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Introduction 
 
The expansion of international institutions regulating business activities since the 
Second World War has highlighted the multi-levelled nature of economic 
governance (Bache and Flinders, 2004), as well as the variable and changing 
extent to which national institutions dominate those at other levels of collective 
organisation. In the case of the European Union (EU), such increasing 
transnational regulation has been seen by some as encouraging the formation of 
pan-European patterns of economic coordination and control, although others 
consider the expansion of EU institutions to have merely added another set of 
norms, policies and agencies to those already operating over national, regional 
and sectoral jurisdictions (Majone, 2005; Schmidt, 2002).  The likelihood of such 
a Europeanisation of economic organisation depends greatly on the strength and 
complementarity of EU institutions relative to national and regional ones, as well 
as on the cohesion and strength of national and EU-wide interest groups 
supporting or opposing them, such as business associations and employer and 
union groups (Herrmann, 2005; Marginson and Sisson, 2002; Menz, 2005). 
 
In general, where transnational institutions have become established as distinct 
supranational influences on economic activity, their impact on established 
patterns of economic coordination and control will vary according to the strength 
and type of domestic institutions as well as the preferences and capabilities of 
dominant socio-economic groups, just as the influence of national governance 
norms depends on their relations with regional and sectoral institutions and 
groups. It is also important to note that, as Weiss (2003) and others have 
emphasised, the growth of cross national regulation and economic coordination 
need not necessarily result in an equivalent decline of national influence on 
economic structures and behaviour. Sharing sovereignty provides opportunities 
for states to enhance their ability to promote national economic interests, as well 
as constraining some of their freedom of action 
 
In considering how growing international governance is likely to affect 
established business systems, social systems of production and similarly distinct 
patterns of economic organisation, it is important to examine a number of issues. 
First, what is the nature of the most influential transnational institutions? Second, 
how much do they complement or conflict with each other in their implications for 
economic actors? Third, how are they related to the institutions established at 
national and regional levels, including of course their relative strength? Fourth, 
what roles have different national and international interest groups played in 
developing and supporting or opposing them?  
 
Accordingly, in this paper I first summarise the major principles of transnational 
business regulation that have become established since 1945. Next, I discuss 
their most likely and general implications for the organisation of economic 
coordination and control systems before continuing to consider their likely impact 
on three ideal types of institutional regime, and on relationships between key 
actors in societies dominated by them. Finally I suggest how this general 
analysis could be applied to the developing institutions of the EU, which is the 
most elaborate and institutionally established example of transnational 
governance.  
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The Nature and Consequences of Growing Transnational Economic 
Governance 
 
In analysing the nature and significance of increasing international economic 
governance, it is important to note that, although there is much agreement on the 
broad tendency of transnational institutions to encourage economic liberalisation, 
there remains much debate as to exactly what this liberalisation consists of, and 
to what extent it heralds a developing liberal international economic order that 
will dominate national economies (see, e.g., Campbell and Pedersen, 2001; 
Levi-Faur and Jordana, 2005; Streeck and Thelen, 2005).  Most, however, agree 
that the key phenomena include the deregulation of certain product markets and 
the liberalisation of cross border trade, as well as the internationalisation of 
capital markets and their growing influence on state policies and firms’ strategies 
(see, e.g., Djelic and Quack, 2003a; Morgan and Engwall, 1999; Ventresca et al., 
2003).  
 
Recent accounts of such deregulation have also drawn attention to the parallel 
re-regulation of many aspects of business behaviour as market entry, exit and 
behaviour become less constrained by administrative regulation, especially in the 
financial services industry (Laurence, 2001; Menz, 2005; Morgan and Knights, 
1997: Schmidt, 2002; Way, 2005). In Crouch’s (2005) terminology, these 
changes can be seen as the replacement of much substantive national 
governance of economic activities by more procedural forms, especially at the 
international level.  
 
Much of the expansion of transnational governance in the late 20th century has 
been concerned to establish common rules of the competitive game for cross 
border trade and investment and so international markets for most products and 
services, as exemplified by the European Union’s institutionalisation of the single 
European market (Fioretos, 2001: Majone, 2005). If we accept the wide-ranging 
and comprehensive synthesis of the increasing international regulation of 
business activities by Braithwaite and Drahos’ Global Business Regulation  
(2000) as an accurate account of the major principles underlying such 
transnational governance, it is clear that most of these are concerned with 
breaking down regulatory barriers to cross border trade and ensuring equal 
treatment for all participants in market economies. According to Majone (2005), it 
is this kind of negative integration that has been much more effective in creating 
transnational rules of the game in Europe than more “positive” regulations 
intended to harmonise and raise all countries’ standards (see, also, Knill and 
Lehmkuhl, 2002; Knill and Lenschow, 2005) 
 
In particular, they see the international transparency of economic regulation as a, 
if not the, major principle of global business regulation, and claim that: 
“transparency has been the one (principle) which has most consistently 
strengthened in importance…Transparency is at its strongest in the domains of 
finance, corporations and securities” (Braithwaite and Drahos, 2000:507). This 
norm of regulatory transparency has become “an emergent property of 
globalisation, a meta-principle in the sense of revealing the operation of all other 
principles” (ibid: 29).  
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It has been especially important in the regulation of companies and securities 
markets where it has formed a significant part of the process of transforming 
local insider network capitalism into “global transparency capitalism” (ibid: 163) 
that depends on the value and risks of tradable assets being visible to the 
internal management of traders, their auditors, regulators, analysts, fund 
managers, ratings agencies and investment advisors. Driven by the interests of 
outside investors, investment banks and multinational companies seeking large, 
liquid and transparent capital markets, this focus on public and formalised 
regulatory procedures exemplifies central features of outsider dominated 
financial markets and arm’s length capitalism (Laurence, 2001; Lutz, 2004; 
Tylecote and Conesa, 1999). 
 
Other principles governing business regulation that they consider to be 
strengthening cross nationally include: the harmonisation of regulatory norms, 
the mutual recognition of different states’ regulatory regimes and the extension of 
national treatment of companies to foreign ones. Most of these are intended to 
ensure that national markets are open to foreign competition on equal terms. 
However, it is worth emphasising that Braithwaite and Drahos also suggest that 
attempts to harmonise national systems of contract and securities law have not 
been successful so far, and that “there have not been concerted attempts to 
harmonise competition law since the collapse of ITO ratification” (ibid: 212). 
 
Furthermore, while much of the argument over trade principles in the GATT and 
the WTO has focused on extending the principles of most favoured nation and 
national treatment to all trading partners, many states have in practice continued 
to implement the principle of strategic trade, i.e. designing trade regulations in 
such a way as to advantage domestic companies (ibid. 512-4). Even the 
principle of deregulating state control over markets has only strengthened in 
eight out of the 15 issue areas considered by Braithwaite and Drahos (2000: 
508-15).  
 
In banking, securities, nuclear safety and many other areas, efforts to deregulate 
control over economic activities have been weakened by safety and systemic risk 
concerns that have led to greater emphasis being placed on transparency, 
harmonisation and mutual recognition of standards, often ratcheting these 
higher, as has also happened within the EU (Lutz, 2004). Additionally, the 
principle of implementing the world’s best practice in an area of economic activity 
has become stronger in nine fields, despite the considerable costs involved for 
many actors. As they suggest (ibid, 519), this is an asset building principle that 
can enhance both corporate and national reputations in finance, securities, trade, 
the environment, pharmaceutical and many other fields.  
 
