular having recast the economic policy framework. The
implications for social policy have, however, received much less attention, yet, as the article
in this issue by Mayes shows, there are many new linkages that have to be taken into account
and fresh thinking is needed. EU social policy has, however, evolved only haltingly, and has
had to face up to determined resistance on the part of many Member States to any transfer
‘upwards’of formal competence for the policy area. The article in this issue by Ferrera,
Matsganis and Sacchi looks at the rationale for an EU involvement in social policy and offers
explanations for its slow advance. By tracing its evolution they show how the decision taken
by the EU’s leaders at the European Council held December 2000 in Nice to initiate new
‘National Action Plans’ for social inclusion (rather inelegantly known as NAPincls) arose,

and provide a first assessment of these.

Although the formal assignment of monetary policy to the European level and the
introduction of the single currency are the changes that have grabbed the headlines, the period
since 1997 has seen a renewed interest in advancing the social dimension of European
integration. The Amsterdam Treaty resulted in two sea-changes: with the UK finally agreeing,

it incorporated the Social Chapter that had been staunchly resisted by previous UK



administrations; and under the impulsion of the newly elected French socialist government an
Employment Title was added. Since then, there have been significant advances in EU social
policy. These developments have been facilitated by an important re-orientation in the
approach to governance that has since come to be known as the open method of co-ordination

(OMQ).

The move to economic and monetary union (EMU) in Europe has already had, and will
continue to have, a profound impact on the EU’s economic prospects and on the nature of
economic policy-making in the Union. It will also bring to the fore the many questions that
have arisen about the future of social protection in Europe and give a renewed impetus to
efforts to reform welfare states (for a recent overview, see Esping-Andersen et al, 2001). With
globalisation and the supposed ascendancy of neo-liberal economics also having a significant
impact, it would be easy to leap to the conclusion that the European social model is facing an
unprecedented challenge and is at risk of having to be dismembered. Yet, although social
protection accounts for an average of 28% of GDP in the EU member states, we argue that,
borrowing from Mark Twain, tales of its death have been greatly exaggerated. Above all, it
has to be recognised that the European social model resides in its value basis more than in the

systems by which it is applied or its cost to the public purse.

On the other hand, the case for ‘Europeanisation’ is unconvincing because, quite apart from
the legal, political and constitutional obstacles, there are solid grounds for believing that
social policies and, almost a fortiori, social exclusion policies should remain a national
competence to which the subsidiarity principle rightly applies. Policies to counter social
exclusion are typically agreed and implemented at the local and national level, and very
diverse in character and design, albeit often embedded in the frameworks of broader social

protection and labour market policies.

This special issue has three main aims. The first is to contribute to the debate on the merits of
the European social model and the implications of recent and prospective changes for its
evolution. A second objective is to look behind the broad assertions to assess how effective
current systems are in dealing with key social issues, especially social exclusion. Third, we
explore the future of the social model and how effective the emerging policy framework is
likely to be in dealing with the acknowledged problems confronting the EU, notably in
dealing with social exclusion. These three themes inform the case for a more extensive role

for the EU level in social policy and form the basis for an overall assessment of the case.



The articles in this special issue explore different facets of the evolution of European social
problems and policy with an overall focus on whether a more extensive role for the EU level
of governance is warranted and how it might be implemented'. In other policy domains, the
logic of integration has been incremental, with, for example, the customs union leading to the
single market and monetary union being portrayed as a necessary complement. We argue,
however, that this ‘neo-functionalist’ logic does not provide a sufficient rationale for
integration of social policy, not least because national accommodations on social protection
are so politically sensitive and because they represent national agreements that have been
carefully constructed over generations. To put it another way, the so-called ‘negative’
integration of markets in the interests of economic efficiency (cf Tinbergen 1954) can be
more readily rationalised than the ‘positive’ integration implicit in ceding autonomy over the
much more overtly political decisions associated with redistribution and societal choices

(Scharpf, ***%*),

A Europeanisation of social policy would involve a considerable deepening of integration
along ‘positive integration’ lines.. In this introductory article, we suggest — drawing on the
three main themes of the special issue as a whole - that the arguments revolve around three
main sets of issues. The first has to do with values and concepts, and in particular the shared
attributes of that elusive notion, the European social model. The second is empirical: are there
common problems — especially in the extent and nature of social exclusion — that justify a
common response, particularly if economic integration, itself, can be shown to be a pivotal
influence. The third area is the transformation of EU policy-making: there have been repeated
calls for a ‘Social Europe’ to complement ‘Economic Europe’ (for an overview see
Pakaslahti, 2000), and these calls have acquired a renewed salience now that the single

currency is a reality

Yet in all three arcas there are doubts and contradictions. Yes, we can discern much that
unites the social models of the different EU member states, but they manifestly differ
significantly in philosophy and the mechanics of welfare provision. Yes, social exclusion and
long-term unemployment are evident throughout the EU and may well have common causes,

but the incidence can vary markedly from country to country. Moreover, there are systematic

' The articles in this issue draw mainly upon the ‘EXSPRO’ research project, funded by the Directorate-General
for Research of the European Commission under the Targeted Socio-Economic Research (TSER) programme.
We are grateful for the generous financial support and also wish to thank the other participants in EXSPRO for
their contributions which have enriched the findings, even if they are not specifically named in this issue.



differences between countries in the degree to which their welfare systems succeed in
forestalling social exclusion. Yes, it is undeniable that economic integration in Europe has had
social consequences, that more will arise as EMU is consolidated and that there is
considerable scope for a concerted European response, but it does not necessarily follow that

EU competence is the best answer.

