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Westminster, Consensus Democracy 
and Patterns of Democracy: 
Corporatism Reconsidered  
 
 
 
 
 
Two models of democracy: 
 



Westminster 
 
Concentration of Executive Power 
 
Cabinet Dominance 
 
2-Party System (Majoritarian Voting) 
 
Disproportial Effects of Elections (Strong Majority) 
 
Interest Group Pluralism 
 
Unitary and Centralized Government 
 
Unicameralism 
 
Weak Constitution 
 
Dependent Central Bank 
 



Consensus Democracy 
 
Broad Coalitions 
 
Executive-Legislative Balance of Power 
(Government dependent on parliament and vice versa) 
 
Multiparty System 
 
Proportional Representation 
 
Interest Group Corporatism 
(Central organized labor unions and business 
associations) 
 
Federalism 
 
Bicameralism 
 
Constitutional Rigidity (Strong Courts) 
 
Central Bank Independence 
 



 
Corporatism and Inflation 
 
 
 
1.  Inflation 
 
2.  Three Types of Wage Negotiations 
 
3.  Wage-Inflation-Spirals  
 
4. Government-induced versus Corporatism-induced 

Inflation 
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Three Types of Wage Negotiation 
 
 
Individual-Firm  (Enterprise Level) 
 
 
Sectoral Union – Sectoral Employer Association 
(Sectoral Level) 
 
National Union – National Employer Association 
(sometime with government involvement) 
(national level) 
 
 
 

 
 
Excerpt from Calmfors & Driffill 



Outcome 
 
Enterprise Level: 
 
 
 
Moderate wage increase,  
dependent on post-tax profits of corporations 
 
 
sectoral level: relatively high wage increase 
dependent on power of unions 
 
 
national level: moderate wage increase 
dependent on power of union + degree to which 
negotiators ‘internalize externalities’ 
 



Why is inflation higher in countries with 
decentralized negotiations between unions and 
employer organizations? 
 



Why is inflation higher in countries with 
decentralized negotiations between unions and 
employer organizations? 
 
 
 
Because unions cannot (never) negotiate real wage 
increases but only nominal wage increases. 
 
This implies that corporations (have to) raise prices as 
inflation increases, which implies inflation, which leads to 
higher demands of the unions, which causes even more 
inflation, and so on… 
 
 
 
Why do centralized unions demand moderate wage 
increases? 
 
…, because they correctly anticipate the inflationary 
effect of wage increases AND internalize this effect. 
 
Why do decentralized unions do NOT demand moderate 
wage increases? 
 
Even though they also correctly anticipate the 
inflationary effect of wage increases, they do not 
internalize this effect, because each wage increase 
negotiated by a single union on inflation is small.  
 



therefore  
 
there is a competition between unions in countries with 
decentralized wage negotiations. 
 
 
Workers will receive a relatively high net pay rise, if they 
work in a sector which union has negotiated a relatively 
large wage increase. 
 
Workers will receive a relatively low net pay rise, if they 
work in a sector which union has negotiated a relatively 
small wage increase.  
 
 



 
Corporatism, Inflation and Central Bank 
Independence 
 
 
 
CBI is theoretically related to corporatism. 
 
While corporatism is believed to increase inflation, CBI 
aims at lowering inflation. 
 
 
Some hypotheses: 
 
CBI lowers inflation, because central bankers have no 
incentive to manipulate the political business cycle.  
 
CBI lowers inflation because central bankers are 
committed to reduce inflation. 
 
CBI lowers inflation because unions and employers 
anticipate anti-inflationary policies when negotiating 
wages.  
 
 



CBI lowers inflation because unions and employers 
anticipate anti-inflationary policies when negotiating 
wages. 
 
 
 
 
A Dichotomy of Central Banks 
 
 
 
Iversen distinguishes between 
 
 
accommodating and non-accomodating central banks. 
 
 
 
 
Accommodating is defined as  
 
“expansionary monetary policies in the present of high 
wage increases” 
 
Non-accomodating is defined as 
 
“restrictive monetary policy in the presence of high wage 
increases.” 
 
 



What are the consequences of accommodating and non-
accomodating monetary policies on the results of wage 
negotiations? 



What are the consequences of accommodating and non-
accomodating monetary policies on the results of wage 
negotiations? 
 
 
 
Low wage increases: non accommodating and 
accommodating central banks respond identically 
(in technical terms: pooling equilibrium) 
 
High wage increases (separating equilibrium):  
 
Accommodating central banks will implement 
expansionary monetary policies  
 
Outcome: high inflation 
 
 
Non-Accomodating central banks will implement 
restrictive monetary policies 
 
 
Outcome: High Unemployment 
 
 



Conditional effects (Keefer/ Stasavage) 
 

 
… because reversal of CB’s decision is less likely. 
 
 
 

 
 
… because ???  Not understandablke in original 
text. 
 
 

 
 
 
… because with multiple veto players CBI is less 
easy to abandon.  



 
 
 
���� CBI not robustly related to political polarization.  
 
 
 



And how this non-finding was later reported (APSR 
2002) 
 

 

 