This account of increasing transnational regulation of business activities in the 
last few decades of the 20th century highlights both its multifaceted nature and 
the limited areas in which it has succeeded in establishing a distinctive 
international regulatory regime. Rather than manifesting an inexorable progress 
towards national deregulation and global standardisation of market rules based 
on “liberal” principles of economic governance, Braithwaite and Drahos portray a 
much more complex set of developments in which market opening and 
regulatory transparency principles have been combined with those raising quality 
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and safety standards above those established in some domestic economies, and 
sometimes providing greater restrictions on what can be traded internationally,. 
They also emphasise the varied nature of business interests in further 
deregulation, just as Fioretos (2001) and Herrmann (2005), amongst others, 
have argued that national political and economic elites have different interests in 
dealing with European liberalisation attempts depending on the particular 
competences of leading firms and institutional legacies.  
 
Furthermore, there is little indication that transnational business regulation is 
about to encompass the treatment of foreign investment, competition rules or 
corporate governance practices on a worldwide basis, despite various attempts 
being made to do so (Gordon, 2003; Goyer, 2003). As yet, there are no global 
rules standardising shareownership rights and duties, even across the European 
Union, the nature of inter-firm agreements including norms of fair dealing 
(Teubner, 1998), or state support for innovative investments and knowledge 
development. Despite the apparent success of the TRIPS agreement in the WTO 
in establishing a global standard for intellectual property rights, it remains unclear 
whether this is a harbinger of greater global standardisation of property rights or 
rather an attempt to extend the US conception to other WTO members that 
remains highly contested and isolated.  
 
If we summarise the key institutions governing economic activities in market 
economies as those dealing with: a) product market entry and access to 
customers, b) competitive behaviour, including anti-trust regulation, c) access to 
capital and financial markets, d) ownership and control, limited liability and the 
rights and duties of public companies, e) the organisation of labour markets, 
employment relations and bargaining, and f) skill formation, evaluation and 
certification, then it is clear that effective transnational regulation has so far 
encompassed only a small number of these. Only with regard to the opening of 
markets to foreign competition and capital flows, and this last remains subject to 
considerable national regulation in many countries, and increasing transparency 
of corporate reporting and access to securities markets could it reasonably be 
claimed that international governance has become a significant force in firm 
behaviour that can dominate national institutions. As Perraton and Wells (2003: 
193) suggest, the WTO is “the only genuine institution of global governance”. 
 
Overall, then, the bulk of global business regulation in the late 20th and early 21st 
centuries remains focused on establishing common rules for international trade 
in goods and services, so that markets become more integrated across national 
borders. Additionally, the considerable deregulation of national markets – such 
as the removal of boundaries between segments of the financial services 
industry – has been accompanied by increasing reregulation of market 
participants and practices through procedural norms and arm’s length agencies, 
at national and international levels. These agencies are both public and private 
and frequently overlap in their jurisdictions, extending governance vertically and 
horizontally (Bache and Flinders, 2004; Braithwaite and Drahos, 2000: 491-94; 
Laurence, 2001; Levi-Faur and Jordana, 2005; Schmidt, 2002: 94-104).  
 
In Crouch’s (2005: 100) terminology, much of the growing international regulation 
has tended to be: a) exogenous to the activities being governed, b) procedural 
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rather than substantive, c) signalling compliance and transgressions rather than 
engaging in dialogue, and d) communicated vertically rather than horizontally. 
However, the strength and scope of rule enforcement vary, as does the ease of 
exit from regulatory control, and it provides both public and private collective 
competition goods. Many of these characteristics reflect arm’s length 
relationships between governing institutions and economic actors. Given the 
limited democratic legitimacy of many transnational agencies and regulatory 
regimes, which restrict their ability to undertake substantive interventions that 
might disadvantage particular interests (Majone, 2005), not to mention the 
leading role of the USA in establishing these in much of the 20th century, this is 
not too surprising. 
 
Turning now to discuss the major consequences for established patterns of 
economic organisation that are likely to follow from these kinds of transnational 
principles becoming institutionalised, there are four very general ones that can 
be expected to have different effects on firms, markets and institutions in 
different kinds of institutional regimes. First, the reduction of trade barriers and 
opening of foreign markets to many goods and services should increase the 
potential size of markets for many companies and affect their degree of 
specialisation. Second, this growth in foreign-based competition should increase 
the intensity of competitive pressures in domestic markets as well as uncertainty 
over the nature of present and future competitors. Third, active and direct state 
support for domestic companies and industries will become more difficult to 
justify and implement as transparency increases and Most Favoured Nation 
(MFN) treatment of foreign firms becomes the global norm. Fourth, both the 
facilitating of foreign entry to domestic markets and the reduction of barriers to 
foreign direct investment (FDI) can be expected to diminish the stability and 
homogeneity of firms involved in domestic markets. These general effects in turn 
should have five more specific consequences for firms and their institutional 
environments. 
 
Considering first the probable effects of increasing potential market size, as 
Langlois (2003) has recently emphasised market growth can be expected to 
increase firm specialisation and vertical disintegration, especially where technical 
standards are highly codified and accepted throughout the global market. This is 
particularly likely where markets are “thick” in the sense of having numerous 
potential suppliers, and common standards across the world enable companies 
to concentrate on innovating in one particular part of the sector’s value chain, as 
in the electronics industry (Sturgeon, 2002).  
 
Transparency, liberalisation and the growth of formally specified standards 
throughout an industry, such as the GSM one in mobile telephony, should, then, 
encourage leading firms to narrow the range of activities they undertake, ceteris 
paribus. On the other hand, such specialisation is less likely in emerging 
industries, where technologies are less standardised, markets are thin and 
demand is highly uncertain (Langlois and Robertson, 1995). Overall, though, the 
expansion of markets for products and services cross nationally, together with 
the increasing concentration of fund management in many capital markets and 
the transparency and standardisation of financial accounts across national 
jurisdictions, can be expected to reduce the overall level of vertical integration 
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and horizontal diversification of activities managed within large companies, 
especially where these businesses are “unrelated” in technological and market 
terms. To some extent, we can see this in the opening up of international 
markets in telecommunications that both encouraged, and was encouraged by, 
the restructuring of national PTTs and the creation of national specialist 
telecommunications companies in Europe and elsewhere (Thatcher, 2004). 
 
Secondly, opening domestic markets to foreign competition intensifies price 
competition as new entrants typically try to gain market share by undercutting 
domestic companies. This can be expected to weaken institutional constraints on 
opportunistic behaviour as foreign firms have few incentives to cooperate 
through collective agencies such as trade associations. By forcing firms to 
reduce costs, as in the German machine tool industry in the 1990s (Glassman, 
2004), such international competition encourages many companies to 
subcontract the production of components and more routine processes to firms in 
lower cost locations, or to move a substantial part of their own activities abroad, 
while often retaining the key value added ones at home. In this way, the 
liberalisation of trade can weaken long-standing linkages between companies 
within supply chains in the domestic economy, and focus customer-supplier 
relationships much more on price competition than may have been previously the 
case, as well as reducing domestic employer-employee interdependence.  
 
However, such restructuring of supply chain and employment relations need not 
necessarily result in radical changes to domestic patterns of economic 
organisation, particularly if companies are able to reduce their costs by 
transferring the more routine parts of their activities abroad while retaining the 
advantages of their home economy for more critical capabilities. According to 
Kristensen (2006), this is what many "skill container" types of firms in Denmark 
are doing in order to avoid losing their highly skilled workers through giving them 
boring tasks. Such internationalisation of production is obviously easier when 
work processes are decomposable and modular. As a result of liberalisation, 
then, average firm size and vertical integration can be reduced, and cross-border 
modular production networks established (Sturgeon, 2002), but distinctive 
business systems remain entrenched in different institutional regimes, especially 
where these are seen as continuing to provide significant competitive 
advantages. Indeed, the intensification of competition could well encourage 
further differentiation of national and regional patterns of authoritative 
coordination and control of economic activities as actors organise themselves in 
particular ways, and specialise in specific activities, that are best supported by 
their institutional context (Herrmann; 2005; Vogel, 2001). 
 
