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Abstract

Given recent history it may be necessary to recall that the so-called Great Recession we have been
witnessing for more than five years now was, first and foremost, a crisis of financial markets. One reason
for rising debt levels at the outset of the crisis have been massive government expenditures to bail out
struggling and even failing banks. Yet, I argue that it falls short of a satisfactory explanation to simply view
political action as a rational response to “objective” political and economic problems.

Therefore, the fundamental question that underlays this study is: How did different institutional settings
influence diverging policy reactions to the financial crisis? To answer this question, this study compares
bank bailouts in France, Germany and the United Kingdom. Drawing upon the Varieties of Capitalism
literature, I identify four central, national institutions that have influenced political decision-making during
the financial crisis: the political system, traditions of market intervention, economic discourse and banking
and financial systems.

The French president, Nicolas Sarkozy, reverting to France's dirigiste tradition and resorting to a dense
elitist network, used bank bailouts to support the French financial industry and to create “national
champions”. This sort of policy was accompanied by a non-liberal discourse criticising “excessive”
financial markets. In Germany, on the other hand, the government deliberated with a broad coalition of
political and market actors to create a bailout programme aiming at sustaining bank lending to the
industry. However, market actors were criticised on a moral and ethical basis and the ordo-liberal state
was considered as a necessaty cortrective safeguarding true economic freedom. Finally, the UK's “elected
dictator”, Prime Minister Gordon Brown, used his political power and involved his close political allies to
carry out a bailout programme that was predominantly designed to defend the international
competitiveness of the British financial industry. Albeit market intervention was inevitable it was
announced as being temporarily and leaving as much problem solving as possible to the markets.

Zusammenfassung

Angesichts der jiingeren Geschichte scheint die Erinnerung notwendig, dass die derzeitige
Wirtschaftskrise zunichst als Bankenkrise begann. Zur Beilegung dieser Krise und zur Rettung zahlreicher
Kreditinstitute, setzten die Regierungen in Europa und Nordamerika Summen bisher ungeahnten
Ausmalles ein. Diese Bankenrettungsprogramme waren jedoch mehr als nur eine rationale Loésung fiir
bestehende wirtschaftliche Probleme.

Wie diese Arbeit zeigt, hatten nationale Institutionen groflen Einfluss auf politische Entscheidungen im
Rahmen der Bankenrettung. Ein Vergleich zwischen Deutschland, Frankreich und Gro3-Britannien zeigt,
welche historisch gewachsenen Institutionen dabei eine entscheidende Rolle spielten und wie sie das taten.
Vier zentrale, nationale Institutionen lassen sich mithilfe der arieties of Capitalism-Literatur identifizieren:
Das politische System, des Verhiltnis Staat-Markt, der 6konomische Diskurs sowie das Banken- und
Finanzsystem.

Die deutsche Regierung verhandelte die diversen Bankenrettungen mit einer breiten Koalition politischer
und Marktakteure, mit dem Ziel, die Kreditvergabe an die heimische Industrie zu stabilisieren. Begleitet
wurde dieses Vorgehen von einem ordo-liberalen Diskus. Die Bankenrettung in Frankreich hingegen
wurde durch den Prisidenten dominiert, welcher dabei auf ein Netzwerk aus politischen und
Wirtschaftseliten — zurtuckgriff, um ,nationale Champions® zu schaffen. Hinzu kam ein
kapitalismuskritischer 6ffentlicher Diskurs. In GroB3britannien spielte Premier-Minister Gordon Brown
eine beinahe ebenso dominante Rolle. Mit dem vorrangigen Ziel, die Wettbewerbsfihigkeit des
Finanzstandortes London zu erhalten, griffen in Grof3-Britannien vor allem Marktmechanismen und ein
neoliberaler Diskurs.
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Introduction

The so-called Great Recession! we have been witnessing for more than five years now has been, first and
foremost, a crisis of financial markets. Yet, today's political discoutse is dominated by warnings about
“excessive” sovereign debt and how it depresses economic growth (Reinhart & Rogoff 2010). However
flawed Reinhart's and Rogoff's study might have been, the vice-president of the European Commission,
Olli Rehn, the British Chancellor of the Exchequer, Geotrge Osborne, and Germany's minister of finance,
Wolfgang Schiuble, all quoted it to motivate austerity policies and programmes (European Commission
2009a; Die ZEIT, 27 June 2013; The Guardian, 18 April 2013).

