Comparative
Politics

The City University of New York

Policy Paradigms, Social Learning, and the State: The Case of Economic Policymaking in
Britain

Author(s): Peter A. Hall

Source: Comparative Politics, Vol. 25, No. 3 (Apr., 1993), pp. 275-296

Published by: Ph.D. Program in Political Science of the City University of New Y ork

Stable URL: http://www.|stor.org/stable/422246

Accessed: 06/01/2011 17:49

Y our use of the JSTOR archive indicates your acceptance of JISTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JSTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of ajournal or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www.jstor.org/acti on/showPublisher ?publisherCode=phd.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is anot-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in atrusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

Ph.D. Programin Political Science of the City University of New York and The City University of New York are
collaborating with JSTOR to digitize, preserve and extend access to Compar ative Politics.

http://www.jstor.org


http://www.jstor.org/action/showPublisher?publisherCode=phd
http://www.jstor.org/stable/422246?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=phd

Policy Paradigms, Social Learning, and the State

The Case of Economic Policymaking in Britain

Peter A. Hall

The study of comparative politics has been heavily influenced over the past decade by
theories of the state. Initially developed by neo-Marxists in response to the persistence of
capitalism, such theories now take a variety of forms.! Their central contention is that the
state, broadly understood as the executive, legislative, and judicial apparatus of the nation,
has an important impact of its own on the nature of public policy and considerable
independence from organized social interests and the electoral coalitions that might
otherwise be said to drive policy. In the words of one state theorist, policy should not be
seen as “a vector diagram in which a series of pressures are brought to bear on the state,
which then moves in the direction it is pushed by the strongest societal forces.”?2 In this
respect, theories of the state offer a useful, if occasionally overstated, corrective to pluralist
emphases on the societal sources of policy.?

However, all research programs leave some questions unanswered, and this one poses
particularly difficult ones. What motivates the actions of the state, if it is not the factors
previously identified by pluralist analysis? How are we to conceive of the policy process if
not as a response to societal pressure? In this regard, the negative force of the state theorists’
case against more traditional lines of thought has not been matched by their positive attempts
to construct an alternative conception of policymaking. To suggest that policymakers
respond instead to the “national interest” leaves us wondering how this national interest
comes to be defined.# Similarly, to argue that policy reflects a “parallelogram of
preferences” among public officials themselves or the outcome of a “bureaucratic politics”
in which “where you stand depends on where you sit” imports a rather underspecified model
of pluralism back into the state itself.> Even the argument that “policy legacies” determine
the course of subsequent policy raises questions about why some legacies are more
influential than others.® The recent work that focuses our attention on the state has been of
great value, but the state at which we are now looking largely remains a black box.”

In the face of this dilemma, theorists of the state have been casting about for an alternative
conception of the policy process with which to complete their account of policy. Out of these
endeavors, one concept has begun to appear with particular frequency. That is the concept of
policymaking as social learning. The notion of politics as learning has origins in work on
cybernetics and organization theory, and psychologically oriented versions of it have been
applied with some success to the process of foreign policymaking.® However, the
formulation that has had the most influence on theories of the state is the one presented in
Hugh Heclo’s distinguished study of social policymaking in Britain and Sweden. In Heclo’s
words: “Politics finds its sources not only in power but also in uncertainty—men
collectively wondering what to do. . . . Governments not only ‘power’ . . . they also puzzle.
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Policy-making is a form of collective puzzlement on society’s behalf. . . . Much political
interaction has constituted a process of social learning expressed through policy.”®

There is a profound insight here, and it has been taken up with enthusiasm by theorists of
the state. In an influential review essay, Theda Skocpol observes that Heclo’s work
“suggests how to locate and analyze autonomous state contributions to policy-making, even
within constitutional polities nominally directed by legislatures and electoral parties,” and
Paul Sacks argues that “the ‘politics as learning’ approach implies that elements within the
state, acting, presumably, in pursuit of the national interest, decide what to do without
serious opposition from external actors,” thereby confirming a central tenet of state theory.!®
The notion of social learning is on the verge of becoming a key element in contemporary
theories of the state and of policymaking more generally.

However, there are two major problems with the concept of social learning as hitherto
employed by theorists of the state. First, it has been presented in only the sketchiest of
terms. Unlike the psychologically oriented versions of learning theory that have been
explored more fully in studies of foreign policy and the procedurally oriented versions
presented by organization theorists, the concept of social learning presented by Heclo and
taken up by theorists of the state emphasizes the role of ideas in policymaking. But those
who use the concept have yet to develop an overarching image of the way in which ideas fit
into the policy process or a clear conception of how those ideas might change.

Second, it is not at all clear that the process of social learning actually accords as
completely as many think with the notion of an autonomous state. Social learning has
generally been treated as a dimension of policymaking that confirms the autonomy of the
state, but it may well be a process that is intimately affected by societal developments rather
than one that takes place largely inside the state itself.

This point speaks to a central division within current analyses of the state. Recent theories
of the state can be divided into two types. On one side is a set of analyses that might be
described as state-centric in that they emphasize the autonomy of the state from societal
pressure. These works suggest that policy is generally made by public officials operating
with considerable independence from organizations like interest groups and political parties
that transmit societal demands.!! On the other side is a range of theories that might be called
state-structural. They, too, emphasize the impact on policy of the state’s structure and its
actions, but they are less inclined to insist on the autonomy of the state vis-a-vis societal
pressure. Instead, they accord interest groups, political parties, and other actors outside the
state an important role in the policy process. Their main point is that the structure and past
activities of the state often affect the nature or force of the demands that these actors
articulate.!? If social learning is a process that takes place largely inside the state itself, it
will accord well with the arguments of state-centric theorists. However, to the extent that
social learning involves much broader participation and conflict within the political system
as a whole, it will be more consonant with the state-structuralist approach.