In what follows we attempt to pull together the different strands of the debate, drawing on the
work in the other three articles and, more widely, on the EXSPRO project. The article by
Mayes analyses the influences on social policy from a macroeconomic perspective, looking
both at the direct consequences of EMU and at longer term shifts in the macro-economy.
Tsakloglou and Papadopoulos then present findings on the incidence of social exclusion
across the EU, highlighting the differences in detail, but also drawing attention to some of the
common features. Ferrera, Matsaganis and Sacchi document the evolution of social policy at
the EU level and show resort to the OMC has opened-up new opportunities for an integrated
approach at the EU level. To set the scene, we start in section 1 by looking at what is meant
by ‘the European social model’. Is there anything common in European welfare states that
adds up to a social model that has shared traits in all western European countries? Although a
common core can be found, there are, nevertheless, substantial differences among the
countries of the EU. They are dealt with in a second section. In section 3, we look at changes
in the policy context. This brings us to the question of whether there is an obvious role for the
European level of governance. Section 4 looks at the approach adopted up to now by theEU
level, then the main features of the newly emerging methods are discussed. We conclude with
an assessment of the viability of the OMC as a means of reconciling the conflicting pressures.
It is plain not only that EU welfare states have to adapt to a new macroeconomic setting that
will simultaneously impose new constraints, but also that the likelihood of their doing so will
vary. If OMC functions as its proponents hope, the EU level will have a vital role to play in
steering adaptation. But the deficiencies in the EMU policy framework also have to be
confronted. The main message from the research reported in this special issue is that OMC,
imaginatively used, does offer a means of achieving the aims of a more integrated European

social policy without compromising national interests.

Helpful comments on earlier drafts received from Graham Room and Ian Gough have allowed us to improve this
article greatly, but the usual disclaimer applies.



1 The European social model: illusion or firm foundation for ‘Social Europe’?

Although the EU is often portrayed as a predominantly economic construction, there are
shared values and priorities that set the region apart from other parts of the world, often
encapsulated in the term the ‘European Social Model’. Much is said and written about this
model and how it is in urgent need of reform (see, for example, some of the contributions to
Buti et al., 1999), yet it is often difficult to relate these debates to the immediate and difficult
demands on policy that emanate from the upsurge in social exclusion. It is, consequently,
useful in appraising the prospects for European social policy to revisit its normative
foundations and to ask what are, or could be, the foundations for a more extensive role for the

supranational tier of governance.

It should be stressed at the outset that the European Social Model is more than welfare state
provision, and that the various national social protection systems differ quite markedly. Yet it
is neither the systems nor the programmes that characterize our European social approach. It
is, rather, the collective decisions on the labour-income nexus (or ‘rapport salarial — see
Boyer, 1990, 1995; Aglietta, 1997) which underpin the welfare systems that are of
importance. Some simple indicators help to make the point, beginning with a comparison

between the European Union and the United States.

First, gross domestic product per capita is 30 percentage points higher in the US than in the
EU. Per employed person this difference is much smaller, however. The difference in
numbers of hours worked per capita is the explanation, not because the hours worked by
individual workers is higher, but because more Americans are enabled to work, yielding a
higher aggregate number of hours worked. GDP per hour worked, by contrast, is lower than in
the EU, suggesting that the lower skilled workers that are still given access to the labour
market are decreasing average hourly productivity. In fact, while average remuneration per
hour is at a similar level, productivity per unit of remuneration is lower in the US than in the
EU. (Berghman, 1997) Implicitly, therefore, the EU has ‘chosen’ a higher productivity

strategy by giving only the most productive workers access to the labour market.

Yet, while implicitly and collectively deciding to be very productive, the Member States of
the EU also decided to guarantee minimum living conditions to those not capable of being
productively inserted in the labour market because they do not yet, or no longer, have the
capacity to work. According to Adema (2001) EU countries typically spend between 20% and
26% of their GDP on gross social expenditures, whereas Japan and the US only spend about

15% in this way. In net terms these figures are somewhat lower to the extent that part of these
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expenditures return through direct and indirect taxes and social contributions. These have a
considerable impact on social expenditure levels in the Netherlands and in the Nordic

countries (see figure 1).