In the light of this reinterpretation of a crisis of financial markets into a crisis of sovereign debt it may be
easily forgotten that one reason for rising debt levels at the outset of the crisis have been massive
government expenditures to bail out struggling and even failing banks. In my study, I intend to focus on
this aspect of the Great Recession. Therefore I analyse bailout programmes in France, Germany and the
United Kingdom (UK). The impact of the crisis on these countries' national economies diverged as
significantly as their economic recovery in its aftermath. This aspect may serve as a first point of reference
to better understand political reactions to the crisis. Yet, I argue that it falls short of a satisfactory
explanation to simply view political action as a rational response to “objective” political and economic
problems. Thus, the fundamental question that underlays this study: How did different institutional

settings influence diverging policy reactions to the financial crisis?

An economic crisis of this extent is a one-of-a-kind event that eludes itself from being an object of simple
solutions (and explanations). Rather, the “New Age of Uncertainty” that we are living in may produce “a
larger degree of uncertainty about the trajectory of policy within any one country, and variability in policy
between countries” (Coen & Roberts 2012: 8; see also Blyth 2013a). What, then, forms the basis of
political decision-making in times of crisis? What should be assumed to influence policy in today's

complex political economies?

One approach to better understand the pathways of political decision-making emphasises the importance
of political and economic institutions. However, if we accept that institutions influence decisions we still
need to clarify how they exert this influence and how far it goes. Drawing upon the literature on Varieties
of Capitalism (VoC) and comparative capitalisms (CC), I argue that political economies are complex
entities comprised of historically grown and socially constructed institutions that influence political
decision-making. To understand the political reaction to the Great Recession, it is necessary to take these
institutions in consideration. Furthermore, I draw on Schmidt (2008, 2009, 2011) when I identify political
discourse in these countries as a decisive explanatory factor in addition to the political system, state-

market relations, and the financial system.

Outlining the historical development of these institutions in France, Germany and the UK makes it
feasible to generate well-grounded hypotheses about a probable pathway of bailout policies. An empirical
analysis of the actual bailout programmes in these three countries shows that such hypotheses indeed are

useful to predict and assess policy outcomes. The French president, Nicolas Sarkozy, reverting to France's

! For a “brief etymology” see The New York Times, 11 March 2009.



dirigiste tradition and resorting to a dense elitist network, used bank bailouts to pamper the French
financial industry and to create “national champions”. This sort of policy was accompanied by a non-
liberal discourse criticising “excessive” financial market behaviour. In Germany, on the other hand, the
government deliberated with a broad coalition of political and market actors to create a bailout
programme aiming primarily at sustaining bank lending to the industry. However, market actors were
criticised on a moral and ethical basis. The ordo-liberal state was considered a necessary corrective
safeguarding true economic freedom. Finally, the UK's “elected dictator” (Spiege/-Online, 14 October 2008),
prime minister Gordon Brown, used his political power and involved his close political allies to carry out a
bailout programme that was predominantly designed to defend the international competitiveness of the
British financial industry. Albeit market intervention was inevitable it was announced as being temporarily

and leaving as much problem solving as possible to the markets.

This paper is organised as follows. In the first part I locate my theoretical approach within the general
academic debate and set out my concrete research objectives. The second part introduces my theoretical
framework and describes how it may be applied to comparative political economy. The subsequent
chapter identifies the institutions that constitute a national economic system according to my theoretical
approach. Part 4 elaborates on my methodological course of action. The following section consists of the
historical case studies and develops hypotheses. Part 6 presents the empirical analyses of the respective
bailout programmes conducted by the French, German as well as the British government. Section 7 sums

up and puts the empirical cases in comparison. A final section concludes.



1. The debate

1.1 IPE and the Great Recession

According to Katzenstein & Nelson the field of International Political Economy (IPE) has been
“curiously silent” (2013a: 1101) about the Great Recession. One reason for that can be seen in the
disciplines' “intellectual monoculture” (McNamara 2009) and its one-sided focus on rationalism and
quantitative methods. Rationalist approaches are said to have unnecessarily narrowed our perspective and
to have failed to make sense of the causes of the crisis (Cohen 2009). Quantitative methods, on the other
hand, are of limited use to interpret unique phenomena, such as a global financial crisis, that “come in
such small numbers that statistical treatment is not an option” (Johnson ef a/. 2013: 1014).

