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Bernard Gazier/Giinther Schmid
Social Democracy in Europe 4.0

In 1983, after a coalition of the center-right (led by former chancellor Helmut Kohl)
and the liberals (led by former foreign minister Hans-Dietrich Genscher) pushed
the German Social Democrats (led by Willy Brandt and Helmut Schmidt) out of
government, German-British sociologist Lord Ralf Dahrendorf concluded in his
book Die Chancen der Krise: »We are witnessing the end of the social democratic
century in the OECD world.« He argued — as many others believed at that time -
that the social democratic project courageously had solved the great »social ques-
tion«: how to diminish the poverty and social inequality imposed by the industrial
era. »In a way,« he even proclaimed, »we (almost) all became Social Democrats« by
taking for granted its basic institutions, such as the rule of law and (more or less)
universal social security against the risks of ill health, old age, and unemployment.
Yet, he maintained, all the underlying assumptions or promises of social democracy
- economic growth, the ready availability of labor, equality, rationality, state compe-
tence, and internationalism - no longer hold. Social democracy, he alleged, had no
answers to the questions of the 21" century: Growth had come to an end and gainful
work had become hard to find, more equality was not financially attainable, reli-
gious and other a-rational beliefs were once again on the rise, the state systemati-
cally failed, and nationalism was resurgent. Liberalism, he thought, would be the
proper response, i.e. the principles of self-determination, individual responsibility,
freedom of movement, and so on. In hindsight, we know that neoliberal pundits,
particularly mainstream economists, transformed these vague assumptions and
visions into the hard-core ideology of unfettered markets, in particular the deregu-
lation of labor and capital markets.

These days, we are witnessing renewed hints and proclamations of the end of
social democracy. Social democratic parties have fared poorly in national elections
in almost all European member states, especially in Britain, Poland, Spain, Germany
and Greece. Center-left parties are struggling even in Scandinavian countries, and a
recent analysis in The Economist (April 2, 2016) showed that support for social dem-
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ocratic parties across Western Europe has fallen to its lowest point in 70 years. Most
dramatic is the French case, which led American journalist James Angelos to ask in
The New York Times on January 24, 2017: »Will France sound the death knell for
Social Democracy?« France’s importance to the EU serves to underscore the gloomy
forecast implicit in his question: »France is a founding member of the EU and is far
more economically and politically entwined with the bloc than Britain, which was
never a fully committed member. While Brexit was a blow to the EU, France’s depar-
ture could signify its end.«

We believe that Lord Dahrendorf was fundamentally right and yet at the same
time wrong: He was right in his vision of putting greater emphasis on individual,
local, and regional self-determination in the next century — he even took over the
classic social democratic ideal of reducing working time still more in favor of per-
sonal time-sovereignty — but wrong in his assumption that the »social question«
already had been resolved definitively. On the contrary, the fragility of the old social
democratic project lies in its not yet having found the proper answer to the »new
social question« imposed by the dawning of the 21" century machine age, often
labeled »industry 4.0«. As in the »old« social democratic project, the answer has to
stand on its own two feet: i.e., on solid democratic institutions and reliable social
justice. It is democratic institutions that have to be further developed, particularly
on the level of the EU, and it is fair risk-sharing and reliable social security that
create the basis of (inter-)national cooperation in the globalized and increasingly
interdependent knowledge and service economy of the new century.