Figure 1. Extended Net Social Expenditure Indicators, 1997
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However, when tax expenditure and private expenditure on the same ‘social’ contingencies
are added the picture changes even more. It then appears that all countries, except Japan,
spend at least a quarter of GDP on social expenditures. Hence, the member States of the EU
and the US spend more or less the same share of GDP to provide various social services and
benefits, the difference being that in the EU this is done more through obligatory and statutory
schemes. By doing so the EU countries find it easier to counter adverse selection mechanisms
and thus to be more effective in reducing poverty. This is shown in figure 2. Using their social
security schemes the European countries manage to lower the percentage of persons that have

to live on an income that is below their respective relative poverty line to a large extent.



Figure 2. Impact of Various Income Components on Poverty Head-Count
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Source: Calculations by Koen Vleminckx on Luxembourg Income Study Database (1994-1997 wave).

A further distinction between the EU Member States and the US is in how they deal with
minimum wage and minimum benefit levels. By defining minimum levels for decent wages
and benefits the EU Member States implicitly confront their society with minimum
productivity requirements. Employers cannot afford to hire workers to whom at least a
minimum ‘living’ wage has to be paid if these workers cannot provide the productivity level
that corresponds to that minimum wage. The effect of this is that only workers with an above

minimal productivity level get access to paid work.

Hence, the European model combines a strong incentive for high productivity with an
obligatory system of income protection for those unable to fulfil the high productivity
requirements. In other words the core of the European social model is the way European
societies operationalize the labour-income nexus (e.g. Berghman, 1997). All this should be
situated in a contextual framework of co-ordinated economies that have a strong tradition of
collective bargaining and an increasingly common economic policy regime, at least within the
Euro zone (Iversen, 2000). As a result of common problems and constraints such as the aging
population and the service sector ‘trilemma’ (Pierson, 1998; Esping-Andersen, 1999), we see
an increasingly common approach to social policy in many EU Member States. There is a

renewed emphasis on (re)integrating benefit population into the labour market in an attempt to



contain, if not reduce social expenditure levels. Activation policies were advocated by the
“Third Way” and the “Active Welfare State” paradigms, which became prominent in
European social policy debates in recent years (Giddens, 1998; Vandenbroucke, 1999). As a
result of efforts to optimise the employability of the active population, the organisation of
lifelong learning moves more to the centre of the European model (Room, 2000). Education
and training are seen as investments in human capacities and considered to be an integral part
of our social policy framework. In the US, the view that education system is at the core of the
welfare state is much older and some have even considered the education system as a

substitute for social protection in the US (e.g. Flora et al., 1984).

The renewed emphasis on social exclusion and notably the implementation of the open
method of coordination for social exclusion could lead to a deepening of this dynamic
approach to social policy, which has the lifecourse as a perspective and focuses on improving
individual capabilities. From a life course perspective, welfare states should aim to intervene
at the most efficient and effective time in people’s lives. An example is the prevention of
child poverty, which could be a very efficient and effective way of preventing poverty and
social exclusion of adults. Making sure that children receive a good education and grow up as
healthy productive individuals will contain social expenditures at a later stage (Vleminckx et
al., 2001). The focus on capabilities means that the state, as well as the market, has to promote
for each person the development of his or her capabilities to work in the context of what a
person values. Thus, in a Capability model the development of the individual becomes the
central point of attention and this requires a tailored approach and the participation of various

actors involved (Esping-Andersen et al. 2001).

2 Differences between countries: evidence and explanations

Against this background one can nevertheless distinguish marked differences and approaches
among the EU countries in the nature of the labour-income nexus. The four distinct traditions
that can be identified are the Nordic, the Atlantic, the Continental and the Southern (see: inter
alia Esping Andersen, 1990; Rhodes, 1996; Goodin et al., 1999; and Ferrera et al. 2000). The
difference between them stems, in our view, from long-standing cultural differences that have
conditioned both the policy making structure and the content of the welfare state systems.
These cultural differences account for the different way in which these countries conceive
social policy and the social contract that constitutes its basic framework. Yet, before

explaining these differences it is useful to point to what we like to call the 'basic societal



process' onto which social policy is grafted. This 'basic societal process' holds that we educate
and train people to ensure that they are able to enter the labour market and thereby have the
opportunity to gain a primary income. This income in turn enables them to have command

over resources to guarantee their social integration.

Seen in this way, the raison d'étre of social protection is not so much to guarantee income as
to safeguard social participation and social integration. Social protection does this by acting as
a mechanism to allow the individual to remain ‘included’ where insertion in the labour market
is no longer possible or desirable. One may even argue that replacement income schemes all
cover the same basic social risk, i.e. incapacity to work, or to be more correct: the absence of
fit between capacity and work. In the case of unemployment this risk materializes because
there is no work; in the case of sickness and invalidity because there is either temporarily or

permanently no work capacity.

Against this background the traditional Nordic model emphasizes (re)insertion in the labour
market, whereas the continental/Bismarckian model stresses a good by-pass mechanism with
earnings related benefits that are capable of replacing the lost wage to a higher degree than
just a minimum level. The atlantic/Beveridgean model provides flat rate income protection in
order to safeguard minimum social participation, in line with an old poor law tradition. Hence
earnings related protection was originally left to occupational and private initiative. Southern
Europe, finally can be conceived of as a less developed continental one with a much larger

role played by mechanisms of family solidarity (Ferrera, et.al., 2000).