What can be done about these shortcomings? Kirshner's (2011) answer is to put political science back into
the centre of attention instead of purely economic explanations. One possible starting point for this may
be “Analytic Eclecticism” (Sil & Katzenstein 2010). Two aspects characterise this approach. First, it
advocates focusing on real-world developments, without “excessively simplifying such problems simply to
fit the scholarly conventions or theoretical boundaries established by any one tradition” (ibid.: 10).
Second, it suggests using insights from different bodies of research (Katzenstein & Nelson 2013a, 2013b:
251).

I intend to contribute to this discussion by incorporating rationalist as well as constructivist arguments in
my study? I argue that it is insufficient to view political actors as purely rational. Rather, actors should be
understood as being “embedded” in a specific institutional environment and social relations (Granovetter
1985). Therefore, I present an approach to identify these institutional environments and to illustrate their
explanatory power.

1.2 Research Objectives

Drawing upon the literature on VoC and CC, my main objective is to illuminate differences in
government's policies during the early stages of the recent financial crisis. Specifically, I intend to explore
the political economy of bank bailouts in France, Germany and the UK. I argue that diverging national
economic and political systems are a key factor to explain differences between these countries' reactions to
the financial crisis. Historically grown and socially constructed institutions are the building blocks of these
different national systems. National institutional systems can be regarded as filters that “process similar, or
even the same, problems each in their specific ways, resulting in characteristic policy outcomes and
dynamics in different countries” (Busch 2008: 238). Politicians can be viewed as being influenced by as
well as interacting with these institutions.

Three questions arise from this theoretical stance that need to be clarified. First, what are institutions?
Second, which institutions constitute national economic and political systems and how do they influence
political decision-making? Third, to what extent do these national systems differ from each other?

2 Although there is a debate that views these two approaches as being mutually exclusive, they can also be viewed as
complementing each other (see Fearon & Wendt 2002).



2. Comparing national economic systems

Studies that compare institutions and national economic systems are legion (for an overview see Streeck
2010). In this chapter I will introduce one of the most important approaches, VoC, and illustrate how this
approach has been developed further.

The main achievement of approaches that identify and compare different varieties of capitalism has been
“to demonstrate that capitalism exists in a number of different institutional forms, not as just the single
model implied by neoclassical economic theory” (Crouch 2005: 4). Jackson & Deeg identify three
analytical assumptions that “inform and unify the diverse analytical frameworks within the [...] literature”

(2006: 11).

First, economic action goes beyond what transaction cost economics describe as coordination by markets
ot hierarchies (Williamson 1985, 1991). Rather, economic actors, being embedded in “structures of social
relations” (Granovetter 1985: 481), need to be “coordinated or governed by institutional arrangements”
(Hollingsworth ez a/. 1994: 4). These arrangements go beyond formal mechanisms that simply enable
markets to function effectively.

Second, institutions within a national political economy do not randomly emerge but are the outcome of
interdependencies. Institutions influence each other in their functionality. Over time this leads to
“Increasing returns” resulting in institutional arrangements that follow specific paths of development
(Pierson 2000a, b). This argument disagrees explicitly with convergence theories. These theories assume
that, as an answer to global competitive pressures, capitalist economies converge on a single, neo-liberal
model of economic organisation. By contrast, the CC literature argues that these competitive pressures
further accentuate differences in economic organisations and institutional configurations (Hancké 2009).
Third, institutional arrangements are compared to identify differences and similarities between national
political economies. Here the main concern is to understand how these arrangements affect economic
performance. It is argued that different economic systems feature different economic strengths in regard
to innovation, economic equality and other outcomes.

2.1 Varieties of capitalism

Hall's and Soskice's (2001a) seminal study on the “Varieties of Capitalism” shall here setve as a first point
of reference. Drawing upon classic accounts by, e.g., Shonfield (1965) and Katzenstein (1978), they
develop an approach that centres on the firm as the main actor. Hall's and Soskice's argument is that
economic institutions are necessary to and diverse in how they solve coordination problems between
firms. Their concept of institutions follows North's classic definition of institutions as consisting of “both
informal constraints |[...] and formal rules” (1991: 97).