A threefold democratic deficit

Let us start with the institutional problem. The EU is suffering from a threefold
democratic deficit. First, the EU mainly has been constructed around the rules of
markets and open competition, reflected in the four freedoms: free movement of
goods, workers, services, and capital. The dominant form of control is not a political
one but a legal one, mainly ensured by the European Court of Justice (ECJ). The
EC]J, which, in a kind of coup détat in the 1960s, postulated the supremacy of Euro-
pean law over national legislation, fostered the neoliberal agenda of doing away with
market barriers, including national collective agreements (»negative integration).
With a few exceptions, especially related to gender equality, the Court and the Euro-
pean Commission paid little attention to the social consequences that would ensue
from the enactment of these »liberal« freedoms: inequalities in wages, income, and
- in particular - in capital assets. »Positive integration,« i.e., the development of
common social standards, minimum social security, and fair income or asset distri-
bution, was largely neglected, basically due to the European Parliament’s lack of leg-
islative capacities (according to Fritz W. Scharpf in the European Law Journal).
Second, the EU does not possess a true budget either in respect to size (1 % of
EU GDP) or policy direction. Member states contribute proportionally, and the EU
spends much of its limited budget subsidizing agriculture (37 % of the 2017 budget)
and trying to mitigate regional imbalances (cohesion) or stimulate »smart« and
»inclusive« growth. The liberalization of capital flows and financial markets, how-
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ever, substantially has increased the mobility of capital, leading to regulatory arbi-
trage (exploiting tax and regulatory differences) and thereby to fiscal competition
among the EU member states. This process has induced a race to the bottom and the
adoption of national austerity programs instead of stimulating the accumulation of
redistributive capacities that could be devoted to public infrastructure, social invest-
ments, and decent minimum income guarantees.

Third, the euro as a common currency lacks the attributes of sovereignty which
would enable it to foster a common economic and social space. Despite the efforts
of the European Central Bank (with dubious democratic legitimacy and having
no mandate regarding unemployment), the euro has led to diverging trajectories
between member states (the South compared to the North) instead of economic
convergence. Whereas, for instance, the German real GDP per capita increased by
13.3 % from 2005 to 2014, it dropped by 18.6 % in Greece. Furthermore, the lack of
political control (especially of the banking sector) fostered rent-seeking investments
(e.g. in housing and equity bubbles) instead of collectively chosen priorities of EU-
wide real investments. Even the most recent light at the end of the tunnel - a 1.6 %
growth rate in the Eurozone in 2016 (stronger than in the US) - cannot cover up
these cleavages.

»Social Europe« has remained weak and optional, leaving each EU member state
free to develop its own system of social welfare provision, albeit under the steady
threat of downward instead of upward social competition. Despite the promise of
social convergence, the stylized gloomy facts are:

First, economic growth — meager as it was, anyhow - did not translate into a jobs
boom. Europe is still far from hitting its own benchmark of a 75 % employment rate
set for 2020: From 2005 to 2015, the EU28 employment rate only increased from 67.9
% to 70.1 %; in Greece it even declined from 64.4 % to 54.9 %. Moreover, this gap
also has an unfortunate gender bias: Women remain underrepresented in the labor
market as a whole, with an employment rate of 75.9 % for men compared to 64.3
% for women. Furthermore, many of the new jobs belong to the category of »non-
standard« employment (temporary or part-time jobs, self-employment). Women are
strongly overrepresented in such non-standard jobs, in which they enjoy little or no
social protection or prospects for social security.

Second, for a while, in some EU member states youth unemployment rates sur-
passed the incredible level of 50 % and remain over 40 % in Greece, Italy and Spain.
Even the so-called NEET rates (youth neither in employment nor in education) sky-
rocketed, for instance in Greece, to almost 25 %.

Third, the rate of people at risk of poverty and social exclusion, after reaching
a high point of 24.7 % in 2012, still stands at the level of 2010 (23.7 %) in 2015.
In other words, almost a quarter of people live in a household with a disposable
income below 60 % of the median, or in a household that is materially deprived
or with low work intensity. The promise of the EU2020 strategy to reduce poverty
across the entire Union by at least 20 million people (20 % of about 100 million
at risk of poverty or exclusion) so far has been counteracted by the sad fact that
this number meanwhile has increased by about 5 million. Also, income distribution
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has worsened: Whereas in 2005 the top 20 % (quintile) of people in the EU28 had
an income five times higher than that of the bottom quintile, the ratio since has
increased slightly to 5.2. The fact that this increase in inequality was particularly
pronounced in the richer member states, especially in Germany, provides a certain
twist to this measure of social justice. Overall - and this might also be seen as a
silver lining on the European horizon - inequality among the EU member states
has tended to decline, whereas, so far, inequalities within most of the member states
have increased.

