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ABSTRACT

This paper sets out an improved framework for examgi critical junctures. This
framework, while rigorous and broadly applicabléready an advance on the
frameworks currently employed, primarily seeks rioorporate an a priori element.
Until now the frameworks utilised in examining @dl junctures were entirely
postdictive. Adding a predictive element to thexaapt will constitute a significant
advance. The new framework, and its predictivenel&t, termed the “differentiating
factor,” is tested here in examining macro-econoanises, and subsequent changes
in macro-economic policy, in America and Sweden.




Introduction

Institutionalists (for example, Christensen 1997orges 2001; Mahoney 2000;
Pierson 2000; Steinmo, 1989; Thelen and Steinm@)1B8ve regularly argued that
crises can result in abrupt institutional changeften, crises are pointed to as the
starting points in a sequence of change, as in paffendence. Consequently,
scholars’ interpretations of institutional changevé resulted in the past’'s division
into periods of normalcy, and critical junctures.

But, Pierson (2004: 5-6) argues that critical jumes, ‘a concept needed in
underpinning the analyses of temporal processesg hraceived only limited
discussion.” Thelen (1999: 388) also points to ek of sophisticated tools for
understanding change. These arguments relate ¢o idea that historical
institutionalism, in general, has tended to conegeaton the institutional, rather than
the historic, side of the approach.

Of late, historical institutionalists have moved &om critical junctures,
seeking new means to demonstrate how institutioegeanade over time (Clemens
and Cook, 1999; Pierson, 2004; Thelen, 1999, 200CGpnsequently, the critical
junctures concept, an only half developed appraht is entirely postdictive, is
being consigned to academic history. Simultangowglth some scholars declaring
events to be critical junctures, watersheds, oermtlarning point terms, without the
provision of the least evidence, the concept iadpeendered meaningless.

In the past critical junctures have been examibgdmeans of unwieldy
frameworks (Collier and Collier 1991), or countetfaal analysis (Fearon, 1991;
1996). Of late Hogan (2005; 2006) sought to dgvedoframework with greater
rigour. But, this involved narrow, in many instasaase specific, criteria, as well as

arbitrary standards. Scholars have yet to deval,pmework for examining critical



junctures that is rigorous and widely applicabill previous approaches have also
lackeda predictive element. However, this paper seeldetelop a rigorous, widely

applicable framework for examining critical junagr which incorporates a
predictive element.

Our hypothesis is: a critical juncture in macro+smmic policy consists of
three stages; macro-economic crisis, ideationalngda and radical change in
economic policy. The time periods concern rapidnges in macro-economic policy,
as this is synonymous with the concept of critjaactures. Through the study of five
potential macro-economic crises in two countriég, paper will develop a set of a
priori criteria for examining potential criticalpatures. The reason for so many cases
is, as Hall (1993: 277) encourages, broad concdpserve exploration in many
contexts, and no single case can fully resolve ssgies. The paper will show that
although there were five potential macro-economises not all were actual crises;
and not all of the actual crises resulted in @ltjonctures in macro-economic policy.

The paper will explain what differentiates a maeomnomic crisis that results
in a critical juncture in economic policy from otteat does not. This differentiating
factor constitutes the essential predictive eleméntce identified, it will be possible
in future to look at any country experiencing eanimodifficulties, test to see if these
difficulties constitute a crisis, test for the @iféntiating factor’'s presence, and then
declare if there will be a critical juncture in theountry’s macro-economic policy.
This would remove the longstanding element of ew@ncy associated with critical
junctures by path dependence scholars (Mahoney):2803), and eliminate the
necessity of having to wait decades to concludenifevent was a critical juncture.

Whilst this approach focuses on macro-economiasgrsnd its consequences for



macro-economic policy, the framework could examéneange of crises and their
impact on various policies.

The first section discusses the critical juncturesature, focusing upon the
frameworks developed; the range of issues studied, the concept’s postdictive
nature. The second section sets out the counthesen for examination, and the
timeframe of study. The third section sets out &tk criteria for identifying macro-
economic crisis, ideational change, and macro-enimopolicy change. The

conclusion will highlight the findings and signidince of the paper.

Section 1. The Characteristics and Uses of the Critical Junctures Approach

Critical junctures are seen as constituting thgger events that set processes of
institutional, or policy change, in motion. Theelature sees critical junctures
resulting in the adoption of an institutional agement from among alternatives
(Mahoney, 2000: 512). Thereafter, the pathway béisteed funnels units in a
particular direction, with the consequence of iasieg returns, and resultant
irreversibilities (Mahoney, 2003: 53; Pierson ankio&ol, 2002: 9). However,
Pierson (2004) argues that institutional stabitigyn result from non-path dependent
causes, implying that critical junctures should betdefined by the assumption that
they initiate path dependent processes.

For some, the duration of a critical juncture mayolve a brief period, while
for others it can constitute an extended perioteofientation (Mahoney 2001). The
analysis of critical junctures has been influentlatomparative politics. Collier and
Collier (1991) developed a framework for determgniritical junctures in national
development in Latin America. Their definition doeot imply institutional

innovation occurs in short episodes (Thelen, 200¥5). For Mahoney (2001),



analysing the nineteenth century liberalizationCaintral America, critical junctures
took decades to come about, while their effectsevgametimes of shorter duration.
Hogan (2005; 2006) questioned whether these peramidd be called critical
junctures, or were instances of incremental chalajelled by Streeck and Thelen
(2005) as periods of conversion.

However, critical junctures have also been emmoyeresearch into short
term change. Garrett and Lange (1995: 628) shdhaidelectoral landslides create
critical junctures by producing mandates for polity\ange. Casper and Taylor (1996)
employed critical junctures in analysing when authdan regimes were vulnerable
to liberalization. Examining the 1934 Reciprocabde Agreements Act, Haggard
(1988: 91) argued that economic depression brought question existing
institutions, resulting in dramatic change. Kdr997) used the concept in analysing
the “petro-states” problematic development pathal &d Bargal (2002) used it to
analyse occupational welfare in Israeli, while \e@d2004) used it to examine the
Chiapas conflict. Hogan (2005; 2006) remouldedftamework to examine change
in trade union influence over public policy.

