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  Chapter 1

  

  A New Paradigm for Labor Migration


  As of the mid-1970s, labor migration into industrialized Western Europe slowed to a fraction of the intense volume that had characterized the 1960s and helped propel the economic boom of that period. While employers remained able to bring in limited numbers of specialists through cumbersome permit procedures that require individual-basis approvals, it has not been until recently that countries have begun to again open up to larger-scale labor migration. However, rather than resuming with the general undifferentiated policies of the 1960s, the new generation of labor migration policy utilizes a system of quotas or administrative review exemptions that only pertain to a select group of economic sectors. In particular, both German and British labor migration policy have followed similar recent trajectories, despite the fact that these countries neither share similar immigration legacies nor have pursued common political economic policies in the last twenty-five years. The comparative political economy literature on industrialized countries argues that labor market policy develops in accord with the competitive advantages of distinctive national economic institutions, so why do countries representing contrasting varieties of national capitalism nevertheless mirror one another in their choice of sectors that have been opened up to labor migration?


  The political economy literature would suggest that regulated labor markets should be more closed toward foreign competition, so that only less regulated markets would embrace the introduction of foreign labor. Given the accepted wisdom that trade unions are the key obstacle standing in the path of foreign labor recruitment, why has Germany, with a tradition of powerful unions, also been able to reform its labor migration policy and even been the more successful of the two countries in terms of advancing a comprehensive new immigration law?


  Employers are the driving force behind labor migration policy, and their policy preferences are informed by flexibility needs that differ by sector. While immigration policies retain a good deal of variance depending on the country, labor migration—the economic component of immigration—is increasingly converging along sectoral lines. Globalization is not the primary guiding force behind this convergence, yet the fact that these sectoral policies are quite similar throughout different countries casts doubt onto the validity and coherence of national models of political economy.


  The book advances this central trio of related arguments:



  
    1. Immigration policy is shaped predominantly by the labor migration policy component, and in this domain policy is increasingly determined at the sectoral level.


    2. Variation in sectoral demands lead to different labor migration policies within countries and similar policies in the same industries across countries.


    3. Labor migration policy is driven by firms whose demand for and ability to rely on immigration is a function of their particular worker flexibility needs.


  


  This perspective enables the book to explain variations in labor migration policy liberalization. It presents a theory of employers’ labor migration policy preferences and the conditions under which their policy preferences shape government policy. The argument is that changes in the overall structure of the labor market have led to changes in employer preferences that differ to a large degree depending on sector, such that there has been a proliferation of sectoral labor migration schemes in the last ten years. The argument is illustrated through case studies of four sectors: information technology, hospitality, construction, and metalworking, of which the first two evidence employer interest in liberalizing labor migration, though this has not led to new policy in the German hospitality sector. While the central comparison involves Germany and the United Kingdom, avowedly corporatist Austria and the Netherlands supply further examples in particular sectors.


  Employer preferences are essential to understanding changes in labor migration policy for two reasons: firms’ institutional preferences are critical in determining labor market policy, and these firm preferences are more particular and sector-specific than those of labor unions or political parties. Employers’ particular attention to sector specificities is important because structural changes in the labor market have led to shortages in specific branches, namely the less-regulated service sectors and certain high-skills services that lack adequate domestic-training programs. In these sectors, firms complain that the domestic workforce exhibits insufficient flexibility with regard to wage demands, preferred working hours, and the willingness to accept precarious employment, so firms have demanded access to foreign workers to counter these perceived shortcomings.


  Though employers in the less-regulated service sectors exhibit the greatest interest in bringing in foreign labor, certain domestic institutions—namely, industrial relations and overall immigration policy—still determine whether their preferences are translated into actual policy. The support of peak-level confederations or the opposition of trade unions also affects the strategies and ultimate policy success of employers. Absent strong support from their central confederation, sectoral employer associations find it difficult to persuade the government to draft sector-specific provisions. Furthermore, in sectors with an established trade union presence, employers are wary of straining social partner relations through the introduction of foreign labor. Only in those select sectors where unions concede that there are labor shortages and inadequate worker flexibility can employers discount the capacity of unions to contest their policy proposals. While the central considerations behind granting a particular labor migration liberalization are of an economic and particularly labor-market nature, one cannot discount the overall societal context and the current attitude toward immigrants. Only labor migration policy that manages to pass under the radar of the general debate over immigration is immune from the caprices of public opinion.