As the article by Tsakloglou and Papadopoulos in this issue shows (see also, Whelan et al,
JESP 2002), the character of social exclusion differs from country to country. Aware of the
huge variety of definitions that have been attributed to the concept of social exclusion, they
have given themselves the task of operationalizing it in a way that allows a comparative
analysis for the EU member states using the first four waves of the European Community
Household Panel (ECHP). To that end they constucted an indicator of 'chronic cumulative
disadvantage', an aggregate variable embracing deprivation in the domains of income, living
conditions, necessities of life and social relations and refering to lasting disadvantage over
several years. Social exclusion, then, appears to be much more widespread in the Southern
countries and in the countries with an atlantic tradition than in the continental and Nordic
ones. In Southern Europe the elderly also face a higher risk of social exclusion than in
Northern countries. Full time employment of the main breadwinner remains the important

barrier against social exclusion. Together with household composition and some personal
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characteristics like educational qualifications it is the variable which best explains the
probability of social exclusion. What is striking, however, is that these variables are of
varying importance from county to country. Moreover, country differences and welfare

regime effects seem to be significant.

The evidence is that even after controlling for employment status, educational qualifications,
household type, citizenship and health status, social exclusion can partly be attributed to
national or regime specific factors. The socio-economic context of social policies and the way
in which the welfare systems counteract social exclusion apparently makes a difference. One
should, therefore be cautious in advocating a more extensive role for the EU level, precisely
because these differences show that countries have made choices that, arguably, reflect

national political preferences

These distinct European sub-models also show different policy making traditions. It is
important to be aware that a particular policy making tradition has to do with the particular
interrelationships between the citizen, the state and organized society, especially through
representation by the social partners. In the Atlantic tradition, the key relationship is between
the state and the individual citizen, with social protection under the control of the state
authorities. In the continental countries, by contrast, the social contract stems from
agreements by the social partners, subsequently endorsed by the state institutions, while in the
Nordic countries the basic agreements being stem from talks between the social partners and

the political representatives.(Begg et al., 2002).

What is important about these differences in policy-making structures is that they affect the
willingness of Member States to shift towards the more preventive and re-integrative
approach of an activating welfare state, and condition how they will react in trying to
accommodate present-day challenges. Atlantic countries, with little involvement of the social
partners and Nordic countries with their active welfare state tradition will find change easier
than the Continental and Southern European countries with their powerful social partners,
because the former have less need to achieve a broad consensus and are, thus, better able to
impose changes. As a result, member states are confronted with difficulties of different orders
of magnitude in trying to adapt, re-calibrate, or re-invent their social protection

system.(Ferrera, et al., 2000)

The activating policies that have been devised in recent years in several countries represent a
first and crucial step towards redirecting attention from employment to employability and

from job security to lifelong learning. On the basis of an analysis of the employment National
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Action Plan of 1999 and 2000 Madsen et al. (2002) distinguished employment policy regimes.
They found a close connection between national employment policy regimes and the problem
of social exclusion. EU member states in regimes designated as ‘active’ (Denmark, the
Netherlands, Sweden and Finland) characterised by a high level of expenditure on active and
passive labour market policies alike, along with well-defined and broad ranging employment
policies, have unambiguously less social exclusion. Moreover, countries shifting towards this

system seem to experience an improvement in social conditions.(Madsen et al., , 2002).

The EXSPRO research suggests that employment regimes differ substantially in how they
combine employment regulation and welfare benefits to deliver social protection. Social-
Democratic and Nordic Regimes perform best in attaining a high level of labour market
flexibility while providing much security in terms of income and employment security.
Although generalisations are risky, the Southern European, traditionalist regime seems to
deliver the worst combination as regards flexicurity. The Anglo-Saxon regime is weak on the
social security part while the Continental European does not perform particularly well as

regards flexibility. (Begg et al., 2002)

3 The changing policy context

The move to the single currency constitutes a significant change in the macroeconomic policy
environment. It will have a variety of repercussions on how policy is conducted and will have
an impact on the prospects for dealing with social exclusion. With a common monetary policy
and restrictions on fiscal policy, other macroeconomic policy instruments will be needed to
assure economic adjustment and, in particular, to resolve economic ‘shocks’ that have a more
pronounced effect on some regions, sectors or social groups than on others. Equally, the
promise of EMU is that it will mean a more stable macroeconomic context that is expected to

allow more rapid aggregate economic growth.

In parallel, the EU is confronted by a number of longer run trends that will bear on the
incidence of, and capacity to respond to, social problems. Thus, enlargement of the EU will
bring in new member states with significantly lower labour costs, and even if the enlargement
is ultimately of mutual benefit, it can be expected to have local and sectoral impacts that will
constitute new causes of unemployment with the attendant risk of intensified social exclusion.
Aging of the population because of its demographic profile is a well-documented trend that
will simultaneously increase the proportion of the traditionally vulnerable elderly in the

population and lower the tax-paying base of working individuals. In addition, and
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notwithstanding the recent bursting of the ‘dotcom’ bubble in the US, the phenomenon of the

new economy will continue to reshape productive processes.