The object of this article is to examine the nature of social learning and the more general
process whereby policies change with a view to resolving some of these issues. At the
outset, I take up a number of questions about how the learning process proceeds and attempt
to specify more fully the roles that ideas play in policymaking. I then test the central
propositions of the conventional learning model and my expanded version against a series of
cases of different kinds of policy change, with the following questions in mind. How should

276



Peter A. Hall

we understand the relationship between ideas and policymaking? How do the ideas behind
policy change course? Is the process of social learning relatively incremental, as
organization theory might lead us to expect, or marked by upheaval and the kind of
“punctuated equilibrium” that often applies more generally to political change.!> Are
bureaucrats the principal actors in social learning, or do politicians and societal
organizations also play a role? Finally, I explore the implications of these cases for
state-society relations with particular attention to the relationship between social learning
and the autonomy of the state.

The cases that this article examines are all drawn from a specific empirical setting,
namely, that of macroeconomic policymaking in Britain between 1970 and 1989. A broad
concept such as social learning deserves to be explored in many contexts; no single case can
fully resolve these issues. However, the setting of macroeconomic policymaking in Britain
is an ideal one against which to test the prevailing conceptions of social learning and
their implications for state theory. On the one hand, economic policymaking is a
knowledge-intensive process, long associated with concepts of learning. As Heclo observes:
“Nowhere is the importance of such learning and alteration of perspective more clearly
demonstrated than in the economic doctrines prevalent in any given period.”!4 On the other
hand, economic policymaking in Britain figures heavily in the most prominent attempts by
state theorists to apply the concept of learning.!s It also provides excellent cases against
which to test state-centric arguments that the learning process is dominated by officials and
highly placed experts, since the power of official experts should be at its maximum in a
highly technical field like macroeconomic policymaking and in nations like Britain that have
unusually hierarchical and closed bureaucracies.

The Process of Social Learning

We can begin from what might be termed the prevailing model of social learning as utilized
by contemporary theorists of the state. It is heavily based on Heclo’s work, but the state
theorists take his cautious formulations somewhat farther. The image of learning that they
present has three central features.

First, they suggest that one of the principal factors affecting policy at time-1 is policy at
time-0. In Sacks’ words: “The most important influence in this learning is previous policy
itself.”'¢ Policy responds less directly to social and economic conditions than it does to the
consequences of past policy. In Weir and Skocpol’s terms, the interests and ideals that
policymakers pursue at any moment in time are shaped by “policy legacies” or “meaningful
reactions to previous policies.” 7

Second, the key agents pushing forward the learning process are the experts in a given
field of policy, either working for the state or advising it from privileged positions at the
interface between the bureaucracy and the intellectual enclaves of society. Heclo observes
that “[florced to choose one group among all the separate political factors as most
consistently important . . . the bureaucracies of Britain and Sweden loom predominant in the
policies studied.”!® On the whole, this model tends to downgrade the role of politicians in
social learning and to attribute particular importance to the officials or experts who
specialize in specific fields of policy.

277



Comparative Politics April 1993

Finally, this view of social learning emphasizes the capacity of states to act autonomously
from societal pressure. Heclo rejects the view that outside factors, such as socioeconomic
development, elections, political parties, and organized interests, play a primary role in the
development of social policy and concludes, albeit cautiously, that “if one were forced to
hold the policy process static and choose between an essentially pluralistic or elitist
interpretation, then our tentative conclusions . . . would suggest the greater interpretive
power of the latter.” Sacks and others go even farther to argue that accounts of social
learning “reveal the substantial autonomy of the state from societal pressures in its
formulation of policy goals.”!?

It should be apparent that this is a relatively schematic model that needs to be fleshed out
in several respects. To begin with, the concept of social learning itself should be defined
more clearly. Learning is conventionally said to occur when individuals assimilate new
information, including that based on past experience, and apply it to their subsequent
actions. Therefore, we can define social learning as a deliberate attempt to adjust the goals
or techniques of policy in response to past experience and new information. Learning is
indicated when policy changes as the result of such a process.?®

In addition, we should allow for the possibility that the learning process may take
different forms, depending on the kinds of changes in policy that are involved. That is to
say, the concept of social learning should be disaggregated. In order to do so, we can think
of policymaking as a process that usually involves three central variables: the overarching
goals that guide policy in a particular field, the techniques or policy instruments used to
attain those goals, and the precise settings of these instruments. For instance, if the goal of
the policy is to alleviate the financial problems of the elderly, the chosen instrument might
be an old age pension, and its setting would be the level at which benefits were set. We want
to distinguish the learning process associated with a simple change in the level of benefits
from that associated with potentially more radical transformations in the basic instruments of
policy or its overarching goals.

Building on these distinctions, we can identify three distinct kinds of changes in policy
and illustrate each from cases of macroeconomic policymaking in Britain over the 1970-89
period.

First, the levels (or settings) of the basic instruments of British policy, such as the
minimum lending rate or the fiscal stance, were altered at frequent intervals during the
1970-89 period, even when the overall goals and instruments of policy remained the same.
Most of the adjustments made in the annual budget took this form: the settings of the
government’s policy instruments were modified in the light of past experience and
projections for the future performance of the economy. We can call the process whereby
instrument settings are changed in the light of experience and new knowledge, while the
overall goals and instruments of policy remain the same, a process of first order change in
policy.

Second, there were several instances in the 1970—89 period when the hierarchy of goals
behind British macroeconomic policy remained largely the same but the basic techniques
used to attain them were altered, as a result of dissatisfaction with past experience. These
episodes included the introduction of a new system of monetary control in 1971, the
development of a new system of “cash limits” for public spending control in 1976, and the
movement away from strict targets for monetary growth in 1981-83. Changes of this sort,
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when the instruments of policy as well as their settings are altered in response to past
experience even though the overall goals of policy remain the same, might be said to reflect
a process of second order change.