Thirdly, growing international regulation of state industrial policies, at least as 
they affect market access and direct support for firms, will limit substantive aid for 
national champions and the preferential provision of collective competition goods 
for domestic companies. This should reduce the differences between firms and 
sectors promoted by the state and those not so supported, as well as the 
national specificity of state risk sharing, market segmentation and regulation. 
However, it has not prevented considerable state investment in technology 
development related to public policy goals, as in the US health and defence 
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sectors, or continuing national support for R&D, skill development and similar 
general collective goods in many countries (Armingeon, 2004; O Riain, 2000).  
 
Overall, while direct state subsidies for favoured national companies, and 
discriminatory policies against foreign takeovers and investments have become 
more difficult to implement in the EU and WTO, they remain significant in many 
countries, as the recent battles over bank takeovers in Italy and the French 
approach to strategic industries testify, and many state promotional policies have 
become more indirect and focused on improving the socio-economic 
infrastructure rather than being discarded altogether. State-business relations 
remain quite varied between national economies, albeit with a broad reduction in 
overt discrimination against foreign firms in many OECD economies (Schmidt, 
2002). 
 
Fourth, the growth of cross border trade and investment, together with the 
deregulation of some markets in terms of entry and exit, can be expected to 
weaken the cohesion and authority of domestic business associations and 
employers’ groups as market participants become more varied and changeable 
in terms of their ownership, control and interests (Schmitter, 1997). As more 
foreign firms become significantly involved in domestic markets, and some 
existing ones are taken over or decline in importance, the ability of formal 
associations to enforce collective decisions that primarily benefit domestic 
companies seems likely to be reduced. While some of them may be willing to join 
these associations, their interests may well diverge from those of their domestic 
competitors and so the ability of business groups to provide collective 
competition goods for all members of an industry at the national level should 
decline as foreign firms increase their market share. Equally, of course, as more 
domestic firms invest in reaching foreign markets, their interests may begin to 
diverge from domestically focused companies, and this may well also weaken 
the authority of national business associations. Overall, then, the degree of inter-
firm cooperation and authority sharing between firms can be expected to decline 
as markets become more internationalised.   
 
Fifth, the internationalisation of capital markets and growing ability of large firms 
with foreign sales and subsidiaries to access them - which partly results from 
trade liberalization, harmonisation and MFN principles – enables companies to 
circumvent domestic restrictions on financial policies, such as the Japanese 
foreign exchange controls and limitations on corporate bond issuance (Calder, 
1993; Ramseyer, 1994), and, in some countries, reduce their dependence on 
national banks. In general, then, we would expect the level of domestic 
interdependence between large firms, state agencies and banks to decline as 
liberalisation and deregulation of financial markets grow. In turn, this seems likely 
to weaken lock-in effects and commitments between major economic actors and 
groups at the national level and provide opportunities for powerful groups to 
pursue their own interests at the expense of domestic associates, as arguably 
has happened in the restructuring of financial markets in London, if not yet in 
Japan (Laurence, 2001). 
 
The overall effects of such internationalisation of trade, competition and 
investment are, then, to weaken the stability and cohesion of dominant national 
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coalitions of interest groups and commitments between major companies, banks, 
state agencies and other economic actors. Large firms, in particular, seem likely 
to be able to pursue their own interests more autonomously from domestic 
constraints and associations, and often exert pressure for more liberalisation and 
deregulation of domestic and foreign markets. However, the extent to which 
these consequences do in fact materialise and change established patterns of 
economic organisation significantly will vary between market economies and 
their dominant institutional regimes, particularly of course the latters’ nature and 
cohesion (Armingeon, 2004), as well as on the amount of foreign direct 
investment and willingness of foreign firms to try to challenge dominant domestic 
patterns of economic organisation.  
 
In general, we would expect these effects of international liberalisation and 
deregulation to be more evident when the cohesion of domestic dominant 
coalitions of interests is weakening and new collective actors such as consumer 
and environmental groups, as well as firms in emerging industries, are able to 
mobilise support for political-economic change. This in turn should be easier 
when the existing regime is seen to be failing to support economic growth and 
key groups - such as large companies - are seeking to change current 
institutional arrangements, as for instance after several years of low or no 
growth. Cohesion can also decline when some companies, such as the 
commercial banks of Germany, Japan and some other countries, experience 
declining profits in their traditional business activities and seek to enter new 
markets with new kinds of skills, creating conflicts with established partners.  
 
In the case of the European telecommunications industry in the 1980s and 
1990s, for instance, it was the combination of international economic pressures 
with major technological changes and shifts in domestic coalitions in many 
countries, together with EU regulatory changes, that seems to have been key to 
both institutional restructuring and the emergence of new competitors (Thatcher, 
2004). In particular, both new entrants and established companies, as well as 
state elites, supported radical change in the new commercial and technological 
environment of the late 1980s, in many cases after having opposed it earlier. 
 
On the other hand, where the domestic market is large and many large firms and 
key industries are primarily domestically focused, the effects of such growth in 
transnational governance may be more limited. This is especially probable if the 
amount of FDI is limited as a proportion of GDP and domestic patterns of inter-
firm collaboration restrict the impact of market liberalisation, as is arguably the 
case in Japan (Vogel, 2001). As long as the importance of international trade 
and investment for the economy as a whole remains limited, and the dominant 
coalition of interests retains considerable support – perhaps by changing some 
of its policies and payoffs – these consequences will be slow in appearing. 
 
Effects of Liberalisation, De- and Re-regulation in Different Institutional 
Regimes 
 
Considering next the likely impact of such trade and investment liberalisation and 
deregulation on differently organised business systems and institutional regimes, 
this can perhaps best be explored by comparing their consequences in three 
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major ideal type of institutional regimes that encourage quite different patterns of 
economic organisation to dominate market economies: arm’s length, dominant 
developmental state, and corporatist (Whitley, 2005). The role and structure of 
the state differ considerably between these three, as do the organisation and 
nature of dominant interest groups, private property rights, financial and labour 
markets and the skill formation system. The expected effects of growing cross-
national governance on some aspects of dominant institutional arrangements, 
political-economic coalitions and firm behaviour in these three situations are 
summarised in table 1 and will now be further discussed. 
 

TABLE 1 ABOUT HERE 
 
In the case of arm’s length regimes, many of the predominant national 
institutions are quite similar to these transnational norms and predilections, such 
as market based relations between owners, investors and the strategic 
managers of large companies, strong preferences for transparent financial 
accounts and protection for minority shareholders, fluid labour markets and easy 
entry to, and exit from, product markets. As pressures for cross national 
liberalisation and deregulation increase, not least of course as a result of political 
and economic lobbying and influence by many leading firms from these kinds of 
economies, they will tend to reinforce the dominant norms and conventions in 
these societies rather than conflict with them, although the continuing disputes in 
trade negotiations over state support for domestic industries, regional aid and 
other forms of national investment indicate the resilience of domestic interest 
groups and their ability to influence state policies in the most liberal market 
economies.  
 