At issue is whether the outlook for social exclusion will be affected by these changes in a
predictable and manageable way (Pierson, 1998; 2001). These questions are taken up in detail
in the article in this issue by Mayes. He shows that through a variety of different mechanisms,
it is likely that EMU and the SGP will aggravate social exclusion for any given overall EU
growth rate. In part this is a straightforward arithmetic inference: when the instruments of
macroeconomic policy are set for a broader economic area, the probability that particular
segments will find the overall stance of policy less helpful is increased. Thus, if a particular
region is adversely affected by a loss of competitiveness of a prominent sector of economic
activity, it is unlikely that monetary policy set for the Euro-zone as a whole will respond. The
region thus has to adjust by other means, some of which will be transformations that are likely

to lead to income and employment losses that could engender social exclusion.

The EU is, progressively, putting in place a range of mechanisms and processes to enrich the
policy armoury in order to complement the assignment of monetary policy to the EU level.
Thus there is now a European Employment strategy, and commitments have been entered into
to accelerate structural reforms, including of social protection systems. These reforms are, on
the whole targeted at improving the conduct of macroeconomic policy by ensuring that the
different instruments of policy can be, and are reconciled. We argue however, that although
such changes may, indeed, assist macroeconomic stabilisation, they do not provide for the

resolution of social problems that arise as a result of, or are aggravated by, EMU.

More pointedly, the evidence suggests that even if the average (whether of income,
employment or unemployment) across the monetary union is unchanged, there will tend to be
an asymmetric effect on those that are adversely affected by shocks. Put another way, there
will be both winners and losers from the single currency for a wide range of reasons, with
many of those who lose unaccustomed to such impacts. What tends to happen in these
circumstances is that there will be an increase in social exclusion amongst those affected that
exceedsthe reduction elsewhere in social exclusion. Much the same is true of the risks
engendered by enlargement. In macroeconomic terms, it may well be true that bringing-in
new member states to the EU will benefit current and new members alike. But there will be

specific sectoral and local or regional impacts that are likely to lead to new social problems.

The glib answer would be to increase expenditure on policies to counter social exclusion, but

here too Mayes identifies a dilemma: beyond a certain threshold, a high share of public
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expenditure (generally) has a dampening effect on an economy’s potential for growth and
employment creation, either because it favours low productivity activities or creates
disincentive effects.. Therefore, action to combat social exclusion needs, ideally, either to be
taken without increasing the share of the public sector in the economy or to be targeted

towards productive potential.

There are two promising avenues for a possible resolution of this dilemma. The first is to
focus on the ‘capabilities’ approach espoused by by Salais and Raveaud (2001) to broaden the
notion of activation beyond the labour market. Transcending both the old monetary approach
to poverty and inspired by Sen, they put the emphasis on the capabilities of the citizens, on the
effective freedoms a person enjoys to share fully in the social life of the society he or she is
living in. In this approach, by enabling individuals to be reconnected to mainstream society,
the likelihood is that the processes which lead to social exclusion in the first place will be
countered. Recognising that social exclusion is multi-faceted is part of the answer, but so too
is the fact that an effectively reconfigured social protection system can be a productive means
of reintegrating those on the margins of society and thus assisting them to be contributors

rather than dependents.

What should be pointed at here, however, is that such approach is not only of relevance for
social exclusion but may inspire the broader social policy field. Moreover, it not only
challenges the concepts but also highlights quite different demands on social policy and social

exclusion policy instruments.

The capabilities approach puts the emphasis on empowering individuals through human
capabilities such as skills, knowledge and health, to enable them to catch up with the rest of
society. What is required for the capabilities approach is a framework that ensures different
institutions and social groups are able to contribute towards these aims. Policies should aim at
removing various kinds of active and passive boundaries that obstruct the participation of
individuals and social groups in the economic, social and political life of a society. (Begg et
al., 2002) In fact, the lack of capabilities inhibits a person's scope for living the life he or she
has reason to value. It follows that policies to counter exclusion should be about providing the
individual with capabilities, and thus opportunities, in a way that empowers and increases
prospects and life chances. Social policy consequently has to support not only the "freedom
from want" but also the "freedom to act", for instance the freedom to combine career and

child rearing or to combine a job with lifelong learning.
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Thus the capabilities approach presumes a different relationship between the individual and
the state: the welfare state is rephrased as 'the active welfare state' or 'the enabling society'.
Giddens refers to the 'social investment' society emphasising the 'active' role of the
government in preventing risks by enlarging people's prospects, by combatting mechanisms of
exclusion and by providing means for participation. (Giddens, 1994, 2000) Offering a wider
range of opportunities, like in-work benefits to combine work and other activities, tax
allowances for bridging the 'poverty-gap' and 'credits' or 'voucher' systems providing
'drawing-rights' on work, education or care support are then possible means of preventing and

curbing social exclusion.