Critical junctures are regarded as pointing to ithportance of the past in
explaining the present. They ‘suggest the impaegaaf formative moments for
institutions and organisations’ (Pierson, 1993:)602onsequently, the above studies
were postdictive. But, if focusing on the formatimoments of institutions is critical,
only being able to do so retrospectively constgudesignificant weakness for the

concept, something this paper seeks to remedy.



Section 2: The Countries Selected for Examination

America and Sweden were selected for examinati@edapon most similar and
most different criteria. For most similar we chabe criteria of long-standing
democracy, and advanced capitalist state. WesedilLijphart's (1999) categories of
majoritarian and consensual democracies as thet ‘thfferent’ basis for selection,
allowing us to control for varying institutional rangements. Both countries’
economies are very different, while their perforees) and the policies governing
them, have varied dramatically. Thus, their sinties ensure ‘the contexts of
analysis are analytically equivalent, to a sigaifit degree,” while their difference
place ‘parallel processes of change in sharp rel@ollier, 1997: 40). Here we

examine potential crises from their economic penfmnce between 1945 and 2000.

Section 3.1 Theldentification of Macro-economic Crisis

‘An important part of the literature on critical nctures views them from the
perspective of crises, placing particular emphasighe tensions leading up to the
critical juncture’ (Collier and Collier, 1991: 32). ‘Traditionally, students of
institutional change focused on the importancerisis;’ (Cortell and Peterson, 1999:
184). Exogenous shock is often cited as an exptanéor policy change (Greener,
2001; Golob, 2003: 373). Here the crises beingcbea for are macro-economic in
nature. ‘Most scholars agree that severe recessmake significant structural
changes possible because they render politics yhifihid’ (Garrett, 1993: 522).
Governments, political parties, and their econopalicies, are openly exposed to the
impact of economic fluctuations, being readily afézl by them. A macro-economic
crisis can call into question existing institutiprnmolicies, or even state projects,

consequently triggering change (Tilly, 1975).



Macro-economic crises are rare events renderinigitien and identification
difficult (Yu et al., 2006: 439). Consequently,vwdo we identify a macro-economic
crisis? This issue relates to the broader conoétow problems move onto the
policy agenda in the first instance. Stone (128®) argues that a situation does not
become a problem until it is seen as amenableritralo But, if it is controllable it
must be measurable, otherwise how would we knowvef are controlling the
situation? Thus, a macro-economic crisis must bantifiable to some extent.
Kaminsky et al., (1998) and Berg and Pattillo (1988vocated the use of individual
variables when quantifying currency crises, a cph@gually applicable to macro-
economic crises. Pei and Adesnik (2000: 138-133)elbped a broader range of
criteria for identifying macro-economic crises: @amual inflation rate greater than 15
per cent, stagnant or negative annual gross dompstiduct (GDP) growth, and
historians and other analysts’ descriptions ofificant deterioration in economic and
financial circumstances. For Garuba (2006: 21)0Kw2001: 105), and Solimano
(2005: 76) a macro-economic crisis can be seemmem@l indicators and perceptions
of growth, inflation, employment creation, povergduction, and their combined
socio-psychological burden on society. HowevetikenYu et al. (2006), we are not
seeking to forecast macro-economic crises, medelytify them.

As Pei and Adesnik (2000: 139) note, defining aracr-economic downturn
as a crisis requires subjective and objective daditions. Consequently, Gonzalez
(2005: 93) suggests the adoption of a multifacefgatoach, as these are situations in
which failure is identified and widely perceived gy 1999: 324). Agents must
diagnose, and impose on others, their notion ofisiscbefore collective action to
resolve uncertainty can take meaningful form (BIg002: 9). This fits with Hay's

(1999: 321) perception of crisis as the triumph af simplifying ideology.



Consequently, we develop a broad range of observaiplications, which include,
and build upon, the objective and subjective aatesf previous studies. These
implications accept that a macro-economic crisistnoonstitute a severe economic

low point.

M acr o-economic Crisis

The first three observables, largely quantitativenature, are derived from Pei and
Adesnik (2000), and Solimano (2005). However, wepley a lower inflation
threshold than Pei and Adesnik, as the developatésststudied here are not as
susceptible to severe inflationary fluctuationshesr developing counterparts.

The latter observables are partly derived from &mil Adesnik’'s (2000)
recommendation to examine historians’, and othatyats’, descriptions of economic
deterioration to determine if there is a crisisowgver, they also draw upon the work
of Garuba (2006), Kwon (2001), and Soliman (2006p$e measures for economic

crisis are more qualitative, and contextual, thaamgjitative.

OLl. If the main economic indicators reached decadg-lows, the economy may
have been in crisis.

O2. If annual inflation is greater than 10 per ceng #tonomy may have been in
crisis.

O3. If annual GDP growth is stagnant or negative, tbenemy may have been in
crisis.

OA4. If opinion polls find the public regarded the eoowy in crisis, the economy may

have been in crisis.



O5. If the national media regarded the economy isigrithe economy may have been
in crisis.

O6. If economic and political commentators regarded ¢senomy in crisis, the
economy may have been in crisis.

O7. If the central bank regarded the economy in grtbis economy may have been in
crisis.

O8. If both domestic and international organizationgg@isation for Economic
Cooperation and Development (OECD)) monitoring eooic performance regarded
the economy in crisis, the economy may have beensrs.

09. If elected representatives regarded the economgyisis, the economy may have
been in crisis.

010. If government pronouncements on the economy wensistent with a crisis

management approach, the economy may have beesig c

As space permits only the briefest review of théemal examined, we concentrate on

the most likely macro-economic crises identified.