Additionally, the pressures to reduce levels of unrelated diversification resulting 
from the expansion of global markets have been reinforced in many of the 
societies dominated by these kinds of institutional regimes by the restructuring of 
financial markets and growing influence of fund managers, as the rhetoric of 
focusing on firms’ core competences and the growth of outsourcing indicate. 
Such changes in the organisation and governance of capital markets themselves 
reflect the increasing influence of investment bankers and providers of related 
financial services, who in turn support further international liberalisation and 
deregulation. 
 
We would not, then, expect major changes in prevalent patterns of economic 
organisation in arm’s length regimes to result from this sort of growth in 
transnational governance. The general reliance on market-based forms of 
coordination should be reinforced, with exit being preferred to voice in inter-firm 
dealings and state opposition to cooperation between companies becoming 
stronger, except perhaps where it continues to provide major investments for 
technological development and seeks to coordinate private strategies for national 
public policy goals. Cost reduction strategies, price competition and labour 
market flexibility will also be further encouraged by such liberalisation pressures. 
In the case of the UK, the combination of liberalisation and intensification of 
international competition “brought the system closer to the market capitalist ideal, 
with business relations more distant, government relations more arm’s length, 
and labour relations more market-reliant” (Schmidt, 2002: 147).  
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On the other hand, where dominant national institutions, interest groups and 
patterns of economic organisation conflict with these expected consequences of 
trade liberalisation and transparency imperatives, outcomes are more varied. In 
the case of dominant developmental state regimes, for instance, the state 
executive and bureaucracy form a coherent elite that takes the leading role in 
coordinating – and sometimes directing – economic development, often through 
controlling bank credits, technology licensing, access to foreign exchange and 
market segmentation. Such state domination of the economy directly conflicts 
with many of the international rules of the game outlined above, and so both 
state and business elites in these kinds of institutional regimes can be expected 
to restrict their implementation.  
 
This is especially likely when foreign trade and investment constitute a fairly 
small part of GDP and the owners of the largest firms are closely allied to state 
elites, with few being willing to forgo the advantages of state support for the 
benefits of easier access to capital markets and foreign opportunities. There are, 
though, a number of factors that might weaken the cohesion and strength of 
national institutions and actors in such a regime when dealing with external 
liberalisation and transparency pressures.  
 
Some of these result from the very success of state developmentalist policies 
that might otherwise seem to reinforce existing practices and norms. By 
achieving high rates of economic growth and the establishment of an educated 
urban middle class, these kinds of policies can lead to the growth of socio-
economic groups that oppose authoritarian and centralised decision making, as 
well as the close relations between the state and big business typical of such 
regimes. These groups may support external pressures to increase the 
transparency of state regulation and resource allocation decisions in order to 
improve domestic political accountability and reduce the dominance of state 
supported companies. Where such groups are linked to entrepreneurs trying to 
establish new industries that are not supported by dominant alliances, they could 
also encourage economic liberalisation and reduce the role of the state in 
directing the economy.  
 
Furthermore, some owners and managers of the largest firms may also wish to 
reduce their dependence on state elites and political priorities as they become 
more involved in foreign economies and wish to enter new markets, such as 
Samsung producing cars in South Korea some years ago. They could use the 
international trade regime to put pressure on domestic state agencies and elites 
to deregulate markets at home and move to more indirect methods of support for 
their attempts to compete on a worldwide basis.  
 
In addition, the economic and political costs of pursuing active promotional state 
policies on a stand alone basis may become too great in an increasingly 
interdependent political-economic environment, especially when these are 
combined with an expensive welfare state, as arguably happened in France in 
the 1980s (Levy, 2005; Schmidt, 2002: 187-200). More generally, external geo-
political pressures can become more important in weakening such states’ 
opposition to liberalisation and deregulation as their dependence on export 
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markets grows and importing countries are less willing to tolerate discriminatory 
support for domestic companies.  
 
Insofar as these factors do reduce developmentalist states’ active coordination 
and direction of investment and strategic priorities, we would expect the following 
five consequences to become apparent. First, as the degree of business 
dependence on the state and associated political risks diminish, owners may 
become more willing to delegate strategic control to non family managers, 
especially where elite universities and colleges can be relied upon to select the 
best students and encourage reliable behaviour.  
 
Second, as investment strategies become less directly influenced by political 
objectives, large companies may sell peripheral activities where they have little 
or no perceived competitive advantage, and so reduce their degree of unrelated 
diversification. This will be encouraged by the growth of foreign shareholdings 
and associated pressure for greater transparency of corporate activities, as well 
of course as by the increasing size of product markets resulting from trade 
liberalisation.  
 
Third, the decline of direct state coordination of economic development and 
provision of collective competition goods for favoured firms, together with the 
relative weakness of business associations, labour unions and other collective 
intermediaries in these kinds of institutional regimes, considerably reduces the 
strength of external constraints on economic opportunism for larger companies 
and enlarges their scope for independent strategic action. However, this 
increased autonomy of large companies from the state could become 
counterbalanced by their dependence on private investors’ willingness to fund 
growth plans, which is likely to make them more focused on profitability goals 
than unlimited expansion.   
 
Fourth, where the state reduces its control over the banking system and direct 
intervention in the flow of credit to favoured companies and industries, banks and 
other financial intermediaries become more autonomous but also have to 
develop new organisational capabilities to deal with the different competitive 
environment. This takes time, and some may fail, as has happened in France 
(Salomon, 1999; 2000). Eventually, though, a more independent and significant 
financial services sector should develop (Kleiner, 2003), although its 
relationships with the largest firms may well vary between countries, as is shown 
by the different ways it has developed in France and South Korea.  
 
Fifth, the traditionally strong ties between state elites and big business owners in 
these kinds of regimes may decline in intensity and significance as the largest 
companies internationalise some operations and become more independent of 
state tutelage. However, they seem unlikely to disappear overnight, especially 
where they are reproduced through common selection systems and 
institutionalised by intra-elite rotations between politicians, the central 
bureaucracy and leaders of the largest firms, as in France’s grands corps 
(Reberioux, 2002; Schmidt, 2002). The growing separation of large firm interests 
from those of state elites may, then, weaken the cohesion of the dominant 
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coalition of active promotional institutional regimes without necessarily leading to 
its demise and replacement by a completely different group of interests. 
 
In summary, where such internal and external pressures do result in a significant 
reduction in direct state coordination and steering of the economy and increased 
liberalisation, the dominant business system is likely to alter in the following 
respects. First, the unrelated horizontal diversification of dominant firms should 
decline, as should some degree of vertical integration. Second, control over the 
largest companies by the owning family and those with whom they have family-
like connections can be expected to become more indirect. Third, growth 
strategies will be more constrained by profitability considerations, especially 
where foreign investors are major shareholders. On the other hand, alliances 
between companies, the degree of employer-employee interdependence and 
authority sharing more generally seem unlikely to grow greatly. 
 
Considering next the ways in which more corporatist institutionalist regimes could 
be affected by the growth of international governance encouraging market 
liberalisation and deregulation, these are particularly dependent on the 
complementarity and homogeneity of domestic institutions throughout the 
economy. In terms of their implications for the authoritative coordination of 
economic activities, strongly corporatist societies encourage high levels of non-
market integration at the national and sectoral levels. While such extensive 
coordination of decision making in input markets is quite consonant with 
considerable competition in product markets, as Sorge (2005) has recently 
emphasised, it does inhibit zero-sum, spot market based competition between 
isolated enterprises based solely on price because so much information, 
technological and skill development and generation of collective competition 
goods is shared between members of dominant business associations (Soskice, 
1999).  
 