Firms, it is argued, face coordination problems in different spheres (Hall & Soskice 2001b: 6)3. In any
political economy there exists a set of institutions that help firms to resolve these problems. Firms can
control the character of these institutions only partly. Still, these institutions “offer firms a particular set of
opportunities” they can take advantage of (Hall & Soskice 2001b: 15). Therefore, it can be expected that
firms develop certain strategies that benefit their purpose most. Consequently, Hall and Soskice argue that
“there are important respects in which strategy follows structure” (ibid.).

As a result of historical “institutional developments in the wake of successive waves of socio-economic
challenges” (Hall 2007: 40), these institutional settings differ from country to country. Therefore, VoC
assumes corporate strategies to differ from country to country as well (Hall & Soskice 2001b: 15).

3 Namely industrial relations, vocational training and education, corporate governance, inter-firm relations and their
relationship to their employees (Hall & Soskice 2001b: 7).



Hall and Soskice (2001b: 8) identify two ideal-types of economies, both of which are characterised by a
specific set of institutions. On the one hand, there are /Jiberal market economies 1LMEs) that are preliminarily
coordinated through hierarchies and markets (see Williamson 1985). The United States (U.S.) serves as the
archetype of a LME. Relations between firms are dominated by competition and arm's-length
transactions. On the other hand, there are coordinated market economies (CMEs) that are characterised by an
important element of non-market coordination. Relations between firms are dominated by collaboration
and strategic interaction. Germany serves as the typical case of a CME.

Each of these ideal-types features certain institutional complementarities. This means that some
institutions facilitate the functioning and outcomes of other institutions and institutionalised practices and
the other way round (Hall & Gingerich 2004; Milgrom & Roberts 1995). Consequentially, Hall and
Soskice argue that nations “converge on complementary practices across different spheres” (2001b: 18).
The final aspect of this approach is what the authors call “comparative institutional advantage” (Hall &
Soskice 2001b: 37). The fundamental assumption of this concept is that specific sets of institutions foster
specific economic activities. For example, the institutional environment in CMEs is assumed to be
advantageous for carrying out incremental innovation, while the institutional environment in LMEs
supports firms carrying out radical innovation (Hall & Soskice 2001b: 38-39). This further promotes a
path dependent development of national institutional systems (see also Pierson 2000a, 2000b).

To sum up, Hall and Soskice understand institutions as influencing actors' (i.e. firms) behaviour. These
institutions differ from country to country and are the result of a historical development. Institutional
complementarities make national political economies converge on two ideal-types each of both coming
with certain comparative institutional advantages.

2.2 Agency, change and comparative political economy

Although the VoC approach had substantial influence on the discipline of comparative political economy,
it has two major shortcomings worth considering. On the one hand, its focus on institutional stability fails
to account for institutional change (Howell 2003). On the other hand, agency and diverging actors'
preferences remain largely unnoticed (Allen 2004).

I argue that in order to resolve these issues, it is necessary to use an enhanced conceptualisation of
institutions. First, institutions do more than just constrain actors' incentives and determine their action.
Institutions may also be the object of action. Second, a closer analysis of institutional stability shows more
subtle ways of how institutions change. Third, to fully understand how and why institutions change it is
necessaty to incorporate ideas into the analysis.

2.2.1 Conceptualising Institutions

The VoC approach has a rather narrow concept of institutions and how they affect individual actors. 1
argue that this concept is too limited for two reasons. First, VoC over-simplifies how institutions influence
actors. From this point of view, “institutions determine actor strategies” (Deeg & Jackson 2007: 159). This
conceptualisation of institutions is not able to explain actor strategies that are aimed at diverging from or
even changing institutions. Second, VoC focuses solely on economic actors and, thus, “downplay[s| the
role of politics and power” in creating institutions (ibid.).