Finally, the British experience of 1970-89 was also marked by a radical shift from
Keynesian to monetarist modes of macroeconomic regulation, which entailed simultaneous
changes in all three components of policy: the instrument settings, the instruments
themselves, and the hierarchy of goals behind policy. Such wholesale changes in policy
occur relatively rarely, but when they do occur as a result of reflection on past experience,
we can describe them as instances of third order change.?!

In order to understand how social learning takes place, we also need a more complete
account of the role that ideas play in the policy process. After all, the concept of social
learning implies that ideas are central to policymaking, even if it says little more than that
about the role they play. To construct a more robust formulation, let us begin from
Anderson’s fruitful observation that “the deliberation of public policy takes place within a
realm of discourse . . . policies are made within some system of ideas and standards which
is comprehensible and plausible to the actors involved.”?? More precisely, policymakers
customarily work within a framework of ideas and standards that specifies not only the goals
of policy and the kind of instruments that can be used to attain them, but also the very nature
of the problems they are meant to be addressing. Like a Gestalt, this framework is
embedded in the very terminology through which policymakers communicate about their
work, and it is influential precisely because so much of it is taken for granted and
unamenable to scrutiny as a whole. I am going to call this interpretive framework a policy
paradigm.

Macroeconomic policymaking in Britain has clearly revolved around this sort of policy
paradigm. For most of the postwar period, British policy was based on a highly coherent
system of ideas associated with John Maynard Keynes. Once adapted to the organization of
the British financial system, Keynesian ideas were institutionalized into the procedures of
the British Treasury and formalized as the “neoclassical synthesis” in many standard texts.
They specified what the economic world was like, how it was to be observed, which goals
were attainable through policy, and what instruments should be used to attain them. They
became the prism through which policymakers saw the economy as well as their own role
within it.23

These policy paradigms are rather like the scientific paradigms that Thomas Kuhn has
identified, and we can take advantage of this analogy to develop some hypotheses about how
the learning process in public policymaking might proceed.?* For instance, reference to
Kuhn allows us to locate the different kinds of policy change relative to one another. First
and second order change can be seen as cases of “normal policymaking,” namely of a
process that adjusts policy without challenging the overall terms of a given policy paradigm,
much like “normal science.” Third order change, by contrast, is likely to reflect a very
different process, marked by the radical changes in the overarching terms of policy discourse
associated with a “paradigm shift.” If first and second order changes preserve the broad
continuities usually found in patterns of policy, third order change is often a more
disjunctive process associated with periodic discontinuities in policy. One striking
implication of this analysis would be that first and second order changes in policy do not
automatically lead to third order changes. As in the case of scientific change, normal
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policymaking can proceed for some time without necessarily precipitating a paradigm shift.
The latter is engendered quite differently.

The process of first order change is likely to display the features of incrementalism,
satisficing, and routinized decision making that we normally associate with the policy
process.25 Second order change and the development of new policy instruments may move
one step beyond in the direction of strategic action. But third order change is more
problematic: the literature provides far less guidance for modeling this sort of process.
Nevertheless, we can draw on the Kuhnian image of scientific progress to develop some
hypotheses about how the process of paradigm shift or third order change in policy might
proceed.

Such an account should begin from the observation that paradigms are by definition never
fully commensurable in scientific or technical terms. Because each paradigm contains its
own account of how the world facing policymakers operates and each account is different,
it is often impossible for the advocates of different paradigms to agree on a common body of
data against which a technical judgment in favor of one paradigm over another might be
made.2¢ Three important implications follow.

First, the process whereby one policy paradigm comes to replace another is likely to be
more sociological than scientific. That is to say, although the changing views of experts may
play a role, their views are likely to be controversial, and the choice between paradigms can
rarely be made on scientific grounds alone. The movement from one paradigm to another
will ultimately entail a set of judgments that is more political in tone, and the outcome will
depend, not only on the arguments of competing factions, but on their positional advantages
within a broader institutional framework, on the ancillary resources they can command in
the relevant conflicts, and on exogenous factors affecting the power of one set of actors to
impose its paradigm over others.

Second, issues of authority are likely to be central to the process of paradigm change.
Faced with conflicting opinions from the experts, politicians will have to decide whom to
regard as authoritative, especially on matters of technical complexity, and the policy
community will engage in a contest for authority over the issues at hand. In other words, the
movement from one paradigm to another is likely to be preceded by significant shifts in the
locus of authority over policy.

Finally, instances of policy experimentation and policy failure are likely to play a key
role in the movement from one paradigm to another. Like scientific paradigms, a policy
paradigm can be threatened by the appearance of anomalies, namely by developments that
are not fully comprehensible, even as puzzles, within the terms of the paradigm. As these
accumulate, ad hoc attempts are generally made to stretch the terms of the paradigm to
cover them, but this gradually undermines the intellectual coherence and precision of the
original paradigm. Efforts to deal with such anomalies may also entail experiments to
adjust existing lines of policy, but if the paradigm is genuinely incapable of dealing with
anomalous developments, these experiments will result in policy failures that gradually
undermine the authority of the existing paradigm and its advocates even further.

Therefore, the movement from one paradigm to another that characterizes third order
change is likely to involve the accumulation of anomalies, experimentation with new forms
of policy, and policy failures that precipitate a shift in the locus of authority over policy and
initiate a wider contest between competing paradigms. This contest may well spill beyond
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the boundaries of the state itself into the broader political arena. It will end only when the
supporters of a new paradigm secure positions of authority over policymaking and are able
to rearrange the organization and standard operating procedures of the policy process so as
to institutionalize the new paradigm.