The United States of America
Here we examine three possible macro-economicscrise

According to the OECD (1962: 5) by the late 1950mefica was suffering
from relatively high unemployment, and a large defiTimestated that the economy
was in recessioh. The rate of unemployment stood at 5.5 per can8.d million?
For the Labor Department, anything above 3 milliedicated economic weakness.
Inflation was at 1.5 per cent in 1959 and 1.3 @#t én 1960, while GDP growth fell
from 7.2 per cent to 2.4 per cent in 1960 (Mitch&@®98). ‘By 1960 economists

argued that the economy was slumping dangeroushgath, 1975: 63). The



Secretary of the Treasury admitted as much at aR Heetingg Democratic
presidential candidate Kennedy observed that ir® ¥9%erica experienced the lowest
growth of any major industrialized counfty'You don’t see a burgeoning economy,’
agreed his Republican rival Nix8n.However, these factors were not sufficient to
constitute an economic crisis.

For the OECD (1982: 9) the Carter administratioriisal year was
characterized by high interest rates, and risirgioyment. Compounding matters,
the National Bureau of Economic Research declahed economy in recessidn.
When the President invoked the Credit Control Acesulted in reduced borrowing,
and a steep decline in growthBy 1979, inflation stood at 11.3 per cent, risiog
13.5 per cent in 1980, while GDP growth struggle®.d per cent in 1979, before
slumping to -0.3 per cent by 1980 (Mitchell, 1998y the second half of 1980 the
administration’s responses to the recession smagkedsis-management. Carter’s
Economic Renewal Programme to stimulate the econwasyhighly criticized. By
November Fed Chairman Volcker admitted there wascassiort? In restraining the
growth of the money supply the Fed pushed inteast to their highest levels in a
century, reducing consumer borrowing, and sendipgnding into decliné
‘Through the actions of the Reserve Board and thmimistration, the economy was
inadvertently plunged into the kind of recessioa White House had been trying to
avoid’ (Dark, 1999: 120).

By 1992 the economy was in serious trouble (Ca#®1: 3). In December
1990 Fed Chairman Greenspan called the downturratimgful.** The OECD
(1993: 18-29) showed that the economy shrank 1Ir.2e¢m in 1991, while the budget
deficit reached $290 billion in 1992, with fededabt surpassed $4 trillion. Inflation

ran at 2.9 per cent in 1991 and 1992, while GDRvtrovas -0.9 per cent in 1991,
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before rising to 2.7 per cent in 1992 (Mitchell, 989 The Wall Street Journal
warned that the deficit was out of conttdlleaving no room to stimulate the
economy** The Gulf War, the Savings & Loan bailout, defeirmdustry contraction,
real estate depression, and soaring welfare pagmemeaked havoc with budget-
balancing efforts> Unemployment peaked at 7.8 per cent in mid-1992esident
Bush admitted that his administration had botches recessioh’ This economic

downturn became the longest recession since that Gepression’

Sweden
Here we examine two potential macro-economic crises

The recession that began in the mid 1970s provesispent. The OECD
(1982: 49) described the economy in 1982 as inicdify. Government’s
expenditures had grown, while revenues stagnalée. budget deficits were financed
by international borrowing (Siven, 1984: 17), arsdaaconsequence the debt to GNP
ratio increased by over 250 per cent in six yedns1981 inflation reached 12.1 per
cent, while GDP growth fell to -0.6 per céfitUnemployment reached 3.1 per cent in
1982, its highest level since 1945, a politicalnslzd in a country accustomed to full
employment® However, economists believed unemployment wouddehbeen
closer to 16 per cent if it included the jobless¢raining programmes, workers forced
into early retirement, and those who had givenagkihg for work?® TheNew York
Times argued that the Swedish economy had been hobbjletbrbign debt, low
investment, and an adverse balance of paynfénfie economy was in crisis.

Although prosperity returned during the 1980s,tby 1990s, Sweden was
suffering further economic malaise. Attempts tantean industrial competitiveness,

an enormous public sector, and full employmentulted in spiralling inflatiorf?
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The Bank of International Settlement observed 8weden’s 10.5 per cent inflation
rate was the worst of the ten leading industridliseuntrie$> In 1990 prices rose by
6.6 per cent, against the OECD (1992: 12) averdgeSoper cent. GDP contracted
by 1.1 per cent in 1991, and 1.4 per cent in 198iEctiell, 1993). That autumn the
real estate market collapsed, putting the bankystes in jeopard{’ and threatening
the country's financial infrastructure (Martin, 20®246). Unemployment increased
from 1.7 per cent in 1990to 5.3 per cent in 1992. The current budget defiaiblic
sector borrowing requirement, and national debtoak as the economy contracféd.
The Guardianstated that ‘this was the first time the [Swedisbpnomy contracted
since 19422” “Sweden is in a very severe recession. Theceisss in every part of

the public sector,” said Anders Aslund, Swederéslleg economist®

Insert Table 1 about here

Of the five potential macro-economic crises, fowngtituted authentic crises,
satisfying all, or nearly all, of the observablepimations. As can be seen in Table 1,
America 1959-1961 satisfied only one observabldigapon, and thus could not be a
severe economic low point. The next section wiiraine the four macro-economic
crises to see if ideational change occurred atetht@®es, and, central to our

hypothesis, if policy change followed ideationaénbe.

Section 3.2 | dentification of 1deational and Policy Change
A crisis presents new problems, as previous paliegee discredited due to their
implication in, or inability to right, the situatio(Levy, 1994). Economic crises can

have great impact, shaping a range of alternatiwasthey will not determine policy
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choices. These remain ‘firmly centred in domepttitical and ideational processes’
(Golob, 2003: 375). Ideas are crucial in deterngrpolicy choices due to uncertainty
over the basic workings of the macro-economy, tiffecdlties of interpreting policy
effectiveness, and the lack of agreement over wdoalstitutes “correct” macro-
economic policy (McNamara, 1998: 57). When an eatio model is in flux,
windows of opportunity (Kingdon, 1995) will appee&r which change agents will
contest the viability of the prevailing paradignihey will present a range of new
ideas to replace the ones upon which existing pasidbased. Thus, ideas influence
policy by acting though particular actors (Berma®898: 22). Consequently, we
contend that significant policy change is dependgun change agents reaching a
broad consensus upon, and subsequently consofidatound, one particular set of
new ideas. These ideas will determine the patlsutiisequent policy, as policy
makers work within a framework of ideas and stadslahat specify not only the
goals of policy, but the instruments to be use@dbieve these goals, and the very
nature of the problems they are meant to be addge@dall, 1993: 279).