Targeting these shortcomings Hall and Thelen introduce the concept of “institutions as resources” (2009:
10). From this point of view, institutions do not directly constrain and determine action but atre
“providing opportunities for particular types of action” (ibid.). This approach allows for institutions to
also become “the object of such action” (Deeg & Jackson 2007: 159). Such a less deterministic
conceptualisation of institutions focuses not on functionalist mechanisms of institutions but on “their
distinct 'logics' and the different (and sometimes irreconcilable) set of values that govern them” (ibid.).
Such an understanding of institutions allows conceding more autonomy and capacity to actors.



I understand institutions here as a historically grown “non-deterministic context for action” (Jackson
2010: 80). “While institutions may reduce uncertainty for actors, institutions do not fully circumscribe
action” (Deeg & Jackson 2007.: 160). Yet, this does not mean that institutions are completely pliable.
Rather, they may be seen “as a focal point for actors within an arena” (Jackson 2010: 81). Even if these
actors decide to try to get rid of or to change these institutions, they make this decision within the existing
institutional context.

2.2.2 Institutional Stability and Change

A common feature of institutionalist approaches to political economy is their general difficulty to
(theoretically) account for change (Steinmo 2008: 129). Especially historical accounts usually focus on
explaining rather long phases of institutional stability instead of change. If change occurs it is mostly
understood as radical triggered by so-called “critical junctures”, rare events such as wars or economic or
financial crises (Capoccia & Kelemen 2007)* In “normal” times institutional complementarities and path
dependency are supposed to lead to stable institutional equilibria. Actors facing uncertainty over their
prospects under alternative sets of institutions “may prefer the status quo to change” (Hall 2010: 207).

However, in complex environments such as national political economies institutions from different
spheres often ovetlap and influence actors simultaneously (Hall & Thelen 2009; Jackson 2010). Gaps may
arise between what a certain situation demands and what kinds of rules and uncertainty reduction an
institution can provide. “[This suggests that actors respond to changing competitive economic pressures
by regular experimentation with the institutions that govern them” (Deeg & Jackson 2007: 161).
Institutions may change incrementally over a long period of time. Yet, change can be transformative
nonetheless. Furthermore, institutional change may not necessarily implicate that old institutions are
abolished and replaced by new ones. On the one hand, existing institutions may be adjusted towards new
ends. On the other hand, new institutions may be built to safeguard existing objectives (Thelen 2003;
2004).

To sum up, institutions and their functions cannot satisfactorily be understood as merely representing an
institutional equilibrium fulfilling an objective function at a specific moment in time. Rather, institutions
are in a constant process of change. They are interpreted and reinterpreted by actors. Their functions
cannot solely be derived from their formal rules. Rather, institutions permanently interact with their
environment. Thus, effects and processes of change of institutions may best be understood, by applying a
historically informed long-term perspective (Jackson & Deeg 2012).

2.2.3 ldeas and Institutions

Hall (1989) shows that economic ideas can be powerful indeed. Hall and his co-contributors describe how
Keynesian and monetarist ideas influenced political agendas and institutional changes around the world.
Various other constructivist authors have further specified the role of ideas in day-to-day (political)
decision-making (e.g. on the financial crisis Blyth 2013a, 2013b; Gieve & Provost 2012). Thus, it can be
argued that an extensive analysis of policy choices needs to incorporate the impact of ideas.

Campbell (2001; also Béland 2009) argues that ideas influence decision-making in two different ways. On
the one hand they normatively constrain what actors perceive as politically acceptable. Thus, ideas and
perceptions influence what actors perceive as the right and legitimate course of policy action (see also Hay
2011a). On the other hand, ideas can influence actors cognitively in that they enable actors to formulate
solutions for political problems. These ideas can be “underlying theoretical and ontological assumptions
about how the world works” (Campbell 2001: 170). Ot they can be “technical and professional ideas that
specify cause-and-effect relationships and prescribe a concrete course of policy action” (ibid. 167).

4 However, there is plenty of evidence on institutional resilience in spite of such historical ruptures (e.g. Thelen

2003).



Furthermore, Blyth (2001) argues that ideas are of special importance in moments of crisis. Financial,
economic or political crises are moments of great uncertainty. Since “such a situation is 'in a high degtree
unique,' agents' interests and the possible outcomes of their actions [...] cannot be satisfactorily derived
from structural location” (ibid.: 3). Therefore, actors need to individually interpret the situation they find
themselves in. Ideas about the possible causes of and solutions to the crisis help actors to interpret their
environment (Blyth 2002: 252-262). Thus, ideas reduce uncertainty by serving as blueprints for (political)
action “that agents use to (re)structure their world, and the conventions that agents converge upon that
give stability to that world” (Blyth 2011: 84).