How well does this expanded image of social learning fit the course of British
macroeconomic policymaking in the 1970-89 period? And what are the implications of this
case for contemporary theories of the state? To answer these questions, we need to explore
empirical cases representative of each of the three types of policy change. These are drawn
from the process of macroeconomic policymaking in Britain since 1970. Because space
permits only a brief review of each case, I concentrate on those features most relevant to the
model of social learning outlined above.?”

First-Order Change

As noted above, first order changes in policy took place every year during this period, and
often more than once a year, as policymakers adjusted the budget judgment in response to
the revealed consequences of past policy and new developments. The broad outlines of the
process are well-known. The process was analytical, in the sense that the settings of fiscal
and monetary instruments were adjusted to attain a specified set of macroeconomic targets,
but also highly routinized, in that the range of options canvassed in any year was generally
restricted by the conventions of the reigning paradigm. For much of the period, such
adjustments to policy can be predicted with a “satisficing” model of decision making.?®

This process of first order change corresponds quite closely to the image of social learning
current in state theory. Policy at time-1 was deliberately formulated and justified in terms of the
outcomes of policy at time-0, as the annual Financial Statement and Budget reports indicate,
and there is ample evidence that experts within the civil service played a dominant role in the
process. They controlled both the advice going to the chancellor and the forecasts on which that
advice was based. The prime minister and chancellor could push policy more in one direction
than another, as Edward Heath did by pressing for all-out growth in 1972 and James Callaghan
did by insisting on a lower-rate band for taxes in 1978, but they lacked the technical expertise
to take the direction of macroeconomic management out of the hands of their officials, and
other ministers had virtually no influence over macroeconomic policymaking.??

As theorists of the state would predict, the process of first order change also seems to have
been relatively insulated from the kind of pluralist pressures we often associate with the
broader political system. A variety of groups made representations to the chancellor before
each budget, but these were largely discounted at the Treasury. The Confederation of British
Industry secured minor concessions in return for a promise to police retail prices in 1971,
and the government made some alterations to policy in exchange for the Trades Union
Congress’ agreement to an incomes policy in 1975-76, but these instances must be balanced
against the far more numerous occasions over this period when the demands of outside
groups were ignored.3°

Second-Order Change

At less frequent junctures between 1970 and 1989, British governments also made second
order changes to policy. That is to say, they altered the instruments of macroeconomic policy
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without radically altering the hierarchy of goals behind policy. I will examine three
representative cases, one drawn from each of the three administrations in office during this
period.

The first case is that of Competition and Credit Control (CCC), the name given to a series
of alterations made to the system of monetary control beginning in 1971. There is an ample
literature on this episode, and it can be reviewed briefly.3! The British clearing banks had
been arguing for some years that the existing system of quantitative controls on lending was
hampering their ability to compete with foreign firms entering the British market, but the
new scheme was initiated by senior officials at the Bank of England only after they, too,
found that the existing system was becoming unworkable and had concluded, after a long
series of studies, that the UK demand for money was stable enough to support a system of
monetary control based primarily on interest rate changes. Lacking the expertise to examine
the scheme fully, the Treasury gave it only a cursory review and then sold it to the
government as a way of encouraging competition in the banking system. When bank lending
rose faster than expected in 1972-73, however, the prime minister balked at the interest rate
increases proposed by the Bank, the money supply (M3) rose by 60 percent in 1972-73, and
another system of quantitative controls, known colloquially as the “corset,” was ultimately
imposed in July 1973. The experiment as a whole was something of a minor disaster.

The next case of second order change had a happier outcome but many of the same
features as the first. It involved the introduction of a new system for controlling public
expenditure, known as a “cash limits” system, that replaced the traditional method of
planning public expenditure in volume terms with a set of limits on departmental
expenditure formulated in nominal pounds sterling. Once again, the impetus for change
came from growing dissatisfaction with the previous system of expenditure control, which
peaked in 1974-75 when spending apparently rose by £4.9 billion more than could be
accounted for by published spending plans or announced changes to those plans.32 Initiated
by senior civil servants at the Treasury, the new system was tried out on public sector
building programs in 1974-76 and introduced more broadly for the fiscal year 1976-77. It
was accompanied by several additional measures designed to strengthen the hand of the
Treasury against spending ministers, and it facilitated deep cuts in the projected rate of
spending in subsequent years.33

A third case of second order change in policy occurred in 1981-85, as the Thatcher
government gave up its attempt to implement a system of monetary base control (MBC) and
gradually moved away from a monetary policy oriented primarily to rigid targets for the rate
of growth of M3. The government enshrined targets for M3 in the Medium Term Financial
Strategy (MTFS) announced with the March 1980 budget and, shortly thereafter, directed its
officials to devise a system for monetary base control, but by 1985 the government had all
but abandoned strict targets for M3 and any plan for MBC. Once again, officials played the
key role in persuading ministers that a change in their plans was necessary.3 Officials at the
Bank of England resolutely resisted MBC on the grounds that under such a system they
would lose control of short-term interest rates, and, as successive attempts to control the rate
of growth of M3 failed, both Bank and Treasury officials persuaded the chancellor to turn to
other indicators of monetary stringency and eventually to incorporate exchange rate
movements into his calculations. By 1985 a multitude of measures was utilized to assess
monetary growth, the central targets were largely notional, the practice of “overfunding” the
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public sector deficit once employed to control M3 had beer. terminated, and monetary policy
was guided for the most part by ad hoc considerations.33

Although only a brief review of these cases has been possible here, what is most striking
about all of them is that they accord remarkably well with the image of social learning
presented by state-centric theorists. In each case, changes were made to policy instruments
primarily in response to dissatisfaction with past policy rather than in response to new
economic events alone. Competition and Credit Control was inspired by the growing
unworkability of existing controls on credit and their distorting effects on banking
competition rather than by the underlying course of monetary growth. The inflationary
conditions of 1975-76 made some reduction in public expenditure desirable, but the new
system of cash limits was a direct response to the apparent failure of existing methods for
planning public expenditure. Likewise, modifications made to the system of monetary
control in 1981-85 were motivated primarily by dissatisfaction with the unworkability of a
system based on rigid targets for the monetary base.