The period of flux outlined above is similar to Blis ‘discursive phase,
where ‘agents interested in reforming existingrdistional arrangements contest the
definition, meaning and solution to the problemeniified by opposing economic
ideologies’ (1997: 234). It is also analogous teatvOliver and Pemberton (2004
419) describe as the ‘institutional battle.” ‘Eoomc ideas facilitate the reduction
of...barriers by acting as coalition-building res@g@among agents who attempt to
resolve the crisis’ (Blyth, 2002: 37). Thus, ideas the casual mechanisms of change
in any critical juncture (Golob, 2003).

Once agents coalesce around a set ideas, whiclrpaopoffer a solution to

current economic woes, and an alternative to tleentiparadigmthey will attempt
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to ‘inject’ these into the policy domain. We camiethat there are three groupings of
change agents.The most important agents are what Dahl (1961) edrrpolitical
entrepreneurs.” Political entrepreneurs, accordimgSheingate (2003: 188-190),
‘exploit moments of instability’ and ‘invest resaes in the creation of a new policy,
a new agency, or new forms of collective actiom.hey are similar to Kingdon’s
(1995) broader concept of policy entrepreneursgchviconstitute ousecond group of
change agents Policy entrepreneurs encompass civil servanéghnocrats,
academics, economists and interest groups etc..ewbage in policy innovation, and
have access to decision makers. However, Sheirfg@63) highlights the role of
political leaders as political entrepreneurs: imds of crisis, ‘uncertainty makes
possible the speculative, entrepreneurial qualitgweryday politics...as politicians
engage in a steady search for political advanté2@03: 192). Thus, in a crisis, a
political leader, usually an opposition leader,|wmtroduce new economic policy
ideas to rectify the ills of the existing paradigrRolicy entrepreneurs are generally
responsible for producing the ideas, but it is pbétical entrepreneur who acts as a
figurehead, introducing these ideas into the popogcess. As Margaret Thatcher
quipped to Ralph Harris of the Institute of EconorAifairs (IEA), when he claimed
the IEA had been advocating market reform twengrydefore her time, ‘Ralph, the
cock may crow but it's the hen that lays the €jg.The triumph of a new idea
depends upon ‘a workable new idea being availableich change agents are
prepared to adopt, and promote (Oliver and PemibeR@04: 419). The final group
of change agents are outside influences, enconmgais® media, and international
organizations, such as the OECD. They will criégigun existing economic paradigm,
advocating a new set of economic ideas as an atteen These three broad

groupings are similar to those identified by Pertderin his schema of policy
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learning (2000: 777). He notes that while minotigyo changes emanate from
administrators, significant changes are dominateddademics, economists, interest
groups, the media, and in particular politicians.

Greener (2001: 134) sees an important role for exogs shocks in securing
the triumph of a new policy paradigm. However, Wgpothesize that a macro-
economic crisis is a necessary, but insufficiemndition for change in macro-
economic policy. Instead, a macro-economic cusisresult in debate regarding the
economy, and the generation of new ideas. Theotidasion of agents around a set
of new ideas is crucial for policy change. Thisresponds to McNamara’s (1998: 4-
5) argument that actors utilize new ideas to chaw policy strategy. Consequently,
the following observable implications seek to idigntthe generation of new

economic ideas by agents.

| deational Change

OL1. A clear change agent (political entrepreneur) fecnnew ideas into the policy
arena is evident.

0O2. Opposition political parties critique the currenbael and propose alternative
economic ideas — at election time their platformi e built around these alternative
ideas.

O3. Civil society organizations, e.g. labour unions pésger organizations, consumer
groups etc. critique the current model, reflectigl’'s (1989: 12) coalition-centred
approach.

O4. A clear set of alternative economic ideas, as ldpeel by policy entrepreneurs,

are evident.
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O5. Widespread public dissatisfaction with the curneatadigm, observable through
opinion polls, protests etc.

0O6. External or international organizations critique tturrent model and/or actively
disseminate alternative economic ideas to replasenodel.

O7. The media gquestions the efficacy of the currenhenuc model and/or specific

policy areas.

Should a broad range of agents agree that the ipingvparadigm is inadequate, and
should be replaced, the first stage of Legro’s G0L9) model of rapid ideational
change, collapse, will have occurred. Howevererewhen ideational collapse
occurs, failure to reach consensus on a replaceaoeid still produce continuity, as
society reflexively re-embraces the old orthodoftyegro 2000: 424). Walsh (2006:
494) sees this as the continued implementatioraibéd policies due to a lack of
coherent intellectual links between policy toolsl @esired outcomes.

Thus, in the wake of ideational collapse, the igsugaching consensus on a
new set of ideaslf consensus is achieved it constitutes the sestage of Legro’s
model — consolidation — agents co-ordinating aasgient set of ideas to the
reigning consensus. This can be seen in poliecélepreneurs consolidating their
innovations’ by combining a mixture of interests gooduce a winning coalition
(Sheingate 2003: 192-193).

Extant ideas constitute the “armour” protectingigges. The greater the level
of consensus encompassing an idea the heavierrith@ua protecting the policies
derived from it. Armoured policies represent couatiy, whereby once a policy has

become institutionally embedded, ‘policy-making &m@es possible only in terms of
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these ideas’ (Blyth, 2001: 4). Referring to p@gias armoured is similar to Golob’s
notion of ‘policy frontiers’ (2003: 363).