The second avenue is to enhance the co-ordination of policy at EU level. Mayes reports
simulation exercises which show that the extent of economic problems that might aggravate
social exclusion is attenuated in scenarios in which policy is more effectively co-ordinated at
European level. As understood by economists, co-ordination in this sense concerns the
manner in which fiscal and monetary policy are combined. However, one of the main
macroeconomic implications of EMU is that the mix of policy instruments will change,
notably with more pressures for reform of supply-side policies and especially of the labour

market and regulatory matters.

4. A role for the European level?

One of the main arguments of this special issue is that the economic co-ordination agenda
cannot ignore the social dimension. Much progress has already been made in integrating
employment policy with the broader economic policy-making process at European level. This
works principally through the European Employment Strategy, with the Broad Economic
Policy Guidelines serving as a complementary framework. But we believe that other facets of

the social dimension need to be more fully articulated.

This raises the question of the European level of governance and, in particular, whether it has
to play a role in making the European social model work. Leibfried and Pierson (1999: 34)
suggest that 'what is emerging in Europe is a unique multi-tiered system of social policy, with
three distinctive characteristics: a propensity towards "joint-decision traps' (Scharpf, 1988) and
policy immobilism; a prominent role for courts in policy development and an usually tight
coupling to market-making processes'. From an analytical point of view it is useful to check
whether these three characteristics are relevant and how they can help us in understanding EU

social policy.
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a. policy immobilism

In the social policy scenarios that were sketched in the early 1990s when the single market
measures were being completed, the fear that policy development with respect to
harmonisation/convergence would be dominated by immobilism, seems to have been correct
up to 2000. At that time possible scenarios that were debated about the future of social
protection ranged from unification of social protection in a single European system, through
the introduction of an additional shared thirteenth (and what would now be a sixteenth) state
system (see, for example the proposals of Pieters, 1993) up to a scenario of immobility. Yet
actual measures were very limited: the two 1992 texts on minimum protection and social
protection respectively were given merely the status of Council Recommendations, and, as
such, have to be seen as being at the ‘softest’ end of the legal spectrum (Council, 1992 a & b).
The Social Protocol in the Maastricht Treaty was only formally agreed by all member states
six years later in the Amsterdam Treaty, and has only latterly led to any tangible policy
initiatives. Although the fight against social exclusion has moved up the policy agenda and
been promoted as an aim of the Union, there has been no breakthrough with respect to social

protection.

By contrast, the pace of change in employment policies has been striking. The Essen-
Amsterdam-Luxembourg initiatives now brought together in the European Employment
Strategy (EES) commit the Member States to an annual process in which they formulate plans
in the light of common guidelines, have them scrutinised and exchange policy ideas. Such an
approach might be the way forward for policies on social exclusion and, possibly, reform of

social protection.
b. court driven

Several authors have argued that the reluctance of the Member States to take social policy
measures at the EU level has resulted in the paradox whereby the Member States, by asserting
their sovereignty, are unwittingly losing their independence.(Leibfried, 1994) This is most
clearly visible where social policy practice clashes with economic, single market objectives.
The Kohll and Decker, and more recently the Smits-Peerbooms and Vanbraekel rulings were
an example of how EU economic legislation on free competition might overrule national
social legislation.(Mossialos e.a., 2001) It also showed how the core objectives of the EU, that
i1s economic objectives, constitute a threat to social policy and its market corrections if these
corrections are not backed by legislation at that same EU level. The ruling by the European

Court of Justice on the Brentjens case indicates, however, that social progress is beginning to
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become recognized as one of the basic objectives of the European Union. This recognition
might open the way for a more socially inspired case law and, indirectly, for more pressure on
the explicit policy actors in the Commission at large and in the Council to take further
initiative.

c. market-linked

The first, very early and very strong EC involvement in social protection was related to the
so-called coordination of social protection for migrant workers. This is for by ‘hard law’ in
the shape of regulations. A fundamental revision of regulation 1408/71 — the piece of
legislation dating from 1971 (although amended a number of times since) which underpins the
rights of migrant workers to social protection - appears to be extremely difficult. The EU
member states have been increasingly reluctant to agree to formal legislation in this area and
there are few signs that this is liable to change in the near future. And it remains to be seen

whether the actual proposals on second tier pensions can help to un-block the situation.

The insurance market has been opened since 1994. Tight budget constraints (partly stemming
from the requirements for joining the EMU) have blocked social protection development in
some countries and at least for some schemes. The gap thus created might be filled up by
private - occupational and individual - insurance schemes. The odds are, however, that this
will be done in a socially very unequal way. So, those out of stable employment might be
excluded from any complementary protection altogether. The occupational and individual
schemes may, moreover, induce tax expenditures or allowances, with the result that those who
can afford complementary protection are subsidised by the general taxpayer in an inequitable

manner.