It is also notable that officials, rather than politicians, played the most central role in each
instance of social learning. CCC was initiated by Bank officials on the basis of studies begun
before the Heath government took office, and its presentation was simply tailored to fit the
prevailing Conservative platform. The system of cash limits was also devised by officials
before the Labour government came to office and presented to the chancellor as a solution
when appropriate problems arose, much as a “garbage can” theory of decision making
would suggest.3¢ The resistance of the prime minister delayed the move away from monetary
targets in the 1980s, but once again those pushing most strongly for a change were the civil
servants who had to operate the policy.

All of these are also cases in which the state acted rather autonomously. The system of
cash limits was never really the object of pressure from outside actors; what pressure came
from the financial press was itself largely engineered by Whitehall.?? In the case of CCC, the
clearing banks had been seeking relief from quantitative controls for some time, but the
Bank moved toward a new system only when its own calculations indicated (albeit
incorrectly) that a stable demand for money existed. Similarly, there had been vociferous
critics of monetary targets since their inception in 1976, but the Thatcher government moved
away from them only when its own policy experts concluded they were unworkable.

In light of these cases, we might well conclude that the prevailing image of social learning
is correct in all its essentials. However, the most important transformation in policy over this
period was one characterized by third order change, and before reaching any conclusions,
we should examine this process as well.

Third Order Change

In addition to the first and second order changes discussed here, much more dramatic
changes in British macroeconomic policy also took place during the 1970-89 period. These
changes are commonly associated with the movement from a Keynesian mode of
policymaking to one based on monetarist economic theory. Although the movement began
around 1976, the most intense break in policy came after a Conservative government led by
Margaret Thatcher was elected in 1979. Not only were the settings of policy changed but the
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hierarchy of goals and set of instruments employed to guide policy shifted radically as well.
Inflation replaced unemployment as the preeminent concern of policymakers. Macroeco-
nomic efforts to reduce unemployment were rejected in favor of balanced budgets and direct
tax reductions. Monetary policy replaced fiscal policy as the principal macroeconomic
instrument, and it was reoriented toward fixed targets for the rate of monetary growth. Many
regulatory instruments associated with state intervention, such as incomes policies,
exchange controls, and quantitative limits on bank lending, were eliminated. This was a
clear case of third order change in policy.38

What was the character of this process of third order change? How did policy change so
radically? Although the election of Margaret Thatcher as prime minister is a key component
of the story, it is not the only component. After all, new governments under determined
leaders had been elected before. Similarly, although poor levels of economic performance
and rising rates of inflation helped to provoke change, to cite them alone does not tell us
more about the process of change. We need a conceptual framework for understanding the
process whereby British macroeconomic policy changed during the 1970s and 1980s.

For that purpose, it is useful to return to the concept of a “policy paradigm.”
Keynesianism and monetarism were quintessential examples of such paradigms. Although
something of a new synthesis between them has emerged in recent years, during the period
examined here, namely the 1970s and early 1980s, these two economic ideologies were
distinct paradigms. Not only did the policy prescriptions of monetarists diverge from those
of the Keynesians, they were also based on a fundamentally different conception of how the
economy itself worked. Whereas Keynesians viewed the private economy as unstable and in
need of intermittent fiscal adjustment, monetarists saw the private economy as stable and
discretionary policy as an impediment to efficient economic performance. Whereas
Keynesian policymakers attributed fluctuations in economic output and inflation to the
cycles of the real economy or excessive wage and price pressure, monetarists took the view
that fluctuations in output and inflation were caused primarily by excessive changes in the
rate of growth of the money supply. And if Keynesian governments had believed that they
could reduce the rate of unemployment by altering the fiscal stance ever since the famous
1944 white paper on that subject, monetarists contended that the jobless were not the
responsibility of the state because unemployment would converge on “natural rate” fixed by
conditions in the labor market rather than by the macroeconomic stance.®

When monetarism replaced Keynesianism as the template guiding policy, there was a
radical shift in the hierarchy of goals guiding policy, the instruments relied on to effect
policy, and the settings of those instruments. Moreover, these changes were accompanied by
substantial changes in the discourse employed by policymakers and in the analysis of the
economy on which policy was based. In short, the third order change in British
policymaking that occurred during this period was accompanied by a wholesale shift in
policy paradigms. This provides us with an important clue in understanding the character of
this process of change. It should resemble the process of paradigm change drawn from the
Kuhnian model and outlined above. Although the relevant events can be described here in
only the briefest of terms, they display many of the features a Kuhnian model would lead us
to expect.

The process was initiated early in the 1970s by a series of economic developments, of
which the most important was rising rates of inflation, soon to be joined by stagnating levels

284



Peter A. Hall

of growth and employment. These developments were disturbing in themselves, but they
were particularly threatening to the Keynesian paradigm because it could neither fully
anticipate nor explain them. In other words, they were “anomalies” in the Kuhnian sense,
which called into question the adequacy of Keynesian analyses of the economy. The most
famous, although by no means only, anomaly was the simultaneous increase in inflation and
unemployment that seemed to vitiate the Phillips curve on which Keynesian policy had long
been based.