Social democracy still stands a chance

In this bleak context, does social democracy (SD) still stand a chance? We believe it
does and, what is more, we think that we are obliged in a general sense to resist
Cassandra-like prophecies (as mentioned at the beginning) and, more specifically, to
unite against the rising tide of populist and nationalist movements. The ideals of SD
have always been clear and consistent: to resist social exclusion by fighting for citi-
zens participation, establish reliable institutions to promote fair risk-sharing and
solidarity towards the disadvantaged, and adopt a pro-active stance vis-a-vis globali-
zation with an emphasis on international cooperation instead of protectionist
nationalism. We neither will nor should abandon the project of a European Social
Model.

Hence, we also have to emphasize that these SD ideals may be manifested in dif-
ferent forms of political representation. They can be represented in a political party
tradition (e.g. the SPD in Germany), in a socio-political regime (e.g. the Nordic
countries), or in a wider philosophy of social justice (e.g. by John Rawls or Amartya
Sen). Recalling this tradition, we suggest that SD should put further emphasis on
a generalized conception of democracy, extending it beyond citizens and voters to
workers, firms, and municipalities. The social dialogue should play a central role in
the domains of work, pay, and social protection through four main channels: infor-
mation on working conditions and career prospects; negotiations at all levels in the
areas of wages, working hours, and working conditions; decentralized management
of the institutions of social protection, especially when it comes to the inclusion of
disadvantaged groups; and, last but not least, co-determination within (especially
big) enterprises, enabling workers’ representatives to exert some control over key
decisions made by the owners, even in the form of co-ownership if that seems most
appropriate.

As already indicated, 21" century challenges to SD stem in particular from new
forms of work, the decline of traditional categories of workers (blue-collar employ-
ees in big factories), the rising importance of new categories of workers (mainly in
services, many of them with precarious jobs), and also from novel demands: quality
of life, gender equality, environmental concerns, protected mobility, the fight against
discrimination, free choice of careers and family arrangements. In response to this
new world of work, traditional social democracy needs to modernize itself. It espe-
cially needs to stake out clear, consistent positions with regard to the many innova-
tive but still incoherent or overly timid initiatives that have been taken or tried in
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EU member states designed to give individuals more power regarding their work
and career. Such experimental policy initiatives include personal training accounts,
social drawing rights, integration devices for people with disabilities, or employers’
pools.

Furthermore, we are on the eve of a new industrial revolution, often termed
»industry 4.0.« Steam power and electricity once stoked an earlier industrial era.
Since the 1980s, the automation revolution has been in full swing; indeed, we are
now experiencing a disruptive evolution towards connected intelligent machines.
The momentous changes brought about by this new revolution go beyond the
mere existence of robots. By now, the computerization of factories is accomplished
through networks controlling physical objects, the establishment of a continuous
communication among the different tools, and the integration of work in new ways.
Remote control goes hand in hand with a dialogue between consumers and produc-
ers, between logistic and productive settings.

While the consequences of these transformations remain hotly debated, there
is no doubt that they represent both a major challenge and a major opportunity for
SD in the EU. It is a challenge because this evolution further threatens EU cohesion,
with some countries lagging behind while others are eager and able to adapt to the
new perspectives; it is an opportunity because there is ample room for initiatives
beyond the national member states in favor of social and political innovation and
new productive developments.

Strategies for European social democracy

We are convinced that SD can only survive as a European SD by taking up the fol-
lowing strategies: (1) supporting plans or proposals to establish genuine European
fiscal capacities for innovation, fair redistribution, and a new environmentally
friendly production regime; (2) assisting with the plans of the EU Commission and
EU Parliament to enshrine a solid European Pillar of Social Rights in the EU Trea-
ties with an emphasis on minimum income and skill guarantees; (3) promoting a
stronger democracy inside firms, and at local and regional levels; and (4) enhancing
the cosmopolitan world view of Europe as an actor in the formulation of global
social policy.