However, with the replacement of old ideas theqiedi based upon them will
have lost their armour protection. Pemberton (2008D) argues that new ideas
change the wider policy environment. Thus, we hlypsize that once there is
consolidation around a new set of ideas, a sigmtichange in policy should follow.
In this regard ideational change will constitute tidifferentiating factor” between
crises that result in radical policy change, arakéhthat do not. Therefore, we must
discover if radical changes in economic policyduais ideational changeT hus, we
have opted to base our final set of observableigatbns upon the concepts of first,
second, and third order changes in policy develdpedall (1993). Hall (1993: 291)
argued that policy failures and exogenous shockssea off processes that lead to
ideational change, to the extent of resulting e rfrexamination of the belief systems
through which policy has been generated — a paraatig (third order) policy change.
These observables will enable us identify, andedgftiate, both normal and
fundamental shifts in a country’s macro-economilkicpes. However, the observables
set out here also incorporate the ideas of swift @anduring change developed by
Hogan (2005). As we are dealing with the ideaaolical change we assume that this
is not a long process, otherwise it would congditncremental change. Also, if the
change is to be enduring in a policy environmettit 6 competing actors, policy
entrepreneurs, and policies in search of a homshould survive for at least one
change of government. Otherwise, the new poligids have proven themselves
lacking armoured protection (i.e. institutional exdding) necessary to see them
endure. As we are searching for the paradigm ghifhacro-economic policy this

must encompass all three of the below observables.
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Policy Change

O1. If economic policy instrument settings changed f#yyi for longer than one
government’s term of office) there may have beemadical change in government
economic policy.

0O2. If the instruments of economic policy changed (Hwiffor longer than one
government’s term of office) there may have beemadical change in government
economic policy.

O3. If the hierarchy of goals behind economic policyacbed (swiftly; for longer
than one government’s term of office) there mayeh&een a radical change in

government economic policy.

America 1979-1981

By the end of Carter's administration the US ecopavas in trouble. Paul Volcker,
Federal Reserve Chairman, believed the remedy pamaléng inflation was a
tightened money supply (Krugman, 1990), the fidterent move towards monetarist
policy. However, the results were limited. Theegdent’s imposition of new
controls on consumer credit contributed to the eowyis slide. Consequently, there
was widespread dissatisfaction with, and critigplegovernment policy.

Time argued that Carter's decisions resulted in redostiin consumer
borrowing, and a steep decline in growfh.‘Recession Hits Hard’ headlinéthe
Washington Post' Economic commentators were pessimistic on thepeets for
recovery. The economy was in what Walter Okunechalithe great stagflation
swamp.?? The President’s inflation record is not good atkdi Walter Heller. In
allowing the economy deteriorate, noted Alan Grpans Carter was forced into a

crash programme of restraint leading to a hugeimismemployment® The critiques
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began to coalesce around a set of alternative eucnmleas purporting to tackle
current economic ills: monetarismVith agents in agreement on the inadequacy of
the extant paradigm, ideational collapse had oedurr

Monetarist concepts had been present in Americditigal circles since the
early 1970s, with Milton Friedman, Robert Lucasd afrthur Laffer, founding
organizations such as the American Enterprise tinsti(Blyth, 1997: 236-237).
These groups ensured that by the late 1970s Ammerex@onomic journalism
propagated their ideas (Blyth, 1997: 237), with all Street Journal acting as both
‘effective synthesizer and chief proselytizer foese...ideas’ (Blyth, 2002: 164). In
this respect both a clear set of alternative ideaspolicy entrepreneurs were present.

However, it was Ronald Regan, the Republican catdifbr President, who
embraced this new ideology, and adopted the rolpatitical entrepreneur. His
message was lower taxes, reduced spending on seciates, balanced budgets, and
fewer governmental regulations. He blamed the Dmats’ inflationary policies for
stifing productivity, and bringing recession. late August, Reagan stated that
President Carter had ‘created a severe depressiodé promised new policies and
leadership (Wayne, 1992: 182). During the finagss of the election Reagan
declared Carter’s record on inflation and unemplegtria failure on a scale so vast,
in dimensions so broad, with effects so devastatthgt it is virtually without

parallel.®®

Regan forged an electoral coalition around th@onoof monetarism

(Blyth, 1997), and won the election on the backhaking a discernable set of
alternative economic ideas which could replacetegsarrangements. For the OECD
(1982: 10) President Reagan’s election, and theorapanying Congressional

election, was a clear mandate for conservativecigsli Consequently, in the wake of

an economic crisis, and with the paradigm undeglygxtant economic policy
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collapsed, change agents reached consensus, arsblidated around, a new
economic orthodoxy. Monetarism’s wide acceptanseaaviable alternative idea
constituted ideational change. Thus, with the sdeendamental to existing policy
replaced, those policies were no longer armouned weere easily changed.

The new administration’s economic policies wereywdifferent from those of
its predecessors in their political roots, and tagcal foundations (OECD, 1982: 9).
Reagan fashioned his economic strategy around theetarist proposals of Arthur
Laffer. To combat stagflation he promoted a paslganacea: tax cuts, and
deregulation, wherein the resulting stimulus woldast federal revenues to balance
the budget, reducing inflationary pressure. The& Reesident’s programme, dubbed
Reaganomics, constituted the belief that Americapitalism, freed from the burden
of taxes and regulation, would surge ahead. Résdiast budget proposed a $750
billion tax cut over three years (Jones, 1995: 59¥he administration also cut $11
billion from public works and job training progranes) unemployment benefits
programmes, and trade adjustment assistance-befiefisccording to the OECD
(1982: 24) ‘a trend towards reduced economic reiguavas carried further by the
immediate application of the remaining stages afleroil price decontrol, and the
abolition of the Council on Wage and Price Stailit

In political terms Reagan capitalised on anti-goweent sentiment,
emphasising individualism, and a smaller Federdd.roTax relief was allied to a
restructuring of federal expenditure, bringing ghahanges in the fiscal influence on
the economy. Economic policy instrument settirtgs, instruments themselves, and
the goals behind economic policy, all changed. sThird order change (paradigm

shift) in macro-economic policy endured into themaustration of Reagan’s
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successor. D’Souza (1997: 85) argues that Reagamgamme for America was the
most ambitious since the New Deal.

An economic crisis led to the collapse of the idaagerlying existing macro-
economic policy. Policy and political entreprereeadvocated a replacement set of
ideas, namely monetarism. Consolidation arounsl nlew economic orthodoxy was
achieved with the coming of Roland Reagan. Foltguhis election there was a third
order change (paradigm shift) in macro-economigcgol Thus, we have a macro-
economic crisis, ideational change, and a radibahge in macro-economic policy,
which according to our overarching hypothesis dtutgig a critical juncture in

macro-economic policy.