  Much of the scholarship in political economy of the last fifteen years has focused on the phenomenon of globalization and its effects on domestic economic institutions. Initial claims as to the prevailing effect of globalization were countered by scholars who either questioned the extent of globalization (Hirst and Thompson 1996; Boyer and Drache 1996; Keohane and Milner 1996) or suggested that its transformative power did not extend equally across all industrial societies (Albert 1993; Wade 1996; Crouch and Streeck 1997). A logical extension of the debate over the determinative power of increasing globalization has been the varieties of capitalism approach that sees capitalist divergence, yet further offers a theory as to why it continues to be in the best interest of business to protect certain domestic economic institutions from change. Adopting the firm-centric microeconomic rationale of this body of literature, this project also challenges it by showing that firm preferences on labor policy are not primarily rooted in national models of capitalism, but rather, the economic thinking of employers on this issue displays a sector-specific logic. It provides a theory that identifies the variation in the labor migration preferences of firms and explains the conditions under which these preferences can be translated into national policy, thereby adding an updated and economically-informed viewpoint to the body of scholarship on immigration policy.


  THE CENTRALITY OF LABOR MIGRATION POLICY



  Western Europe has been the source of generations of emigrants who colonized much of the world and continued to seek out new opportunities in North and South America in the last century. In the postwar era, the identity of this region shifted from being a source of emigration to becoming a destination of immigration. Prior to the 1960s, few countries in Western Europe had foreign populations exceeding 2 percent of the total population; however, in several countries this shifted rapidly (see Table 1.1), spurred on predominantly by guest worker programs designed to recruit workers from low-wage, high-unemployment Mediterranean countries. The timing and scope of these programs has varied, yet of the four countries that are the object of this study, the United Kingdom, which drew in foreign workers as a consequence of its post-colonial obligations, is unique in that it did not institute a worker recruitment program after the mid-1950s. Since the 1970s, many additional foreigners have entered Europe as family members of the primary workers, yet the principal tool through which governments have been able to control the entry of foreigners has been through the application of liberal or restrictive labor migration policies.


  Workers were initially brought in to counter shortages in agriculture and mining, and they subsequently found employment largely in manufacturing. This is best illustrated by the cases of Germany and the Netherlands in the 1960s. While there was also demand for skilled workers in various branches, it was predominantly unskilled foreign labor that entered the labor market in both the service and manufacturing sectors (Kindleberger 1967; Biffl 1986; Münz and Ulrich 1997). However, the gradual shift in the overall characteristics of the labor market due to the expansion of the service economy and the decline of manufacturing (Vogel 2001; Howell 2002) has meant that now different industries experience labor shortages than had before. In contrast to the demand for unskilled labor that brought migrants to most industries, new foreign workers now enter mainly into the service sector. Even in services the need is concentrated in particular branches such as hospitality, information technology, and certain health services (Zimmermann 1993; SOPEMI 1999; Office for National Statistics 1998/2003; Biffl 2003).


  [image: Table 1.1. Development of Foreigners as Percentage of Total Population Year Germany UK Austria Netherlands 1960 1.2 n.a. 1.4 (1961) 1.0 1965 2.7 n.a. 1.7 n.a 1970 4.9 n.a. 2.5 2.0 1975 6.6 n.a. 3.7 2.6 (1971) 1980 7.2 n.a. 3.7 3.7 (1976) 1985 7.2 3.0 4.0 3.8 1990 8.2 3.3 5.9 4.6 1995 8.8 3.6 9.0 5.0 2000 8.9 3.8 9.1 4.2 2005 8.2 5.6 9.7 4.2 Source: Statistisches Bundesamt (Germany); National Statistical Offices (UK); Statistik Austria: Bevölkerungsfortschreibung (Austria); C.B.S. Standstatistik (Netherlands)]


  Labor migration policy has been at the core of the continental European immigration experience. Most foreigners arrived as guest workers or as their dependents. Therefore, the social partners have exercised a uniquely important role in shaping overall immigration policy thanks to their oft-institutionalized position in formulating general labor market policy. Employers remain at the forefront of efforts to recruit foreign workers, while the labor movement has proven a strong supporter of migrant worker rights and has been instrumental in advancing integration initiatives to prevent foreign workers from becoming competitors with the native workforce. Employers are the initiators of policy reform, since they experience worker shortages and make their needs known to the government. Especially in countries with established traditions of government consultation of employers, they are not merely responsible for identifying labor shortages but can influence the content of the legislation itself.