Yet, an epistemological problems remains. Ideas are not easy to research since they “cannot be seen and
are sometimes hard to track down” (Béland & Cox 2011: 13). Schmidt (2002; 2008; 2011) offers one
possible solution to this problem. She introduces the concept of discourse defined by her as “whatever
policy actors say to one another and to the public in their efforts to generate and legitimize a policy
programme” (Schmidt 2002a: 210). This concept allows for an analysis of ideas and their impact on
political decision-making. It understands discourse as representing the ideas policy-makers hold and
exchange through an interactive process (Schmidt 2008). Schmidt does not deny the existence of a

material reality. Rather, the interactive process of exchanging ideas is embedded in an institutional context
(Schmidt 2011).

To sum up, ideas are an important aspect of how actors perceive the world and how it works. Thereby
they reduce uncertainty for actors. Ideas affect what policies decision-makers perceive as legitimate as well
as viable. Public discourse represents these ideas. Yet, this public discourse is not totally autonomous but
is embedded in a specific institutional context.

2.2.4 Conclusion

I argue that capitalist economies may best be compared by taking into account their distinctive
institutional settings. I understand institutions as a “non-deterministic context for action” (Jackson 2010:
80) that reduces uncertainty for actors. Institutions can change radically but in most cases institutional
change is incremental and long-term. Ideas influence what kind of policy action may be perceived as
legitimate as well as viable. Ideas and their influence on political decision-making can be grasped by
analysing public discourse. This discourse is again embedded in an institutional setting,



3. ldentifying national economic systems

In this chapter I specify how institutional systems vary. First, I argue, countries differ in their political
systems. Second, countries have different approaches to market intervention and state action. Third,
economic ideas that dominate the political discourse differ from country to country. Finally, there is
variety between financial and banking system.

3.1 What role for the state?

In the wake of globally liberalised financial markets there has been a tendency of IPE to downplay the role
of the state (Helleiner 1994, 1995). The state has been viewed as a servant of markets rather than as an
actor on its own. In the CC literature the state has been denied an active role in the political economy
(Jackson & Deeg 2008: 699—700). Schmidt makes an attempt to fill this gap by “bringing the state back in
yet again” (2009). She defines the state as “the range of public institutions and actors that, whether alone
or in interaction with private actors and institutions, can have a major impact on what happens in national
political economies in a varieties of ways” (ibid.: 516-517).

First, there are “the political institutions that frame the interactions between political and economic
actors” (ibid.). Schmidt identifies two different institutional settings (Schmidt 2006 2008, 2009, 2011). On
the one hand, there are “simple” polities, “where governing activity is traditionally channelled through a
single authority” (Schmidt 2006: 3). In this case governments are able to implement policy reforms swiftly
and without having to make bigger concessions to political or regional oppositions. The main sanctioning
mechanisms are elections and street protest. Simple polities ate characterised by majoritarian, unitary
states. In such polities the legitimising (or communicative) discourse towards the general public is assumed
to be more sophisticated than the discourse coordinating different policy actors. On the other hand, there
are “compound” politics, “in which governing activity is highly dispersed among multiple authorities”
(ibid.). Here governments have to negotiate with a broad range of political and sometimes regionally
dispersed actors before implementing policies. These systems are oriented towards consensus and the
voting system is characterised by proportional representation. In such polities the coordinating discourse
between policy actors is assumed to be more sophisticated than the legitimising discourse towards the
general public.

Second, there are different approaches to market intervention and state action (Schmidt 2009: 521-522).
The state may take up a liberal stance leaving market actors mainly autonomous. It sets the general rules
and only intervenes if there are conflicts or when actors violate fundamental rules. On the other hand, the
state may play a coordinating role conducting adjustment processes together with market actors. It acts as
an arbitrator between market actors and leaves the administration of rules to them while being a coequal
bystander in the background. Or the state may actively intervene in markets when it considers it necessary.
Whereas adjustment processes in general are market-driven there are also areas where they are state-
driven.