America 1990-1992
The Bush administration was blamed for the recassfahe early 1990s. The Gulf
War, along with a range of domestic economic proisléeft a legacy of disastrous
budget deficits’ With national debt exceeding $4 trillion, and Buinterest
repayments, artificially stimulating the economysweot an optiori®

The public lost faith in the administration’s abjlto manage the economy.
An August 1992 poll byTime showed only 22 per cent of the public regarded
President Bush as performing a good JjdbA Newsweelpoll the following month
produced similar resulf§. Time argued that the Reagan/Bush administrations were
largely responsible for the red ink on the fedéwadget. The New York Timestated
that from the start Bush had mismanaged the ecoffbntjowever, when new taxes
were levied, vicious criticism ensued. ‘Read Mp4t:il Lied’ proclaimed &ew York
Post headling®® ‘Anxious about the economic future?’ askiéwsweek if you

aren’t you should be,” it warnéd. Even the World Bank attacked Bush’s economic

21



management. ‘The most important lesson of elemgrgaonomics America must
learn,” said World Bank chief executive Laurencengers, ‘is: deficit finance is not
an alternate to cutting spending or raising ta%esConfidence in extant economic
ideas had collapsed.

The 1992 Democrat Presidential nominee, Bill Cimtoattacked the
administration for the economy’s ills. Clinton géged an activist government
addressing the economy, jobs, and health care. cHispaign focused on the
recession, with the famous maxim: ‘The Economy Bitff Although critiques of
Bush’s administration were rife, unlike the pre\soexample, these debates did not
coalesce around an alternative set of economicid€dinton merely repackaged the
existing economic ideas. Consequently, there weralternative ideas for agents to
consolidate around. The result was continuity wtlke old economic orthodoxy.
Clinton was elected on the back of Bush’s unpojtylawith economic proposals
aimed at rectifying Bush'’s errors, rather than gjiag economic policy. The ideas he
espoused did not constitute an alternative econopaitadigm, nor were any
significant change agents present. Consequenlilyto@ came to power without any
radically new economic ideas to inject into theiggohrena.

Nevertheless, he was determined to revive the engndConsequently, there
was somechange in the government’s economic policies. tGhn(1992: 46) argued
for a new economic programme putting people bacwadk. Seeking to shed the
Democratic Party’s reputation for ultra-liberalisemd wasteful spending, he sought
to court the middle class, and blue-collar votensp had once composed the party’s
backbone. But, in so doing he would fail to briagout a third order change

(paradigm shift) in macro-economic policy.
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The recession shaped much of Clinton’s agenda. OBRED (1993: 14)
argued that his administration’s economic strategps built on the view that
government could improve market outcomes, and hadter scope for correcting
market failures. ‘The zeal for deregulation has)\@hsince the mid-1980s, and the
government seems willing to turn to new regulatomchieve its social objectives in
an environment of budgetary stringency’ (OECD, 199%).

Rejecting the ‘trickle down’ approach of the Reafsh years, Clinton
proposed the government revitalize the economyutiiranvestment in infrastructure
and education (French, 1997: 52). His 1993 ecoa@migramme proposed spending
cuts and tax increases with a deficit reductio835 billion over four years. One of
the programmes main components was a $169 billiamukis package. In August,
Congress passed a five-year economic plan incarpgr&linton’s spending cuts and
tax increases, while gutting his stimulus packadéevertheless, the OECD (1993:
113) argued that this deficit-reduction plan akded the fiscal imbalances.

While the administration was committed to bringohmwvn the deficit, to ease
the drain on national savings, it also showed #ingihess to counter rising income
inequality, secure faster job creation, and suppaher rates of investment in all
forms.  Although economic policy instrument settingand the instruments
themselves, may have changed, the hierarchy ofdmetiind economic policy did
not. This constituted a second order change imor@conomic policy.

The economic crisis witnessed the collapse of éxé@monomic orthodoxy.
However, change agents did not consolidate aroundear set of alternative
economic ideas.Consequently, the ideas underpinning the econowlicips of the

Regan/Bush years endured, providing them with allef armoured protection
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sufficient to deflect unconsolidated ideationabeki There was no critical juncture

in economic policy.

Sweden 1980-1982

The recession of the 1970s saw the budget defstipporting the social welfare
system deepen. By 1981 the non-socialist coalgiavernment held only 102 of the
350 seats in thRiksdag'® In autumn 1981 the krona was devalued by 10 eet, c
and the following spring the government introdu¢adreaching austerity measures.
However, the opposition parties gained ground (Hadg 1997: 129-130). The
government hoped its attempts to combat the ecoisoprgblems would generate
respect for non-socialist policies, instead thenegated widespread critiques, and
initiated a debate on the economy. FHaeancial Timespointed out that the Swedes
were nervous about the future, but reluctant to thee welfare state’s benefits
reduced” “The welfare state is in a crisis of legitimacgbserved Hans Vetterberg,
Sweden’s leading public opinion analyst. ‘We cam longer afford to keep
expanding it.** Not surprisingly, the Swedish Employers’ Fedemat{(SAF) was
unhappy with the government. However, the nonasti government wanted
neither to raise taxes, nor dismantle the welfaste$® This situation, rife with
unfulfiled economic expectations, and agents dissad with the prevailing
paradigm, constituted ideational collapse.

The 1982 election was deemed crucial as it woel@rdhine whether public
perception had shifted, as in Norway and Denmasiayafrom the Social Democrats.
The election campaign was dominated by talk of enua crisis — a $10 billion debt
to foreign banks, inflation, declining exports, andreasing unemploymenrit. During

the campaign the Social Democrats attacked thellityabf another non-socialist
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government, and their economic policies. The pargsented a program on how
Sweden could save and work its way out of crididtimately, the election, and the
debates surrounding it, failed to generate eithasterent set of alternative economic
ideas to replace the existing ones, or a signifiegent of change. The non-socialist
parties failed to create a coalition around ideléerreative to the welfare state, and
nearly all economic ideas presented were variatongxisting themes. Sdespite
the failure of the dominant orthodoxy, change agdailed to reach consensus on a
replacement set of ideas. W.ith failure to constkdaround a new ideational
orthodoxy agents reflexively re-embraced the old.lieu of alternatives, the ideas
underpinning the policies of the welfare state eadu Consequently, the SAP won
the election, not on the back of a new economiagigm that could cure the
country’s economic woes, but on a series of prdgosarectify existing economic
arrangements.