The future of EU social policy

In theory it would make sense to have a European social protection and social exclusion
policy. Basically these policies are meant to correct for market failures. It is logical (and well
established in the fiscal federalism literature — see, for example, Oates, 1991) for these
corrections to be effected at the level where the (single) market is organized. The reasoning is
straightforward: only the highest level of government can take account of, and — if necessary
— act to offset, the impacts of different policies at lower levels. Thus if one region or locality
within an economic space provides lower taxes and benefits, it will attract richer tax-payers

and give welfare recipients an incentive to move to more generous jurisdictions. Such an
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outcome would put an undue strain on the generous jurisdiction and could lead to competitive
attempts to lower welfare standards. Similar outcomes might arise if global competitive
pressures lead to what Alber and Standing (2000: 101) describe as welfare states ‘being

transformed into competition states’.

Under a fiscal federalism approach, public expenditures would be funded, even if the services
in question are not necessarily delivered, by the level of government that encompasses the
policy area in question. To the extent that welfare problems transcend national borders, this
would imply the EU level (as has been the case for the Federal level in the US) having the
lead role. In this way, the temptation for individual Member States to break ranks by offering
inducements to companies through lowering welfare standards would be lessened, thereby
allowing standards of social protection to be maintained. The problem with fiscal federalism,
however, is that the neat economic models do not fit well with the rather messy reality of EU

politics.

In the EU case, regulatory measures rather than a shift of competence for social protection
outlays have been the preferred route and any further Europeanisation will almost certainly
follow the same approach. This need not mean that any European social protection and social
exclusion policies would be excessively prescriptive in a way which over-shadows existing
national policies in these fields; indeed, many competencies could remain at lower levels. Yet,
it would be logical to have the basic policy options discussed and the major policy decisions
taken at the European level, leaving implementation with lower levels. This would allow the
double commitment of productivity orientation and mandatory social protection that

underpins the European social model to be confirmed at the EU level.

In practice, however, there are two prerequisites for a genuine European policy, as welfare
state development at the national level has taught us. It would suppose some form of societal
necessity and the necessary competence legitimacy. Yet, on both counts the European level
remains hesitant. A pressing necessity is not felt and under the subsidiarity principle the
Member States enjoy almost exclusive policy competence. So the odds are that European
social policies will continue to be elaborated somewhat indirectly, by the back door: by
mainstreaming with more central EU competencies, by transfer of information and, of course,

by leaving some crucial decisions to the ECJ.

On closer inspection, as the contribution of Ferrera et al.. in this issue convincingly shows, it
can be argued that the 2000 Lisbon European Council transformed the position by taking far-

reaching procedural decisions for which the Portuguese presidency deserves great praise.
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First, there was an agreement that the spring European Council each year would discuss the
inter-relationships between economic, employment and social policy. Although this offers no
guarantees, it places social issues explicitly on the agenda at least once a year. The second
significant change was the establishment of a high level working party - since renamed as the
Social Policy Committee - to make proposals for indicators on social exclusion and to give
advice on the future role of social protection systems. A first priority of this new group was to
set up a special working group on social inclusion indicators. The set of indicators it proposed

has since been accepted by the Council.

Thirdly, and most importantly, these indicators could pave the way for benchmarks for social
exclusion and social protection policies. Under the Luxembourg initiative a mechanism could
be introduced with respect to employment policies by which information is made available,
National Action Programmes devised and evaluated with a view to elaborating common
benchmarks and policy priorities. The OMC is now also to be applied with respect to other
fields of social policy. A first ‘NAPincl’, a National Action Programme on social inclusion,
has since been written by each of the fifteen Member States and the first round up by the
Commission has been published. In the meantime, a decision in principle was taken in
Goteborg to apply the OMC also in the pension field. These further applications of the OMC
have effectively broken the deadlock that had existed since the Maastricht Treaty, but they

contain both a paradox and a limit.

The paradox is that what was impossible under the subsidiarity principle for the EU-
institutions using the conventional methods of EU decision-making procedures and legal
instruments has become possible now. The difference is that the Member States are acting
inter-governmentally, rather than applying the ‘Community’ method, using the soft law of
‘gentlemen's agreements’ instead of directives. This offers both flexibility and limitations.
(Esping-Andersen et.al., 2001) The procedure and its results will work as long as Member
States are willing to cooperate and as long as the socio-economic context allows for a
constructive attitude. When difficulties arise, however, the risk is that the absence of hard law

will mean that common aims are abandoned or watered-down.

It may be, however, that the Open Method of Coordination, constitutes the post-modern,
flexible policy making ‘laboratory’ that we need in a period of far reaching societal transition
in which not only needs and aspirations are under revision but in which also the spokesmen
and -women of these new needs, aspirations and interests have to find their place in a revised

policy making system. Each of these aspects needs some elaboration. With respect to needs
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and aspirations, the Lisbon Summit of March 2000 was organized "to agree on a new strategic
goal for the Union in order to strengthen employment, economic reform and social cohesion
as part of a knowledge-based economy". (Lisbon European Council Conclusions, p.1) As the
Union's new strategic goal for the next decade it put forward "to become the most competitive
and dynamic knowledge-based economy in the world capable of sustainable economic growth
with more and better jobs and greater social cohesion." (Idem, nr 5) According to the Summit

achieving this goal required "an overall strategy aimed at
(1) Preparing the transition to a knowledge-based economy...