Partly because these events were anomalous in terms of the prevailing policy paradigm,
they led to a series of mistaken forecasts and policy failures. Only some of these problems
can be enumerated here.*® On serious underestimates of the rate of inflation, the government
fueled an inflationary spiral with cost-of-living agreements in 1973. Unable to interpret the
impact of the 1974 oil price increases on British business, the Treasury endorsed corporate
tax increases in March of that year, only to have to offset them with emergency relief later
that fall. Underestimates of the relative price effect on public sector consumption led to
serious miscalculations of public spending and the public sector borrowing requirement in
1974-75. A misjudged attempt to nudge sterling down on the foreign exchanges in the
spring of 1976 precipitated a run on the pound that ended with recourse to the IMF and
severe spending cuts in 1977. These were widely perceived to be significant policy failures,
and such failures did much to discredit the prevailing policy paradigm.

The government reacted with a series of policy experiments that were basically ad hoc
attempts to recover control of the economy by adjusting traditional Keynesian practices.
However, the effect of these adaptations was to stretch the intellectual coherence of the
paradigm that was supposed to be guiding policy to the point of breaking. The most
prominent effort was a series of incomes policies implemented in 1972-73 and 1975-77 to
cope with inflation. But incomes policies ate away at one of the Keynesian paradigm’s
greatest sources of appeal, its ability to promise effective economic management without
intervening directly in the affairs of individual economic actors.*! Several years of tortuous
negotiations with the unions ate away at the authority of both the government and the
Keynesian paradigm.

Similar problems with the financial markets further eroded this authority. As a result of
unanticipated shifts in the behavior of the markets for government debt that were linked to
the effects of CCC and rising levels of debt, the Labour government found itself held
hostage with increasing frequency to demands emanating from the markets for spending cuts
or interest rate increases. It experimented with monetary targets in 1976-77 but found that
they simply enhanced the leverage of the financial markets over the government.42 The effect
was to impair the capacity of public officials to cope with unemployment in a Keynesian
manner. Keynesian doctrine gradually lost coherence and credibility in the eyes of
politicians, officials, and the public. The prime minister himself told the 1976 Labour Party
conference: “We used to think you could just spend your way out of recession and increase
employment by cutting taxes and boosting spending. I tell you in all candour that option no
longer exists. . . .”43

As a result of these developments, the locus of authority over macroeconomic issues
began to shift. Hitherto, the Treasury had enjoyed a virtual monopoly of authority over such
matters. By 1976, distrustful MPs forced the government to release details of the secret
Treasury model to the general public. The prime minister overruled the Treasury in favor of
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the Bank of England on several key issues in 1977. And even the Chancellor of the
Exchequer lost enough faith in his own officials that an unusual number of them left the
Treasury shortly after 1976.44

One feature of this shift in the locus of authority was an extraordinary intensification in
debate about economic issues in the media and financial circles. As the Treasury lost
influence, what we might call the outside “marketplace in economic ideas” expanded
dramatically in the 1975-79 period. New research institutes devoted to economic affairs
were created; financial institutions expanded their economic research departments; and the
already high volume of economic commentary in the press grew larger and even more
sophisticated. Macroeconomic management became the subject of an intense public
debate .45

Economic commentators and public figures alike began to search for alternatives to the
Keynesian paradigm. The monetarist paradigm soon became the principal challenger to
Keynesian doctrine, in large part because it was the most coherent and highly developed
alternative, having achieved substantial support among American economists. Its major
rival, propounded by the Cambridge Economic Policy Group, was still closely associated
with Keynesianism and suffered a critical loss of credibility when some of its core
predictions linking the budget deficit to the balance of payments failed in 1975-76.
However, monetarism still had very little support from British economists, who remained
overwhelmingly Keynesian. This was not a case in which the bulk of expert opinion shifted,
drawing policymakers along in its wake.

Instead, political, as opposed to purely economic, criteria became the key factor behind
the success of the monetarist paradigm. By 1975 the debate about policy paradigms spilled
over into the political arena and became the object of electoral competition. Seeking a
weapon with which to attack the vulnerable leadership of their own party and then the
Labour government, Margaret Thatcher and a few others took up a competing economic
paradigm based on monetarist doctrine. They were genuinely seeking new solutions to
Britain’s economic problems, but they embraced the monetarist solution in large measure
because it also had substantial political appeal.*®

Monetarism had political appeal, first, because it provided a coherent challenge to the
policies of the Labour government. However, monetarism had a special appeal to
Conservatives, and especially those on the right wing of the party, because it provided a new
rationale for many measures which they had long supported. The monetarist critique of
fiscal activism contained a new set of arguments for the long-standing Conservative position
that public spending and the role of the state in the economy should be reduced. The
monetarist idea that the “natural rate” of unemployment could be decreased only by
reducing the power of the trade unions also fit well with the Conservatives’ growing
antipathy toward the unions.*’

Conservative politicians saw that monetarism could be presented in terms that had broader
public appeal as well. By the end of the 1970s, a decade of tortuous negotiations over
incomes policies had rendered both the trade unions and neocorporatist arrangements
increasingly unpopular. The government seemed impotent in the face of continuing
economic problems and powerful unions. Monetarism offered a simple but appealing
prescription for all of these dilemmas. Its advocates argued that the government could
discipline the unions and eliminate inflation, the most serious economic problem of the
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1970s, simply by adhering to a strict target for the rate of growth of the money supply. In the
face of such a target, the unions would have to reduce their wage demands in order to avoid
unemployment. In short, monetarism was presented as a doctrine that could restore the
authority of the government as well as resolve Britain’s economic problems.*8

Once the monetarist paradigm was taken up by the Conservatives, its fate came to depend
heavily on their electoral fortunes, which were conditioned by a wide range of factors. The
policy failures associated with the stretching of the Keynesian paradigm, culminating in the
collapse of incomes policy during the winter of 1979, probably contributed more to the
Conservative’s electoral victory that May than did the positive appeal of monetarism.*°
When policy paradigms become the object of open political contestation, the outcome
depends on the ability of each side to mobilize a sufficient electoral coalition in the political
arena.>®

Once in office, Thatcher played a key role in institutionalizing the new policy paradigm.
She packed the influential economic committees of the cabinet with its supporters, appointed
an outside monetarist to be chief economic advisor at the Treasury, and in conjunction with
a few advisors, virtually dictated the outlines of macroeconomic policy for several years.
The locus of authority over policymaking in this period again shifted dramatically towards
the prime minister. Over time, an aggressive policy of promoting civil servants who were
highly pliable or sympathetic to monetarist views implanted the new paradigm even more
firmly. By 1982, the operating routines at the Treasury and the Bank of England as well as
the terms of policy discourse had shifted decisively toward monetarism.5!