To sum up, this approach helps to analyse the role the state plays in national political economies. On the
one hand, it distinguishes between different kinds of polities and their effect on political discourse. On the
other hand, it helps to identify general modes of policy implementation and interaction with market
actors.

3.2 lIdeas and Action

Ideas influence what kind of policy action may be perceived as legitimate and viable. Although, basically,
ideas are being held individually they may better be analysed as representing general beliefs that inform
political action (Campbell 2004: 108—110; Schmidt 2002b, 2007). Neo-liberalism, for example, may be the
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prevalent economic paradigm of our time. Yet, its specific occurrence differs from country to country
(Schmidt & Thatcher 2013; Schmidt & Woll 2013). Although such an approach may not be able to explain
the effect individual ideas have on individual action, it, nonetheless, may shed light on the general
influence of publicly held economic ideas.

3.3 National financial & banking systems

One of the most widely used approaches to comparing financial systems distinguishes between market-
based and bank-based systems (Allen & Gale 2000). It’s very basic definition is that financial systems “are
crucial for the allocation of resources in a modern economy” (ibid. 3). Therefore Allen and Gale classify
financial systems by the main mechanism of allocation. They identify two ideal-types that slightly correlate
with the ideal-types by the VoC approach (Deeg 2010). In Germany, for instance, banks are the most
important financial institutions. Here financing is relationship-based with so-called Hausbanks keeping
long-term reciprocal relationships with their corporate clients in the form of bank loans. Such a system is
better suited to provide long-term investment for firms engaged in rather incremental but stable
innovation (Rajan & Zingales 2003). In the US, on the other hand, capital is mostly provided by financial
markets. They are dominated by arm's-length and deal-based relationships between investors and firms.
Investors gain information about potential investments not from personal exchange but from market
signals and publicly disclosed information. Such a system is assumed to have a comparative advantage in
financing radical innovation in new technologies (ibid.).

A third ideal-type, identified by Zysman (1983), views some financial systems as being “state-dominated”.
Dirigiste France was an example for a state that strategically allocated and invested capital to promote
specific firms and sectors. Yet, the significance of this third ideal-type waned since the 1990s due to the
liberalisation of financial markets and a decreasing role for the state in this regard (Deeg 2010).

Lately Hardie e a/. (2013) have criticized this dichotomy (or trichotomy) for not being able to account for
recent developments in financial markets. They argue that bank-based as well as market-based financial
systems have changed remarkably. In bank-based systems banks have increasingly engaged in market-
based financial activities. In market-based systems banks have gained significant importance without these
systems bearing resemblance to bank-based financial systems as described above. These changes have
mainly been brought about by the banks themselves. To grasp these developments Hardie ¢f /. introduce
the concept of market-based banking (2013).

Whereas this term has been used before to describe the so-called system of “shadow-banking”, Hardie
and Howarth “broaden the definition to include all those parts of commercial banking that are [...]
dependent on the market” (2013a: 24). Although banks still provide loans to firms, “commercial banks
have become more market based” (ibid.: 27). Yet, the authors do not assume a development of
convergence to a single type of banking system. Although “the most important change in Europe is |...]
what has occurred on the balance sheets of the banks”, there are still significant differences between
countries (ibid.: 46).

To sum up, this concept helps to explain the impact of the financial crisis on the banking system of
individual countries by pointing out not only the impact of financial market liberalisation but also the
changing role and behaviour of banks in the run-up to the crisis. Furthermore, this focus sheds light on
“the logic behind government policy responses” (Hatdie ez a/ 2013: 17).

3.4 Short summary

The institutional setting that influenced political decision-making during the Great Recession consists of
four different variables. There are, first, the organisation of the political system, second, approaches to
market intervention and state action, third, ideas understood as general beliefs about rightful as well as
productive policies and, fourth, financial and banking systems.



4. Methodological approach

This chapter sheds light on two methodological issues. First, I give a description how I will conduct my
case studies and, secondly, I elaborate on the case selection.

4.1 Case studies

My approach is historical, qualitative, and comparative. It is historical in that I intend to “explain [specific]
outcomes that have already happened” (Mahoney ef a/ 2009: 116). It is qualitative, because it generates
“observations that cannot be assembled into a standardized rectangular data set but are nonetheless
extremely useful fur causal inference” (Mahoney 2010: 124). And it is comparative in that I provide
“narrative explanation[s] of a causal path that leads to a specific outcome” in three different countries
(Vennesson 2008: 235).