(1) In respect to the establishment of genuine EU fiscal capacities, one of the
most promising proposals has been developed by Michel Aglietta and Nicolas Leron
(La Double Démocratie - Une Europe politique pour la croissance, Editions du Seuil,
2017). At the center of their scheme is the idea of delegating national competencies
regarding energy and environmental policymaking to the EU and transforming the
scattershot »Juncker plan« into a consistent long-term investment program aimed
at bolstering the EU’s fiscal capacity, so that it would constitute up to 3.5 % of EU-
GDP. The size and purposes of this enhanced fiscal capacity would be subject to the
approval of the European Parliament.

The key argument they advance starts from a pragmatic appraisal of the present
situation of the EU. Unsatisfactory and gridlocked as it is, the EU is now barely able
to function and therefore must be reformed. Integration through the single, unified
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market and competition rules turned out to exacerbate inequalities between and
within member states in a context of slow growth, the strong influence of trans-
national finance, and budgetary austerity. But the two most often discussed radical
»solutions« are either unrealistic or destructive. On one hand, some argue in favor of
a great leap forward: a federal union featuring a full-fledged European state. Such an
outcome, while probably desirable and logical, is unfeasible given the current objec-
tives of most of the member states and the power balance among the political forces
governing the EU. On the other hand, there might be a great leap backward: after
»Brexit,« other departures could lead to the disintegration of the Union. This would
be a complete disaster in a world where only the major players still have any power
to control their own destinies.

But inaction cannot be an option. Preserving and developing the European
social and economic model should remain the aim of SD, and it could be achieved
by implementing a »double democracy.« The first phase would be devoted to revi-
talizing the nation state, which would work best if there again were ample fiscal
and budgetary maneuvering room. But that could only happen if the constraints
stemming from EU austerity were loosened. The second phase of double democ-
racy would be the genuinely European one, involving an enlarged European budget
controlled by the European Parliament, but with the members directly elected by the
citizens of EU member states. This intermediate way between the great leap forward
and the great leap backward indeed would constitute a political leap, yet a pragmatic
one.

It might prove to be feasible because it would emerge from the policy areas for
which the European Union is already responsible (its »competencies«) while imple-
menting them on a larger and more systematic scale. The exclusive competencies
of the EU would remain a limited - yet revitalized - core. The competencies shared
between the EU and its member states are much more extensive and include clearly
identified and strategic European public goods. Among them, one may select envi-
ronment, energy, trans-European networks, research & technology, and regional
cohesion.

In each of these domains, which are separate and weakly coordinated, sometimes
incompatible national policies have proven to be inadequate and even perverse over
the long term, as illustrated by the energy choices of Germany and France. The main
characteristic of public goods is that they produce positive externalities through
interdependencies that are not expressed or set by prices and market mechanisms.
For example, a coherent energy policy may ensure a secure and affordable supply of
electricity and a progressive transition toward a carbon-free society. Such a policy
may foster a long-term investment process, connected with other green priorities
and, through collective infrastructure, with policies of innovation.

Recalling the three main classical functions of the national state budget (Richard
Musgrave), this proposal would be restricted to developing the allocation function
and leaving untouched the transfer and stabilization functions. However, beyond
the direct positive outcomes, some indirect transfer and stabilization effects may be
expected. And because these new EU investment expenditures would be financed
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from additional fiscal resources, the (national) EU member states might recover
more freedom in their own fiscal affairs.

Concretely, Aglietta and Leron have proposed two new European taxes: the first
would be a 0.05 % levy on financial transactions, which might yield 150-200 billion
euros each year, double the size of the current European Union budget, reaching 2 %
of the EU-GDP. EU policymakers have been considering this move since 2011, but
so far have failed to enact it. The second possible tax would be one placed on carbon.
Although it would appear to be fully justified, it has encountered fierce resistance
from some EU member states and remains blocked. If both proposed taxes were to
become law, the EU budget might reach 500 billion euros, i.e. 3.5 % of the EU-GDP.

Investor of last resort

This process would reinstate the EU as an investor of last resort, lessening the influ-
ence of international financial markets and, through public investment banks, pre-
serving a long-term policy aimed at fostering sustainable growth. Because the collec-
tive decisions would be controlled by the EU Parliament, this process would achieve
an enlarged conception of democracy. While it is indispensable for the simple survival
of the Union, it converges with and renews the traditional priorities of SD.