Market liberalisation pressures on their own need not, then, necessarily conflict 
with corporatist institutions, but where they lead to increasing heterogeneity of 
competing firms in terms of their governance, key capabilities and interests, 
through substantial FDI for instance, they may result in some weakening of 
nationally organised interest associations, as well as reducing the ability of the 
state to play a leading role in the improvement of national companies’ 
competences. Together with the increasing internationalisation of economic 
coordination and control, whether by MNCs or the growth of cross border 
institutions, NGOs and social movements, such pressures will challenge 
nationally specific corporatist arrangements that are based on common 
commitments to the public interest in national polities. Because these are 
premised on collective identities and interests that are relatively homogenous 
within national jurisdictions, they could be threatened by the growing 
heterogeneity of market participants as internationalisation grows apace.  
 
These kinds of changes increase the heterogeneity of domestic interest groups 
and weaken the complementarity of dominant institutions governing capital and 
labour markets in strongly corporatist regimes. Sectoral variations and 
differences between the larger, more internationally focused, firms and many 
SMEs may well become more pronounced in these situations, so that nationally 
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specific business system characteristics decline in their homogeneity and 
generality across industries and firm sizes. Depending on the level of foreign 
investment, the size and significance of the domestic market for large firms, and 
the variety of competences needed in different industries, these regimes could 
develop a number of hybrid business systems in which some characteristics 
remained relatively homogenous throughout the economy while others varied 
significantly between sectors and firms.  
 
In Germany, for example, many large firms have developed new kinds of links 
with banks and capital markets while smaller ones on the whole have not, but 
most of the corporatist arrangements governing skill formation, wage bargaining 
and other employer-employee relationships remain quite standardised across 
sectors and firm size classes (Deeg, 2005a; 2005b; Schmidt, 2002: 175-182). 
Equally, although some firms may seek to decentralise wage bargaining and 
other aspects of employment relations to the enterprise level, others may prefer 
to maintain or reinforce national and sectoral coordination institutions in order to 
manage international threats and increase the predictability of the domestic 
environment (Crouch, 1999: 355-361). As Vogel (2001: 1109) suggests: 
“German firms tend to adjust to shocks through internal labo(u)r market 
flexibility….(and)….rely more on cooperative relations with labo(u)r” than on 
hiring and firing as the business cycle changes, although this may be less so for 
companies in more labour intensive sectors that compete more on price than 
quality (Thelen and Wijnbergen, 2003).  
 
The most general consequence of these sorts of changes in the institutional 
environment for business system characteristics in corporatist societies, then, is 
likely to be increased differentiation of interests and patterns of economic 
coordination and control at the national level as institutions and actors become 
less standardised and homogenous across the economy. Patterns of ownership 
and control will become more varied as close bank-firm connections are 
weakened for many large firms and foreign shareholders are able to take 
significant stakes in some of these, such as Nokia. However, as long as the 
market for corporate control remains weak and hostile takeovers are not 
encouraged – which remains the case in most insider-dominated financial 
systems (Gordon, 2003; Goyer, 2003; Tylecote and Conesa, 1999) - this need 
not necessarily lead to radically changed priorities in these firms. Indeed, for 
ownership relationships in the largest companies in corporatist regimes to 
become generally transformed, the whole financial services sector would 
probably need to separate from, and come to dominate, the rest of the economy, 
as in the UK, with investment banks and similar intermediaries forming major 
blocks in leading political-economic coalitions.  
 
Similarly, the impact of external pressures to reduce vertical integration and 
change supplier relationships, as a result of increased competition, market 
expansion and the increasing influence of outside investors, may well be limited 
by strongly corporatist institutions and their supporting interest groups, especially 
in industries where technological processes and organisational competences are 
not readily decomposable (Vogel, 2001). Where foreign suppliers are used by 
large firms in such regimes, these are often subsidiaries of domestic business 
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partners, as in the case of many Japanese companies in China, and obligational 
contracting remains considerable (Ernst, 2006).    
 
Equally, the strongly entrenched vertical and horizontal alliances and 
collaboration between competitors characteristic of corporatist dominated 
economies seem unlikely to be transformed radically as a result of external 
pressures from transnational institutions as long as: a) business and employer 
groups retain considerable collective authority, b) the state continues to 
encourage their involvement in economic policy making and implementation, 
and, c) firms cooperate in developing and applying new technologies, working 
with unions and state agencies in skill formation, and in negotiating with 
employees over working conditions. In the case of Japan for instance, the size of 
the domestic economy, limited amounts of FDI, continuing collaboration between 
state, the keidanren and other business associations, and the flexibility and 
commitment afforded by inter-firm networks have restricted changes to “alliance 
capitalism” despite over 10 years of near recession, political and bureaucratic 
scandals and considerable restructuring of many industries, especially banking 
(Lincoln and Gerlach, 2004; Pempel, 2006; Vogel, 2001). 
 
While the growing heterogeneity of employers and competitive pressures to 
reduce costs by moving some production abroad and/or outsourcing to foreign-
based subcontractors resulting from internationalisation could reduce employer-
employee interdependence and commitment in corporatist societies, strong 
union and industrial relations institutions should limit this. Especially where the 
skill formation system is built around long-term cooperation between employers 
and unions, and is regarded by most firms as an important contributor to 
competitive advantage, continuing collaboration with unions and works councils 
seems likely. Even in economies where highly coordinated financial systems are 
weakening, institutionalised cooperation between employers’ groups and union 
federations often remains considerable, as in many European societies. 
However, in some this cooperation has become more decentralised as firms and 
works councils reach agreement on restructuring initiatives that transcend the 
official negotiating arrangements and weaken their overall authority. This pattern 
can increase employer-employee interdependence at the enterprise level while 
reducing it nationally (Pontusson and Swenson, 1996).  
 
Such attenuation of the national and sectoral corporatist arrangements for 
dealing with wage bargaining and other industrial relations issues is likely to 
increase the heterogeneity of employment relations within such societies. This, in 
turn, may enable firms in different industries and locations to develop different 
ways of managing their staff and so reduce the general cohesion of corporatist 
institutions and constraints on short-term opportunism. Where this 
decentralisation of bargaining becomes institutionalised, then, the prevalent 
pattern of collaboration between companies within and between supply chains 
may well be weakened by the effects of international liberalisation and cross 
border investments on corporatist arrangements.    
 
Multi-level Governance in Europe: The effects of “more Europe” on 
institutional regimes and business systems in the European Union. 
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These expectations of how growing international governance is likely to affect 
different kinds of institutional regimes and business systems can be helpful in 
analysing the emerging system of multi-level governance in Europe, which has 
received much attention from political scientists and others (see, e. g. Bache and 
Flinders, 2004; Gilardi, 2005; Hayward and Menon, 2003; Pierson, 1996; 
Majone, 2005). The EU is probably the most developed form of transnational 
governance that became established in the 20th century, and so its regulations 
and institutions should have had the most visible impact on nationally distinct 
business systems, especially since it bundles together a number of policy 
competences into a general purpose jurisdiction (Marks and Hooghe, 2004).  
 
Whereas most international governance regimes focus on particular issues and 
problems with intersecting memberships and overlapping jurisdictions, and are 
relatively limited in duration, the EU integrates governance over a considerable 
range of issues and claims substantial supranational authority over its member 
states in these areas on a long term basis. It is therefore more likely to affect 
established systems of economic coordination and control as a whole than are 
more specialised forms of international governance. The combined effect of 
increasing EU governance and decentralisation could, then, considerably reduce 
the national specificity of European institutional regimes and business systems, 
and possibly result in the establishment of novel forms of economic organisation 
at different territorial levels and in different economic sectors. 
 