How well does this case of third order change in policy fit the image of social learning
used by contemporary analysts of the state? It should be apparent that this case deviates from
the model in some important respects. First, it was not civil servants or policy experts
engaged by the government, but politicians and the media, who played the preeminent role
in this process of policy change. The vast majority of government economists were virtually
as Keynesian in 1979 as they had been in 1970. The monetarist assault was led by influential
journalists, such as William Rees-Mogg and Samuel Brittan, and key politicians like
Margaret Thatcher and Sir Keith Joseph, who persuaded others of the advantages of their
cause and virtually forced the Whitehall machine to alter its mode of macroeconomic
policymaking.

Moreover, this process of policy change did not take place primarily within the confines
of the state itself. On the contrary, it began with a shift in the locus of authority away from
the Treasury toward a growing marketplace of economic ideas outside the state. The ensuing
struggle to replace one policy paradigm with another was a societywide affair, mediated by
the press, deeply imbricated with electoral competition, and fought in the public arena.

Conclusion

This analysis has important implications for contemporary theories of the state. By
disaggregating the process whereby policy changes into three subtypes according to the
magnitude of the changes involved and by invoking the concept of policy paradigms, we can
discern more variation in social learning than hitherto recognized. The processes of first and
second order change in policy correspond quite well to the image of social learning
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presented by Heclo and many theorists of the state. Changes in policy at time-1 were clearly
a response to policy at time-0 and its consequences. Experts in the public employ were
primarily responsible for policy innovation, and the learning process as a whole took place
primarily inside the state itself.

However, the process of third order change which moved Britain from Keynesian to
monetarist modes of policymaking was quite different. Policy at time-1 was certainly a
response to the consequences of policy at time-0, but politicians rather than experts played
a dominant role, and the process spilled well beyond the boundaries of the state to involve
the media, outside interests, and contending political parties. Policy changed, not as a result
of autonomous action by the state, but in response to an evolving societal debate that soon
became bound up with electoral competition.

These findings call into question the tendency of state-centric theories to associate social
learning with the autonomy of the state. Only some kinds of social learning seem to take
place inside the state itself. The process of learning associated with important third order
changes in policy can be a much broader affair subject to powerful influences from society
and the political arena. Moreover, this appears to be true even in a technically complex field
like macroeconomic policymaking, where the state should be most autonomous from
societal pressure.

This analysis sheds light on state-society relations more generally. To begin with, it
suggests that the stark dichotomy between state and society often drawn by state-centric
theory should be revised in order to allot a significant role to the political system, defined as
the complex of political parties and interest intermediaries that stand at the intersection
between the state and society in democratic polities. The monetarist paradigm ultimately
triumphed over its Keynesian rival by means of partisan electoral competition. Those who
seek to “bring the state back in” to political analysis should not simultaneously read the
political system out of their analyses.52

However, this case indicates that we need an even more expansive concept of
state-society relations than such traditional conceptions of the political system provide.
Political parties and organized interests groups are not the only “transmission belts” between
the state and society. There were three other mechanisms through which significant pressure
from society was placed on the British government to shift modes of economic
policymaking.

The most obvious of these mechanisms was the media. Although we habitually
acknowledge its presence, we rarely incorporate an adequate appreciation of the importance
of the media into our analyses. In this case, the British press did not simply transmit the
range of views to be found among economists about the direction of economic policy; it
magnified the prominence given to monetarist doctrine and catapulted monetarist thinking
onto the public agenda.>* The press is both a mirror of public opinion and a magnifying glass
for the issues that it takes up.

Little noticed but especially important in the 1975-79 period was the pressure that the
financial markets, notably for government debt and foreign exchange, placed on the
government. Many of the ad hoc adjustments towards monetarism made by the 1974-79
Labour government were forced on it by the behavior of the financial markets, and the
popularity of monetarist doctrine in these markets influenced both the Bank of England and
the government. We are accustomed to the view that governments face an electoral
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constraint, but we should not forget that they also confront significant market constraints in
the sphere of finance as well.>*

Finally, the 1970s saw a vast expansion in the outside marketplace for economic ideas.
The media and City brokerage houses were important participants in this marketplace, but
they were not the only ones. Fueled by the release of the Treasury’s econometric model,
new research institutes sprang up, and a host of pamphlets about economic policy began to
circulate. In short, where once there was virtually no external commentary on
macroeconomic policy, something similar to a “policy network” or “issue network” sprang
up to provide outsiders with influence over a formerly closed policy process.>>

In some respects, these observations pull us back toward traditional models of
policymaking as a struggle for power in which competing interests press their views on the
government. The contest for electoral power that brought Thatcher to office was certainly
central to the triumph of monetarism. Here, as in many instances, it would be an error to see
politics exclusively in terms of collective puzzle-solving. To borrow Heclo’s unusual verbs,
many of the actors involved in changing policy not only “puzzle”; they also “power.”