The result precipitated an altered approach to @oan management, with
minor changes in economic policies. The SAP, athmgitthere were no ready
solutions to the economy’s probleftsimplemented a recovery programme — The
Third Road. This approach argued that renewed throequired redistribution of
income from labour to capital. It constituted aftslm SAP economic planning,
behind which course lay the influence of its reskamit, as opposed to those of the
unions. This marked an attempt to maintain a le¥alocial democracy, which other
countries were rolling back (Martin, 2000: 234)helThird Road sought to devise a
wide-ranging stabilization programme encompassgmahd management measures,
as well as initiatives to promote structural chaagd ensure an equitable distribution
of the burden of adjustment (OECD, 1984: 21). B#d was also determined to

pour funds into job creating industrigs.
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The centrepiece of finance minister Feldt's stat® boost corporate profits
was devaluation of the krona. This measure wadeim@nted in conjunction with a
price freeze, and increases in sales and corptaés, in a sweeping “crisis plan”
aimed at stimulating the econorfy.According to the OECD (1984: 21) the objective
was to achieve export led, investment driven, recpv TheLandsorganisationen i
Sverige(LO) accommodated devaluation by demanding aveveage increases of
2.5 per cent in the ensuing wage-bargaining rouftte devaluation and international
economic recovery resulted in high earnings an@lésat scope for export expansion
(Ahlén, 1989: 333). The government also restoredfare entitlements cut by the
non-socialists (OECD, 1984: 23).

To maintain the welfare state by whatever meamessary the government
prioritized private sector growth, profits, and keir forces. In this case, the
economic policy instrument settings changed, batiistruments of economic policy,
and the goals behind economic policy, remained ntinelsame — the maintenance of
the welfare state. This constituted a first oqolaicy change.

The economic crisis in Sweden generated significkftate, and a form of
ideational collapse occurred. However, change tageid not consolidate around a
replacement economic orthodoxy. As a result, tkearg economic paradigm
endured, providing the existing economic policiethwufficient armoured protection

to remain largely intact. There was no criticalgture in economic policy.

Sweden 1990-1992
Sweden’s economic crisis in the early 1990s pravidenindow of opportunity for
monetarist ideas to gain salience. Following tA®'S election in 1982, a number of

agents began coalescing around alternative econdess, specifically monetarism.
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The SAF created, Centre for Business and Policydi&u(SNS), and Timbro,
disseminated monetarist ideas, which gained groesgecially among influential
economists such as Assar Lindbeck (Blyth 2002: P3y- Political and policy
entrepreneurs, consisting of the leaderships ofCbeservative and Liberal parties,
the policy elites outside the original social bamgahe SNS and SAF, began
aggressively propagating these ideas (Blyth, 1999).

Meanwhile, the media continued to harangue the §&¥®ernment, and its
policy failures. The New York Timestated that the economy was stagranthe
Financial Timespointed out that in 1991, under the impact of wkakign demand,
and losses in competitiveness, Swedish exportstsglmund internationallyf The
Washington Postrgued that Swedes were troubled by the counsgtgis growth, and
doubts about their ability to maintain the standafdliving to which they were
accustomed’

Once the economy entered freefall, critiques of 3 by the media, the
opposition, and the OECD, enabled change agenfsrdpose monetarism as an
alternative economic paradigm. In an environménindulfilled collective economic
expectations, contestation of the existing economnibodoxy by agents, agreed on
both its inadequacy and need for replacement, tesbui its collapse From the mid-
1980s onwards the SAF, among others, had incrdgscailed into question the
corporatist system (de Geer, 1992: 155-157). TA¥e 9ok on the role of a vigorous
policy entrepreneunnounting intense publicity campaigns to improve éhectoral
prospects of the Liberal and Conservative partiese SAF’s ideas on privatization,
and deregulation, also influenced the SAP governméio combat the crisis, the
SAP, prior to the 1991 election, began incorporatimonetarist ideas into policy. In

1990 currency outflows prompted tRéksbankio increase interest rat&s.To reduce
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inflation, the government tightened fiscal poligECD, 1992: 11), a significant
change in macro-economic policy for an SAP govemintkat previously attached
top priority to the maintenance of high employmewts the economy depended on
tight fiscal and monetary policies this meant givihighest priority to keeping
inflation at the European level, even at the coktunemployment, something
previously unacceptabf@. The January 1991 budget highlighted the constitidaf
monetarist ideas, as low inflation became the abjewof economic policy (OECD,
1992: 39).

The internationalization of financial markets raséd the ability of the
government to pursue economic policies divergimgmfrthose of other capitalist
states, forming a ‘cognitive lock’ (Blyth, 2002).Policies disapproved of by
industrialists (and foreign currency dealers) bezamcreasingly difficult to
implement (Marshall, 1996: 9).

The 1991 election saw the opposition parties reaohsensus around
monetarist ideas, a coherent set of alternativen@odc theories to rectify the
economy. Following the election, Carl Bildt, lead¢ the Moderate Party, formed a
four-party government advocating a switch to mon&ta TheFinancial Times
observed that ‘Swedish politics have reached tlieoéithe Social Democratic er&.’
Bildt summed up the result as “a massive mandateiange.®* Thus, following
an economic crisis a range of agents consolidataghd a new set of economic ideas
to replace those that had collapsed. As the ookypdnderpinning existing policies
was replaced, these polices lost the ideationabarrthat had protected them from
change. Sweden had accepted the idea of an ditereaonomic paradigm.