To evaluate such possibilities, we need to clarify the nature of the distinctive 
supranational institutions in Europe and their implications for economic activities, 
their relative strength in influencing economic actors compared to national and 
regional ones, and the circumstances in which they are likely to change the 
nature and behaviour of leading firms, dominant socio-economic coalitions, and 
key intuitional arrangements in differently organised European countries. 
Considering first the predominant features of EU institutions as they have 
developed since the foundation of the European Coal and Steel Community 
(ECSC) in 1951, these have primarily focused on the establishment of a single 
market in which people, capital, goods and services could move freely across 
national borders and progressively removed barriers to such mobility (Majone, 
2005).  
 
Despite developing a number of initiatives and many regulations to harmonise 
standards and generate “positive” forms of European integration in the areas of 
health, safety and the environment, the most notable successes of the EU have 
tended to support more "negative" forms by removing national restrictions to free 
movement of the factors of production, limiting monopolies, protecting consumer 
interests and opposing discrimination against foreign firms (Knill and Lenschow, 
2005; Knill and Lehmkuhl, 2002; Majone, 2005: 151-161). As Majone suggests, 
this is partly because active forms of positive integration require considerable 
resources and implementation capacities that most EU institutions do not have. It 
is easier to demolish barriers and forbid discriminatory behaviour, than to ensure 
positive improvements in, say, water quality, across the EU when this would 
require substantial investments and active intervention in national economies.  
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Simplifying considerably, then, we can suggest that the most effective EU rules 
and regulations for much of the past 50 or so years have been concerned to 
liberalise trade and investment between member states and remove national 
regulations that protected domestic companies and related interests. Although 
the intensity and efficacy of EU attempts at integrating European economies 
have varied over this period – as have other aspects of EU policy making 
(Jessop, 2004) – they were greatly reinvigorated by the passage of the Single 
European Act of 1986 that “conferred new powers on the EU in the areas of 
social policy, economic and social cohesion, research and technological 
developments, and environmental protection” (Majone, 2005: 11), as well as 
introducing qualified majority voting on a number of issues in the European 
Council.  
 
This Act, and the subsequent Treaty on European Union signed in Maastricht in 
1992, laid the foundation for Economic and Monetary Union that eventually 
produced the Eurozone in 1999 as the strongest form of economic integration 
achieved in Europe to date (Tsoukalis, 2003). While seen by some as a Trojan 
horse that could, and perhaps should, lead to greater political integration, the 
relative success of the EU in creating a single European market for most goods 
and some services through liberalisation and deregulation has not been matched 
by equivalent progress in establishing common social policies and political 
institutions such as Europe-wide political parties and electoral competition 
(Majone, 2005). In general, as Amable (2003:228-230) suggests, the neo-liberal 
quest for the single market has dominated alternative visions of a more “social” 
Europe in which capitalism would be regulated by federal institutions, although 
Reberioux (2002) claims that the new European company statute governing 
Societas Europeae reflects the latter approach.  
 
It does need to be borne in mind, though, that the European Commission (EC) 
has at times encouraged Europe-wide coordination of economic and industrial 
policies through the involvement of transnational interest groups, such as UNICE 
and labour union federations, and supported the foundation of the EUROFER 
steel cartel in 1976 that negotiated restrictions on price competition across 
Europe and established supply quotas. While this cartel collapsed after the 
second oil price shock in 1979, dirigiste market regulation at the European level 
continued under the terms of the 1951 ECSC Treaty until the mid-1980s 
(Voelzkow, 2004: 133-4). However, such coordination was probably easier to 
justify and implement when most member states shared a belief in the benefits of 
recession cartels and similar approaches to managing economic development, 
and has become less likely in an EU with 25 members that have very different 
industrial and social structures.  
 
In general, although both the Commission and transnational interest groups may 
have a common interest in working together at the EU level, such relationships 
are rarely as close and effective in coordinating policy development and 
implementation as those within the more corporatist EU states, not least because 
the organisation of interest groups varies so much between EU member states 
and the EC has no state-like powers to organise them into powerful units of 
authoritative coordination across the EU (Crouch, 2003; Mazey and Richardson, 
2003). Furthermore, despite the growth of lobby groups and trade association 
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agents in Brussels over the past few decades, there are few if any European 
peak associations that can: a) credibly act as central bargaining organisations on 
behalf of all major companies throughout western Europe, b) resolve disputes 
between members, and c) constrain opportunism and sanction deviance.  
 
For instance, as Plehwe and Vescovi (2003) point out, European market 
integration in the transport industry has led to considerable fragmentation and 
polarisation of interest group representation at the transnational level, and many 
associations have opened separate offices in Brussels to lobby for their sectional 
goals. In this field, “supranational and national public authorities are confronted 
and cooperate with a growing number of competing business associations” 
(Plehwe and Vescovi, 2003: 211), although in some other industries companies 
have been more successful in developing “interface actor associations”. 
 
Similarly, labour organisation and representation at the European level tends to 
be more a matter of coordinating national groups than integrating them into a 
cohesive transnational association that could negotiate centrally (Bieler, 2005). 
As Amable suggests (2003:253): “the ETUC (European Trade Unions 
Confederation) has no power over its national union members and must rely on 
their voluntarism and their active participation….voluntarism is in fact a more 
general problem for Continental Europe. Its generalisation leads to the spread of 
the “contract culture”…and collective bargaining runs the risk of turning into…a 
vehicle for market coordination and competition”.  
 
Overall, then, the EU-interest groups’ interrelationships seem to be closer to the 
US pattern of sponsored pluralism than the many varieties of national 
corporatism in Europe (Crouch, 1999; Streeck and Schmitter, 1985). As Schmidt 
(2002: 246) puts it:” a wide range of policy actors, governmental as well as non-
governmental, negotiate the construction of policy programmes through an 
elaborate coordinative discourse….negotiations involve complex system of 
Commission-organised discussion among experts, interest groups, governmental 
representatives, lobbyists and the like.” Even though such groups have 
developed distinctive epistemic communities in some sectors, with European 
coordinating discourses, they often have little legitimacy at the national level 
(Schmidt, 2002: 248).  
 
Turning now to consider the strength of EU institutions and agencies relative to 
national ones, this has been the subject of extensive debates in the political 
science literature (see, for example, George, 2004; Majone, 2005; Sandholtz and 
Stone-Sweet, 1998), often in terms of the ability of the European Commission 
(EC) and related agencies such as the European Court of Justice (ECJ) to act 
autonomously in establishing and implementing EU-wide rules of the game. The 
conflicts between “intergovernmentalists” and “supranationalists” concerning the 
powers and purposes of European supranational organisations have usually 
focused on the relative independence of their goals and strategies from national 
governments, and their capacity to exert autonomous causal influence on policy 
outcomes (Pierson, 1998; Pollack, 1998; Schmidt, 2002: 52-57).  
 
Relying on rational choice models drawn from principal-agency theory to explain 
the varied influence of the EC on different policy issues, Pollack (1998), for 
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instance, has suggested that four factors are critical:  a) the distribution of 
preferences between national governments and such agents, b) the nature of the 
institutional decision rules governing the delegation of powers, c) the distribution 
of information, and d) their ability to mobilise transnational constituencies in 
support of their policies. Variations in these help to explain differences in the 
success of the EC and other agencies in creating “more Europe” in different 
areas. While he concludes that the “Commission enjoys considerable autonomy 
and influence on its implementation of Commission policies” (1998: 248), he also 
suggests that this should not be overstated and it depends very much on the 
preferences and coordination of member states, the behaviour of the ECJ and 
the interests of associated transnational actors in different issue areas.  
 