Another key element of this newly-created fiscal capacity would be to support
the institutionalizing elements of a European System of Employment Insurance.
The idea behind this proposal is that many of the new labor market risks related to
the digital revolution differ from the kind of unemployment for which unemploy-
ment insurance (UI) originally was designed. These new risks stem from increas-
ing uncertainties on both the production side and the supply side. The previous
social democratic century was characterized by mass production on the one hand
and by the paternalistic one-earner family on the other. The hallmarks of the new
social democratic century are individualized quality production or service delivery
on the one hand, and the dual-earner family based on partnerships between men
and women on the other. Extended unemployment insurance therefore should also
cover risks related to critical transitions over the course of a person’ life: transi-
tions between full-time and part-time work, between one occupation and another,
between voluntary »caregiving« work and gainful employment, and finally, between
full work-capabilities and partial work-capabilities. Many of these transitions can
or could be organized within stable employment relationships, thereby avoiding the
exclusionary tendencies of non-standard employment. However, if this relation-
ship should break down, either through external shocks, mismanagement, or simply
through individual misfortune or changing preferences, a scheme of income secu-
rity broader than full-time unemployment benefits has to be provided.

This paradigm shift requires, first of all, a shift from stocks to flows. In other
words, what is needed is a career orientation in labor-market and employment policy
that attempts to make the most critical transitions pay over the course of a lifetime
by cushioning the related income risks. One promising example is public support
for lifelong learning, especially (but not exclusively) for the low-skilled. The benefit
to society would be enhanced mobility, especially in the form of mobility chains that
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open up new ports of entry into work opportunities for outsiders. Other examples
are related to so-called flexible jobs, including part-time work, self-employment, and
temporary positions. Modern insurance theory not only hints at the possibly dis-
torting effects of insurance through moral hazard, but also points out that insurance
can promote risk-taking through innovative hazard. That can be a wellspring of eco-
nomic dynamism and prosperity.

A further reason for the required paradigm shift from unemployment to a sys-
tem of employment insurance is to overcome inequalities and risk aversion through
capacity building, for instance, through institutionalized stepping stones (e.g. subsi-
dized employment targeted to individual productivity gaps, or transferable unem-
ployment benefit entitlements over time in case of taking up a more risky form of
self-employment); through enhancing general knowledge, competences and skills
over the course of a lifetime; or through reasonable adjustment of workplaces,
which involve making the market fit for workers. From this perspective, not only any
benefits that come from maintaining or enhancing employability, but also gener-
ous unemployment benefits have to be considered as »active« and not as »passive
security. In other words, they should be regarded as investments in the job-search
capacity of individuals; in the matching capacity of the labor market; in the employ-
ability of the »labor force«; in the quality and productivity of work; and lastly, in the
sovereignty of individuals over the course of their lives.

Following these principles also would imply abandoning the idea of centralized
European unemployment insurance. In any case such a centralized system has been
defended by its advocates as a mechanism of macroeconomic stabilization rather
than as an institution of social investment and solidarity. A genuine European fiscal
capacity, as mentioned above, could be used to support member states in establish-
ing national employment insurance systems according to commonly agreed-upon
minimum standards and social rights (see next paragraph) but leaving the determi-
nation of the specifics (e.g. levels of generosity and ways of effective implementa-
tion) to national discretion. This fiscal capacity also could be used, in analogy to the
current US unemployment system, to help member states finance credits designed
to supply extended benefits during prolonged recessions or to provide aid in large-
scale restructuring periods due to globalization.