The coalition government sought to fundamentallange the economy’s

structure. To right the economy it slashed the aflthe staté” selling its shares in
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34 companie&® with a value of SKr250 billioi¥ In limiting how far state
responsibility should extend, Carl Bidlt challengbd conventional wisdom since the
1930s>® According to the OECD (1992: 44) a central eletr@rthe new economic
programme was reduced taxes, matched to reducedisgeto encourage efficiency.
Competitive forces were given a greater role inadting resources in the economy
(OECD, 1992: 40). The new administration redudesl henefit system, and began
abolishing the employee investment fufifis)sing their resources to support the
development of companies (Hadenius, 1997: 153)is €hange reflected concerns
that past policies, especially the expansion ofptliglic sector, involved high costs in
lost economic dynamism, and had undermined Swedgrosith prospects. In
seeking to change Sweden from social democracynora free market economy this
government achieved more in its first six weeksoffice than any pervious non-
socialist administratiofY’

An economic crisis led to the collapse of the danineconomic orthodoxy.
The SAF, acting as a policy entrepreneur, introdwsdéernative monetarist economic
ideas, around which consensus developed, leaditigeto consolidation. Following
the SAP’s electoral defeat advocates of monetasstmabout changing the setting,
instruments, and hierarchy of goals behind econguiicy, constituting a third order
change (paradigm shift) in macro-economic polidyhis change in macro-economic
policy, proceeded by both macro-economic crisig, ideational change, constituted a

critical juncture.

Insert Table 2 about here

Insert Table 3 about here
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Of the four macro-economic crises examined, two €Aoa 1979-1981; Sweden
1990-1992) witnessed third order changes (paradapifis) in macro-economic
policy. We can see from the case studies thatethiesd order policy changes
occurred following the collapse of the dominant remmic orthodoxies, the
introduction of new ideas into the policy arenas] ¢he subsequent consolidation of
change agents around these ideas. The other twoofeeonomic crises (Sweden
1980-1982; America 1990-1992) did not witness thadier changes in macro-
economic policy. Although ideational collapse ated in both cases, change agents
did not consolidate around replacement economicoddxies. Consequently, the
hierarchy of goals behind existing macro-econonoigcy did not change

These findings validate our hypothesis. Namelgritgcal juncture in macro-
economic policy consists of three stages: macrov@mac crisis, ideational change,
and radical policy change. The findings show thatacro-economic crisis is a
necessary, but not sufficient, condition for théwebe a paradigm shift in macro-
economic policy. A macro-economic crisis not falkxl by ideational change, will at
most, lead to a first or second order macro-ecoo@ulicy change (Sweden 1980-
1982; America 1990-1992). Whereas, a macro-econoanisis followed by
ideational change (collapse and consolidation) wiilness a third order change
(paradigm shift) in macro-economic policy (Amerid®79-1981; Sweden 1990-
1992).

Thus, when examining the degree of macro-economiicypchange in the
wake of a macro-economic crisis, ideas occupy draenand yet dichotomous,
position. The extant ideational orthodoxy providee armour protecting existing
macro-economic policy, ensuring its continuity. wéwer, should ideational collapse

occur, then the existing macro-economic policy aslonger armoured. If change
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agents manage to subsequently consolidate aroumedveset of economic ideas the
result will be ideational change, and a third ordeange in macro-economic policy.
However, if these agents fail to consolidate aroamé&w economic orthodoxy, extant
ideas will endure, ensuring a first, or secondeomblicy change at most. Therefore,
ideational change clearly constitutes the “difféia@ing factor" between an economic

crisis that leads to a paradigm shift in macro-ecoic policy, and one that does not.

Conclusion
As political science is continuously seeking bettais with which to make sense of
change, any new, or revised, instrument should degerty welcomed. This paper
sought to develop an improved framework, incorpogatan a priori element, for
examining critical junctures. We hypothesised thatritical juncture in macro-
economic policy consisted of: macro-economic crigleational change, and radical
policy change. Of the case studies examined Amdrg79-1981 and Sweden 1990-
1992 fulfilled all three stages. In both cases itteational foundations of existing
macro-economic policy collapsed in the wake of eooic crises, and were replaced
as change agents consolidated around new econeotinézloxies. Third order macro-
economic policy change, paradigm shift, followedational change. America 1959-
1961 was merely an economic downturn, but Swed@&0-1982, and America 1990-
1992, both constituted economic crises. While tideal collapse occurred in both
cases, change agents did not consolidate aroulde\@dternative ideas, and in the
absence of ideational change, there was only nmramro-economic policy change.
We conclude that during a macro-economic crigisational change is the key
component leading to third order change in macmiemic policy. Established

policies, and the armoured protection afforded Hirt underpinning ideas, having
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been brought into question by previous failures, lmble to be overcome by change
agents consolidating around new ideas (America -1981; Sweden 1990-1992). In
the absence of ideational change the level of paiange, in response to a macro-
economic crisis, will be either of the first or sad order, but not the third. Thus,
economic policy instrument settings, and the imatrats themselves may change, but
without ideational change the hierarchy of goaldarpinning macro-economic policy
will remain unaltered (Sweden 1980-1982; AmericQ12992). Ideational change
constitutes the “differentiating factor” betweerosle macro-economic crises that are
followed by a third ordechange (paradigm shifip macro-economigolicy, and
those that are not. Following a macro-economisisiihe presence, or absence, of
ideational change should enable us predict if thatebe a third order changm
macro-economic policy, and consequently a crijigatture.

This paper draws upon crisis, ideational, andtutginal literature, to forge a
rigorous framework capable not only of analysingcrmaeconomic policy change, but
other policy change also. The framework, with samaor modification, could be
utilised to predict policy outcomes in such divergdields as foreign policy,
democratization, gender mainstreaming, as well @sak and/or environmental
policy. By testing the framework in these policy areashibuld either validate and
improve the framework, or falsify BBy incorporating a predictive elemestthe
differentiating factor — into the concept of crétigunctures the framework breaks new
ground. Thus researchers, having identified ascfed whatever kind), and ideational
change, should be able to predict that a thirdrgpdecy change, a paradigm shift, is
coming, or if it has taken place, that the evenhstitutes a critical juncture.

Researchers will no longer have to wait years taltde to declare an event a critical
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juncture. The predictive element broadens theiegiplity of the concept, deepens
its incisiveness, and contributes to a better wtdading of policy change.
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