  Unions not only influence policy through their involvement in the policy-making process as social partners, but they are also able to open up areas of public debate concerning particular issues of public interest. Unions certainly have been protectionist opponents of immigration, especially after the 1970s when unemployment became a huge threat to their constituency. Yet, at times they have been capable of great pragmatism, signaling that their decisions are not purely ideologically based, but that they are prepared to cooperate with employers. In Germany, the unions consented to the initial foreign worker programs of the 1960s in recognition that these workers could propel growth and open up career advancement opportunities for native workers. In the 1960s, the United Kingdom passed a series of laws designed to curtail immigration, yet unions were at the forefront of opposition to those provisions, which they branded as racially motivated. Due to the economic implications of labor migration policy, the social partners are key players in its formulation. Employer preferences figure at the center of the analysis due to their pro-activity, but this does not lessen the relevance of the trade unions whose interests must also be taken into account by researchers since they enter into the calculations of employers.


  THEORIES OF EMPLOYER PREFERENCES



  Before exploring the micro-economic foundations that underlie employers’ flexibility concerns, it is essential that we ask from where employers draw their cues about these needs. Are the institutional incentive structures upon which employers operate informed primarily by national characteristics or are conditions that are specific to the sector equally determinative of how employers identify their needs? While varieties of capitalism suggests that the respective national models of capitalism primarily inform firms’ preferences, an alternative explanation is that preferences develop along sectoral lines, so that only certain branches are affected by the general labor market trends that have accompanied deindustrialization.


  Hall and Soskice are the two authors most associated with the “varieties of capitalism.” They offer a strong argument for why we continue to see variation in national systems of capitalism: existing institutions condition corporate strategy and are also preferred by firms that are able to draw on the comparative advantages attendant on a particular mode of coordination (Hall and Soskice 2001). As this project also focuses on firm preferences for a particular institution, namely, labor migration policy, the varieties of capitalism framework offers valuable insights into the centrality of employer preferences and provides us with initial hypotheses as to what the primary labor market concerns are for different employers.


  How Well Do Varieties of Capitalism Explain Employer Preferences?


  The varieties of capitalism approach focuses on how configurations of economic subsystems—such as the financial systems, industrial relations, worker training, and inter-company relations—produce and reinforce the divergent liberal market economy (LME) and coordinated market economy (CME). In this typology, firms in LMEs coordinate their activities primarily via competitive market arrangements, while, in CMEs, firms rely to a greater extent on non-market relationships to coordinate business relations (Hall and Soskice 2001).


  “Coordinated” and “liberal” market economy types coincide, respectively, with corporatist ones in which business and labor are partners in economic policy formation versus more voluntaristic economies where the individual components of the business system are less formally institutionalized within the overall business system. The component national subsystems do not operate in a vacuum, but are interdependent, mutually reinforcing one another to maintain a comparative institutional advantage for a particular national economy (Hall and Soskice 2003). Within the literature, Germany is viewed as the archetypal CME and is often contrasted against the United Kingdom, which is cast as the ideal-type of the European LME.


  While it has not explicitly addressed the issue of immigration,1 this literature suggests that employers in the different market systems should view the issue of labor migration differently. Viewing labor migration as furthering labor market deregulation, one would expect firms in LMEs like the United Kingdom to exhibit greater support for labor migration, while firms in CMEs such as Austria and Germany would be suspicious that a deregulating influence upon the labor market could also diminish the comparative advantages that employers draw from established institutions in industrial relations and vocational training (Wood 2001). However, labor shortages also persist in CMEs, and if these needs cannot be met adequately through established training programs, employers favor recruiting foreign labor, provided that such a program is clearly defined and regulated to ensure minimal disruption to the labor market.


  While the varieties of capitalism approach provides a novel justification for why even firms—in CMEs—are often cautious of deregulatory policies, it has been criticized for its characterization of such economies as being national (Howell 2003; Watson 2003). Even Hall and Soskice admit that factors at the regional or sector level can also influence firm preferences (Hall and Soskice 2001, 15). The approach would benefit from theory and empirical work that identifies which types of production fit best within a particular national variety of capitalism and which sectors do not align well with other national institutions.2 To illustrate, one could point to the difficulty of IT firms in Germany to innovate rapidly due to the greater difficulty in accessing risk-taking capital in a coordinated market economy where banks serve as the primary lending institutions. Disaggregating the analysis into the various sectors voids some of the determinism from which the approach suffers, to the degree that it posits that firms in CMEs and LMEs will
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