The specific outcome I intend to explain is the difference in bailout programmes in France, Germany and
the UK during the first years of the Great Recession. I argue that different institutional settings influenced
political decision-making during the financial crisis. Thus, first, I describe the “historical context, which
has a direct consequence for the decisions” made about bank bailouts (Steinmo 2008: 127). For this
purpose, I give a historically informed overview on the political system, state-market relations, economic
discourse and ideology as well as financial and banking systems in the run-up to the financial crisis. I then
present hypotheses about possible policy outcomes based on my theoretical framework.

Thereafter, I conduct three in-depth case studies by providing a “detailed narrative” describing the events
leading to the bank bailouts (George & Bennet 2005: 210). Within these case studies I intend to apply a
positivist as well as an interpretivist perspective. It is my aim not only to discover a general causal
relationship between institutional settings and policy action, but also to learn more about causal
mechanisms (Lin 1998). In other words, I focus on the political processes that led to the specific policy
outcomes to examine whether “the causal process” of my theory can be observed (Vennesson 2008: 232).
Morteover, I focus on the discourse that accompanied this political process to “examine the reasons that
actors give for their actions and behaviour and to investigate the relations between beliefs and behaviour”

(ibid.: 233).

Finally, although generally speaking “the question of whether and how the resulting explanation might
[...] be generalized is a secondary concern” (Mahoney ¢f a/. 116) of qualitative historical approaches, 1
nevertheless compare the results of the three case studies to identify more general lessons that can be
learned from them.

4.2 Country cases

As mentioned above, I will analyse three country cases: France, Germany and the UK. I chose these three
countries because I assume them to significantly vary in their national economic systems. Therefore I
expect to discover different bailout policies informed by this institutional variety.

In the VoC literature Germany and the UK each represent an ideal-type with Germany being the classical
CME and Britain a clear example of a LME (Hall & Soskice 2001b: 16). Schmidt (2003; 2009) introduces
France as a third ideal-type that she calls “state-influenced market economy” (SMEs). Schmidt has been
criticised by proponents of typologies that adhere to Hall's and Soskice's analytical parsimony because she
“conflates a distinctive mode of coordination with a different model of capitalism” (Hancké ez a/ 2007:
28). However, as I will explicate below, I find substantial evidence to assume that the institutional
framework of the political economy in France, Germany and the UK varies extensively enough to
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legitimise my case selection. Furthermore, inasmuch as I deviate from the parsimony that characterises the
VoC approach I presume that “the gains in empirical coverage [...] outweigh the losses in terms of
analytical sharpness” (Hancké 2009: 15).

4.3 Empirical cases

L3

A (bank) bailout occurs “when a government provides aid to (bails out) a financially distressed entity
(Wright 2013: 415). A bailout is a far-reaching government intervention in economic markets that even
raises ethical questions (McGee 2008). Yet, during the first years of the crisis, financial sector rescue
programs reached an unprecedented dimension and placed the state's “new power” at the centre of
academic and political attention (Hassel & Liitz 2012).

France, Germany and the UK all conducted extensive rescue programmes to bailout financial institutions.
Usually, such market interventions in European Union (EU) member states are comprehensively regulated
by EU state aid law and competition policy (for a detailed account see Adriaanse 2012). However, due to
pressure of time and the obvious need for action, the European Commission (EC) was willing to make
concessions. Albeit a common framework for bank bailouts was agreed upon, these rules had only limited
effects on national bailout policies (Russo 2012). Thus, it can be stated that the bank bailouts that
occurred were “national solutions to a common problem” (Quaglia 2009: 1063). It seems therefore fit to
assume that national institutions had a perceivable effect on national bailout programmes.
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5. Historical case studies

This chapter compares the institutional settings in France, Germany and the UK before the crisis. First, I
present the political systems. Second, I present the different approaches to market intervention and state
action. Third, I give an overview of the general economic ideas informing political action in France,
Germany and the UK. Finally, I describe the financial and banking systems in the three countries.

5.1 Simple and comp