From a rather different perspective, Majone (2005) has emphasised that the EU 
has few, if any, of the conditions necessary to form a distinct supranational 
political entity, especially the existence of a common European political identity 
that could provide legitimacy for an EU government. Europeans are members of 
the EU through their national citizenships, not as members of a separate 
European polity governed by an EU citizenship law that is superior to national 
ones (Majone, 2005: 25). Furthermore, EU institutions are only able to exercise 
the powers granted to them by member states, and in particular are unable as 
sovereign authorities to define the limits to their own competences, the so-called 
“Kompetenz-Kompetenz” (Majone, 2005: 205).  
 
As part of a multi-tiered governance structure, then, the EU is less sovereign and 
autonomous in terms of establishing its own “constitutional choice” rules that 
affect who determines, and how they do, the “collective choice” and “operational 
“ rules governing innovative activities in Amable’s (2003: 68) hierarchy of 
institutions, than most, if not all, European governments, and is more subject to 
lower level rules and agreements. Despite the emergent powers and path 
dependent competences of many supranational agencies arising from the 
combination of large fixed costs, learning effects, coordination effects and 
adaptive expectations (Pierson, 1998), they remain relatively weak in this sense. 
 
In sum, much of what the EU has achieved in the past 50 or so years in terms of 
economic regulation has been concentrated on the liberalisation of trade and 
investment. As such, it could be expected to complement the international trend 
towards liberalisation and deregulation and so reinforce the consequences 
discussed above (Schmidt, 2002: 41-52). Additionally, despite many attempts by 
the EC to establish Europe wide institutions governing economic activities and 
complete the single European market, few have materialised. For example, most 
EU attempts at standardising shareholder rights and duties and the organisation 
and governance of financial markets across Europe have failed, as has been 
exemplified by the difficulties of agreeing the takeover directive and the varied 
responses by many member states to its provisions. According to the Financial 
Times of the 2nd March 2006, five states have signalled that they intend to opt 
out of Article 9 of this directive, eight intend to opt out of Article 11 and over four 
will opt out of Article 12.  
 
Furthermore, although competition law has been seen as central to the EU since 
the Treaty of Rome, the European model was only incorporated into domestic 
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legislation in Germany and the UK in 1998 and has been implemented in quite 
different ways by different administrative systems, so that national practices 
remain heterogeneous (Page, 2003). Most of the key institutions governing 
economic activities in Europe are not, then, homogenous across member states 
and, where EU institutions have become strongly established, these depend 
greatly on national implementation, which can vary considerably, as the conflicts 
over the liberalisation of service provision exemplify (Menz, 2005). The 
institutionalisation of a distinctively European pattern of economic organisation 
seems highly improbable, especially as EU decisions and trade-offs become 
more politicised as they move into more sensitive areas (Hurrell and Menon, 
2003) and member states become more heterogeneous with the EU’s expansion 
eastwards. 
 
Bearing these points in mind, it is nonetheless worth considering how the 
development of the Single European Market and similar liberalisation 
agreements have affected the different kinds of institutional regimes and 
business systems that have become dominant in various member states. One of 
the more obvious consequences of adopting such measures has been the move 
to more “regulatory” types of state management of economic development as 
direct state support for domestic companies and industries has become 
outlawed, albeit in different ways and to varying degrees (Gilardi, 2005; Majone, 
2003; 2005). State subsidies have now to be justified to the EC, and are often 
forbidden, so that the more dirigiste states have turned to indirect methods of 
managing change (Schmidt, 2002: 198-200).  
 
In the case of France, this has involved considerable expenditure on 
encouraging early retirement, social protection and other labour market 
adjustment policies, as well as on promoting small and medium sized businesses 
in what Levy (2005) terms the social anaesthesia state. As he and others have 
pointed out, the dismantling of the instruments of direct coordination of industrial 
development has granted the largest French companies considerable autonomy 
in the absence of strong intermediary organisations and collective actors, 
especially labour unions (Goyer, 2003; Hancke, 2002; Reberioux, 2002; Schmidt, 
2002:124).  
 
While maintaining the traditionally close relationships between business, 
bureaucratic and political elites through the grands corps, strategic managers 
have been able to engage in major restructuring of their companies, especially 
narrowing their range of business activities and reducing employment, at greater 
distance from state objectives. Together with reduced state control over the 
financial system and the breaking down of barriers between different financial 
markets, these changes have considerably increased the autonomy of firms’ top 
managers and encouraged a focus on profitability (Hancke and Goyer, 2005). 
But, as Schmidt (2002: 137-143) has suggested, while France may have moved 
from a state-directed form of capitalism to more of a state-enabled form, it still 
exemplifies a variant of state capitalism in terms of the central role of the state in 
the economy. 
 
Turning to consider the likely effects of EU liberalisation on the more corporatist 
institutional regimes in Europe, we would expect these to become less 
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homogenous and standardised across sectors, regions and firm sizes as firms 
from different kinds of regimes increase their market share in these countries and 
domestic companies invest abroad. As Schmitter (1997) has suggested, the 
larger firms in highly corporatist regimes develop different interests from 
domestic competitors and collaborators as they internationalise their operations 
and are able to lobby the EC and other EU institutions directly, and so may 
become less willing to share authority with domestic business associations. 
Insofar as they additionally encourage the decentralisation of national negotiating 
institutions to local bargaining, and are successful in this, the strength of national 
corporatist institutions should decline (Pontusson and Swenson, 1996; Thelen 
and Wijnbergen, 2003). Such weakening of the national cohesion, coverage and 
standardisation of such regimes will obviously be more likely where the strength 
of labour union federations also declines. 
 
While, then, many national corporatist regimes in Europe may be changing for a 
number of different reasons, the effects of EU liberalisation can be expected to 
reinforce their differentiation and declining strength, although some states may 
try to reinvigorate them to deal with international competition and potential 
economic decline, as Crouch (2003) has suggested. Such attempts seem most 
likely to be successful where the labour movement is cohesive and powerful 
across sectors, and “inclusive” corporatist arrangements (Whitley, 2005) are 
strongly entrenched throughout the economy, as in many Scandinavian countries 
(Bowman, 2002). In the case of Germany, Schmidt (2002:141-145) has 
suggested that prevalent patterns of business relations, the role of the state and 
the organisation of labour relations continue to exemplify managed capitalism, 
despite some erosion of  inter-firm commitments and changing bank-firm 
relationships. In contrast, business corporatist arrangements that exclude 
organised labour from the development and implementation of national economic 
and social policies may be more affected by liberalisation and deregulation.  
 
This weakening of national corporatist regimes in many EU countries as a result 
of liberalisation and fragmentation of business interests – and sometimes of 
labour interests in different sectors and types of firm (Pontusson and Swenson, 
1996; Thelen and Wijnbergen, 2003; Vogel, 2001) – is likely to be echoed by 
changes in dominant socio-economic coalitions. This is especially probable 
where such coalitions were based on the state’s provision of collective 
competition goods that are now outlawed and business elites were closely allied 
to political and bureaucratic ones.  
 