(2) In March, 2016, the European Commission invited a Europe-wide social dia-
logue regarding the European Pillar of Social Rights (EPSR). In the meantime, this
process led to a resolution adopted by the European Parliament (January 19, 2017)
urging the European Commission to come up with a proposal by the spring of 2017
»that is not limited to a declaration of principles or good intentions but reinforces
social rights through concrete and specific tools.« This document already contains
many well-formulated demands or even imperatives for a true social and democratic
stance in a digital Europe and emphasizes the need for a paradigm shift towards
social risk management of life-course transitions: »European welfare states need
to be updated and strengthened to support upward transitions into and within the
labor market and to maintain economic security throughout people’s lives; whereas,
with the labor market becoming more complex, it is natural that the welfare state
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also needs to adapt its mechanisms and instruments in order to manage correctly
the various social risks arising.«

Hinting at increasing income uncertainties, the European Commission docu-
ment also underlines the importance of the ILO Recommendation No 202 to pro-
vide social protection floors, particularly equal access to a nationally defined set of
goods and services, such as health and maternity care, as well as basic income secu-
rity for children, for persons in active age who are unable to earn sufficient income,
and for older persons.

Related to the spread of new forms of work and employment, a new definition
of the »employment relationship« is needed to clearly define the responsibilities of
individuals or employers or even consumers for taking care of future social security:
e.g., the obligation of the self-employed to contribute in one way or another to social
insurance funds, or the inclusion of a social contribution in contract work or in the
platform economy. More and more workers in non-standard forms of employment
have difficulties in exercising their rights on the job or in gaining access to social
security benefits; women and migrants are disproportionately affected by this prob-
lem. Acknowledging these facts, the EU Parliament also has called on the Commis-
sion and member states to organize social security schemes differently. From now
on, such schemes should enable everyone, regardless of the type of employment, the
nature of the employment relationship, or status as self-employed, to accumulate
entitlements providing income security in situations such as unemployment, invol-
untary part-time work, health problems, advanced age, or career breaks for child-
raising, caring for others, or undergoing training.

Moreover, the European Parliament resolution on the EPSR accentuates the
social right to equality of opportunity and access to the labor market. One element is
to make the market more amenable to the inclusion of persons with disabilities, for
instance, through the right to decent and barrier-free work in a fully inclusive, open,
and accessible work environment via reasonable workplace adjustments. Another
is to make the market fit for parents with obligations to their children or others
through accessible infrastructure (e.g. on-site daycare centers, paid care leaves, and
variability in daily and weekly working time).

Another element is the increasing importance of »industry 4.0«. Point 21 in this
document emphasizes the fact that »low-qualified people not only have diminished
employment opportunities, but are also more vulnerable to long-term unemploy-
ment and experience greater difficulties in gaining access to services and participat-
ing fully in society, a situation which is not only detrimental to the individual but is
also highly costly to the economy and society as a whole.« The resolution »supports
therefore a Skills Guarantee as a new right for everyone, at every stage of life, to
acquire fundamental skills for the 21" century, including literacy, numeracy, digital
and media literacy, critical thinking, social skills, and relevant skills needed for the
green and circular economy (...).« In legal terms, such a guarantee should take the
form of an enforceable right to continuous vocational training and education. Evi-
dence, provided for instance by the OECD Survey of Adult Skills, shows that there
is a strong correlation between ICT literacy scores and participation rates in adult
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learning, suggesting that policies that encourage adult learning will also foster the
spread of ICT literacy skills (John P. Martin).

Personal activity accounts vs. unconditional basic income

The document even adopted a central proposal of Transitional Labour Market the-
ory (see The New Palgrave Economic Dictionary) to endow individuals with per-
sonal activity accounts as assets designed to overcome the increasing income and
career uncertainties over the course of a lifetime through individual efforts. »Start-
ing from their first entry into the labour market, all people in all employment forms,
employment relationships, and self-employment should have a personal activity
account, easily accessible through personal contact and electronic means, duly tak-
ing into account the needs of persons with disabilities, where they could consult
their accumulated social entitlements and other social rights, including to lifelong
learning, and where they could learn about their portability across countries if appli-
cable; such personal activity accounts should be made available in a cost-effective
way and adequate data protection should be ensured.«

Personal activity accounts would be a valuable and realistic alternative to the
unconditional basic income which is currently the topic du jour, advocated - curi-
ously enough - by employers of high-tech industries and modern financial or dis-
tributive services in particular. In the interest of freedom, liberty, and flexibility,
these neoliberal pundits propose a form of social security without any institutional
complexity. Their hidden agenda in the remaining empty institutional black box,
however, is the dream of freedom from bureaucracy and pain