(2) Modernising the European social model, investing in people and combating

social exclusion and

(3) Sustaining the healthy economic outlook and favourable growth prospects by

applying an appropriate macro-economic policy mix." (Ibid.)

If the labour-income nexus is at the core of the European Social Model, it is hardly surprising
that many EU Member States have sought to recast the link between work and welfare.
Moreover, as employment, together with family formation events (household dissolution,
marriage breaks, finding a new partner...) are the crucial factors for guaranteeing social
inclusion, retuning employment relationhips and social protection has become a major point
of interest. Yet, there is a lot of variation both in the measures taken as well as in the
outcomes achieved.(see Tsakloglou and Papadopoulos) This should not come as a surprise,
since social policy reform is bound to be highly path-dependent because of different welfare
traditions and the different challenges confronting employment regimes. Their success
depends on how they manage to attain a high level of labour market flexibility while
guaranteeing adequate levels of social protection and work and income security. This is
known as the flexicurity thesis. The idea is to implement a mutually reinforcing relationship
between flexibilisation of employment relationships and the protection afforded by

saveguarding social security.

So, investing more in 'social capabilities' and 'social capital' should not only be conceived of
in terms of the individual citizen. It should also be seen in terms of building up networks and
empowering citizens allowing, them to take new initiatives and stimulating the establishment
of new services This links to a second aspect of societal revision: that of the adaptation of
policy making practices. Not only policies but also the policy making procedures and the

policy actors that should be allowed to play a role in them are under revision. The Open
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Method of Coordination can, consequently, be seen as an experiment at the EU level in
fleshing-out a more flexible kind of policy making bringing together not only the EU level
and national governments, but also the lower levels of governance in regions and even local
authorities. It might be seen as both a cognitive tool for policy learning and 'policy mimicking'
and as a normative tool to define a new social paradigm, a new interpretation of the European

Social Model in terms of capabilities. (Vandenbroucke, 2001)

Yet, the battle through the OMC is far from won. First of all much is to be monitored in the
years to come: the capability approach in social policy and social exclusion policy, the
decision making practices that allow for having the new needs voiced properly and the way in
which both aspects may revitalize the value mixes that underpin the European Social Model.
Moreover and notwithstanding their limited formal competences, the EU institutions,
including the Council and the Member States that are represented in it, would do well to
recognise that the OMC is an important device for monitoring, benchmarking and managing
societal development. As such, it provides new openings, a way of revitalising rather than

closing off an EU role. But the challenge is to make it work.

Early critics of the OMC as applied to the European Employment Strategy — even predating
the invention of the term (see, for example, Goetschy, 1999) — expressed concerns that the
looseness of the method, the absence of enforcement mechanisms and the lack of formal EU
level competence would add up to ineffective policy. In practice, the Employment Strategy
seems to have worked better than might have been envisaged, with Member States taking
their obligations seriously and real signs that policy learning has been encouraged. We argue
that what will be crucial as to whether or not the approach is successful in its application to
social policy is not so much the mechanics as the political will. An ‘open’ method is precisely
that: one that allows for experimentation, learning and the development of new procedures,
not a precisely defined approach. If the various actors want it to work, it will allow the EU to
have a meaningful role in a manner much less threatening to Member States, yet break the
logjam that has bedevilled EU social policy for decades. We therefore share the sentiment
expressed by Social Affairs Minister Frank Vandenbroucke (a notable convert to OMC) at a
conference on EU social policy held under the auspices of the Belgian Presidency in October
2001. He said ‘Without considering it as a magic formula, I am convinced that the open
method of co-ordination can be extremely useful in this field, as well as in others. But we

have to make sure that we deal with this method in a well-considered way.’
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5, Conclusions

Although the EU Member States differ significantly in their Welfare State systems, the
common inspiration on which they are based brings them under a shared umbrella of the
European Social Model. It is clear that these welfare states have to adapt to a new macro
economic setting in which the EMU will become of crucial importance. As Mayes shows in
this issue, the odds are that in the EMU setting and confronted with an enlargement towards
the east, external shocks will not easily be dealt with by an EU-level with limited

competences in the employment and social area.

A new policy armoury will, therefore, be a desirable complement to fiscal and monetary
instruments. Going from the evidence in the contribution by Tsakloglou and Papadopoulos
that shows an important variety among countries with respect to the incidence of social
exclusion and the impact of their welfare systems, a one-size-fits-all answer will be highly
inappropriate. This will even be more the case and the national level may even more remain
the obvious level of governance when socio-economic developments point towards more
flexicurity, an activating policy and a capabilities approach as Salais and Raveaud indicate in
their contribution. Later in this issue Ferrera, Matsaganis and Sacchi explain how in such a
setting the OMC may prove to be the flexible policy making device we are in need of.
Imaginatively used it may be the instrument that reconciles the aims of a more integrated
social policy in Europe without threatening national interests, variety and adherence to the
principle of subsidiarity. This might help the Europen social model to survive. The
commonality of it will remain in its value basis and policy objectives, and not in its provisions

and welfare state systems.
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