To the extent that the EU, and more general transnational regulation, reduces 
large firm dependence on national states, the cohesion and integration of such 
alliances can be expected to decline as their owners and strategic managers 
seek more autonomy from state direction, access international capital markets 
and pursue links with other groups at home and abroad. Even in France, where 
ties remain close, there seems to be an increasing willingness of the top 
managers of some firms to speak out against state policies and seek more 
autonomy. Similarly, the liberalisation of financial markets, where it does occur, 
can, together with the growth of MNCs in Europe, encourage new interest groups 
to become influential at the national and European level, such as investment 
banks and fund managers (Laurence, 2001).  
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The institutionalisation of the EU as a distinct supranational legislative arena may 
have encouraged some interest groups to bypass national institutions and actors 
and try to influence European policies and regulations (Mazey and Richardson, 
2003), but, as Crouch (2003) has pointed out, lobbying governments at different 
territorial levels is not necessarily a zero-sum game, and successful groups 
typically enlist national state support as well as EU backing in seeking to achieve 
their goals. In particular, large firms often lobby the EC, the European Parliament 
and other bodies, singly and collectively, as well as their “home” state agencies, 
and are more effective in doing so than groups that rely on the goodwill of the EC 
to promote their cause. It is also worth noting that the EC itself is highly internally 
differentiated, with each DG fighting its own corner (Majone, 2005), so that 
gaining consistent EC support for particularly policies over a period of time 
requires substantial resources and commitment, thus limiting the ability of 
nationally disadvantaged interest groups to use “Brussels” as a means of 
attacking domestic dominant coalitions. 
 
One group that probably has lost some of its political and economic influence in 
many EU states as liberalisation weakens the cohesion and homogeneity of 
national corporatist institutions is, of course, organised labour, although how 
much of the general decline in union power in many European states can be 
attributed to the EU and other liberalising agencies is difficult to determine. 
Furthermore, some of the apparent decline in national union power in some 
member states seems to have been offset by the growing influence of works 
councils and enterprise level bargaining as employers and employees align their 
interests around individual firms rather than domestic sectors or national 
economies.  
 
This has been encouraged by the weakening of some employers’ associations 
following the divergence of interests between MNCs and more domestically 
focused smaller companies. As Thelen and Kume (2004) and others have 
emphasised, in Germany it is very much in the interests of national union groups 
to have a strong employers’ group with whom to strike agreements so that they 
can restrict the growth of opportunistic behaviour on the part of member unions. 
To the extent that such attempts have failed, we can say that national and 
sectoral authority sharing between firms and their associations and between 
employers’ groups and workers’ federations may be declining, yet at the firm 
level employer authority sharing may continue or even increase.  
 
Where, on the other hand, labour unions and their federations remain strong and 
cohesive at the national level, we would not expect large firms to restructure their 
operations very radically or quickly, as Goyer (2003) indicates was the case in 
Germany for much of the 1990s. Nor are they likely to forgo the advantages of 
corporatist arrangements in a hurry where these continue to provide important 
collective competition goods for all firms in particular industries. As long as the 
dominant institutions governing labour markets and skill formation processes are 
nationally standardised and encourage inter-firm cooperation, authority sharing 
between firms and within them seems likely to remain a significant phenomenon 
in corporatist societies despite liberalisation and increasing competitive 
pressures.  
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Overall, then, while some differentiation between the largest and most 
internationalised companies and other firms, and between sectors dominated by 
different kinds of companies, has taken place in corporatist regimes as a result of 
EU liberalisation, its extent will be limited by nationally cohesive and integrated 
institutions governing labour markets and the need to act collectively in dealing 
with powerful unions. In these circumstances, the coordination and control of 
economic activities seems likely to remain characterised by quite high levels of 
authority sharing between owners, managers and employees as well as between 
companies.  
 
Concluding Remarks 
 
This discussion has highlighted four main points about the growth and impact of 
transnational governance. First, the scope of economic activities and 
relationships effectively subject to international institutions is limited. On the 
whole, most of these transnational institutions have dealt with issues of market 
liberalisation, competition regulation and discriminatory state support for 
domestic companies. They have not standardised the rules governing limited 
liability, the rights and responsibilities of private companies, relationships 
between owners, managers and employees, mergers and acquisitions, let alone 
those dealing with skill formation, specification and control. Insofar as, then, they 
have had a significant effect on established patterns of economic organisation, 
this is largely restricted to the internationalisation of markets for some, but by no 
means all, goods and services.  
 
Second, the impact of these cross-national institutions on economic actors and 
relationships depends greatly on other changes in national and international 
political economies. As the case of the European telecommunications industry 
exemplifies, changing the international regulatory environment is both 
encouraged by, and itself encourages, major shifts in the national and 
international opportunity structure for key members of domestic coalitions and for 
potentially powerful outsiders, Such shifts can result from novel technologies and 
emerging industries, but also from changes in financial flows and the 
organisation of financial and other markets. It is difficult, then, to separate the 
consequences of increasing international regulation from other aspects of 
economic internationalisation that have developed interdependently with it. As 
Djelic and Quack (2003b) have emphasised, transnational institution building 
involves both top down and bottom up processes with many different kinds of 
actors organised. Equally, its outcomes depend on the interests and actions of 
national and international groups and organisations, as well as conflicting and 
complementary institutional arrangements. 
 
Third, when combined with increasing international competition, the expansion of 
MNCs and the internationalisation of financial flows, the main consequences of 
the growth of transnational governance on established institutional regimes and 
business systems have been: a) to reduce direct state management of the 
economy and business dependence of state elites, b) to encourage the 
differentiation of actors and their interests in the most homogenous regimes, and 
c) to weaken the cohesion and scope of their dominant institutions. This latter 
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effect has, however, been mitigated by strong national labour movements in 
some European countries that seek to maintain national bargaining systems and 
other institutions governing labour markets. 
 
Finally, the growth of EU regulation and supranational authority has had most 
impact on economic liberalisation and moves towards, but not yet achieved, the 
single European market, especially when combined with complementary 
pressures for change from national and international interest groups. There is 
little evidence for dominant EU institutions governing other aspects of market 
economies becoming established, let alone increasing homogeneity of business 
system characteristics throughout the EU. Furthermore, as Majone (2005) has 
emphasised, the lack of common European identities, political parties and a 
European constitutional demos by whose ultimate authority pan-European 
constitutional arrangements could be established make it most unlikely that a 
distinct and dominant set of European political institutions will become 
institutionalised. Indeed, continuing enlargement and increasing macro-economic 
and institutional heterogeneity coupled with the declining role of the EC and use 
of the community method to reach agreement on EU policies suggest that the 
development of homogenous Europe-wide institutions governing economic 
activities remains improbable. 
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Table 1 
 

Likely Effects of Regulatory Transnational Governance on Three 
Different Institutional Regimes 

 
     Type of Institutional Regime 

 
 
 
 
 

Likely effects 
on: 

Arm’s Length Dominant 
Developmental 
State 

Corporatist 

Cohesion and 
authority of 
business 
associations 

Further reduced Limited Reduced as largest 
firms internationalise 
and foreign firms invest 

Cohesion and 
authority of 
union 
federations 

Further reduced Further reduced 
in private sector 

Reduced at national 
and sectoral levels, 
increased differentials 
between 
internationalised firms 
and industries and 
others 

Market 
segmentation 

Reduced Reduced where 
state withdraws 
from direct 
control 

Reduced where 
domestic coalitions 
weakened 

Investor-firm 
relations 

Reduced 
commitments, 
growth of fund 
manager 
influence 

Decline in state 
influence, 
growth of 
investor 
influence 

Weakening of bank-
firm ties in large firms 

Diversification 
of large firms 

Reduced Reduced where 
state influence 
weakened 

Reduced where foreign 
shareholders dominate 

Inter-firm 
cooperation 

Low, except for 
pre-competitive 
collaboration in 
public mission 
fields 

Low, beyond 
business groups

Reduced where 
business union groups 
weakened 

Constraints 
on short-term 
opportunism 

Further 
weakened 

Reduced where 
state influence 
weakened 

Reduced for largest 
and most 
internationalised firms, 
especially where 
unions weakened 