Does this mean that it would be inappropriate to describe the process of third order policy
change described here as a case of social learning? I think not. The critical actors in this
process inside both the state and society were not simply seeking to advance their own
interests. They were also seeking solutions to Britain’s economic problems. The 1970s were
dominated by collective puzzlement and uncertainty about the economy, and the effort to
regain control over it was an intensely intellectual quest marked by highly sophisticated
debate in the media, the political parties, and the City, as well as among policymakers. The
play of ideas was as important to the outcome as was the contest for power. For these
reasons, it seems highly appropriate to describe this process as one of social learning.

The important point here is that “powering” and “puzzling” often go together. Both are
dimensions of the process whereby policy changes, especially in democratic polities, whose
institutions tend to combine the two endeavors. Politicians compete for office precisely by
propounding new solutions to collective problems which appeal to the electorate. Officials
advance their own fortunes within the bureaucracy partly by devising new approaches to old
dilemmas. The institutional arrangements designed to marry the public interest to private
interests in a democracy rarely work perfectly, but they do operate so as to militate against
arigid distinction between power-based and ideas-based models of politics. The competition
for power can itself be a vehicle of social learning.5¢

The principal contribution of a social learning perspective is to draw our attention to the
role of ideas in politics. It reminds us that state-society relations can not adequately be
described entirely in terms of the “pressures” that each exerts on the other, whether through
parties, organized interests, administrative organs, or policy networks. The state is also
linked to society by a flow of ideas between the two spheres. Politicians, officials, the
spokesmen for social interests, and policy experts all operate within the terms of political
discourse that are current in the nation at a given time, and the terms of political discourse
generally have a specific configuration that lends representative legitimacy to some social
interests more than others, delineates the accepted boundaries of state action, associates
contemporary political developments with particular interpretations of national history, and
defines the context in which many issues will be understood.>?

In various respects, then, the terms of political discourse privilege some lines of policy
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over others, and the struggle both for advantage within the prevailing terms of discourse and
for leverage with which to alter the terms of political discourse is a perennial feature of
politics. Organized interests, political parties, and policy experts do not simply “exert
power”; they acquire power in part by trying to influence the political discourse of their day.
To the degree they are able to do so, they may have a major impact on policy without
necessarily acquiring the formal trappings of influence.>® The resultant flow of ideas is an
important dimension of the process in which policy is made.

However, this dimension of policymaking has proven especially difficult to model.>®
Like subatomic particles, ideas do not leave much of a trail when they shift. What this article
contributes to the analysis of such matters is a specific argument about the way in which
ideas condition policymaking and how they change, organized around the concept of ‘policy
paradigms.” Policy paradigms can be seen as one feature of the overall terms of political
discourse. They suggest that the policymaking process can be structured by a particular set
of ideas, just as it can be structured by a set of institutions. The two often reinforce each
other since the routines of policymaking are usually designed to reflect a particular set of
ideas about what can and should be done in a sphere of policy.®® But the ideas embodied in
a policy paradigm have a status somewhat independent of institutions that can be used, as in
the case of monetarism, to bolster or induce changes in institutional routines.

To illustrate this point, we need go no further than to compare the 1970-74 government
under Edward Heath and the 1979-83 government of Margaret Thatcher. Both were
Conservative governments, elected on promises to lower inflation, cut taxes, and reduce the
role of the state in the economy. When rates of unemployment began to rise and recession
loomed, however, the Heath government made a famous U-turn back toward reflation and
interventionist policies, while the Thatcher government held fast to its deflationary course.
What explains the difference? In part, of course, Thatcher learned from Heath’s experience,
suggesting once again that policy is strongly influenced by past experience. However, the
platform on which Heath was elected was a jerrybuilt structure with no underpinning in an
alternative economic theory, while Thatcher’s was based on a much more fully elaborated
monetarist paradigm. Thus, when recession loomed and both governments faced intense
pressure from producer groups for reflation, Heath had nothing to fall back on, other than a
Keynesian paradigm that dictated reflation. Thatcher, by contrast, was able to appeal to the
monetarist paradigm for authoritative arguments with which to resist mounting pressure for
reflation.®!

With the concept of policy paradigms, then, we can better understand variations in the
autonomy of the state. Many analysts have argued that the capacity of a state to resist
societal pressure depends on its institutional structure.5> However, this observation generates
a puzzle: how is it that a state with an unchanging structure often seems to be more
autonomous from societal pressure at some times than at others or in some fields of policy
than others? The answer suggested here is that the autonomy of the state in a given field of
policy may also depend on whether there is a coherent policy paradigm present there.
Policymakers are likely to be in a stronger position to resist pressure from societal interests
when they are armed with a coherent policy paradigm. If it does not dictate the optimal
course for policy, at least it provides a set of criteria for resisting some societal demands
while accepting others. Precisely for this reason, the presence of a coherent policy paradigm
greatly enhanced the autonomy of the Thatcherite state in the economic sphere. Conversely,

290



Peter A. Hall

when such a paradigm is absent or disintegrating, policymakers may be much more
vulnerable to outside pressure, as the 1974-79 Labour government was once the Keynesian
paradigm began to collapse. In this context, it becomes important to understand how and
why policy paradigms change.

Building on Kuhn’s formulation of such idea systems, I have generated a number of
hypotheses about the process whereby policies change and tested them against cases of
British economic policymaking during the 1970s. Several features of the process were
striking. Policy displayed a specific kind of trajectory. The presence of a policy paradigm
generated long periods of continuity punctuated occasionally by the disjunctive experience
of paradigm shift.%> The processes whereby different kinds of changes in policy occurred
were quite distinctive. First and second order change took place within a relatively closed
policy network and did not cumulate into third order change. The latter displayed particular
features. New economic developments of the sort that occur all the time were not sufficient
to generate paradigm change. That process was initiated by a specific kind of event, namely
by events that proved anomalous within the terms of the prevailing paradigm. They gave rise
to policy failures that discredited the old paradigm and led to a wide-ranging search for
alternatives and to a process of experimentation with modifications to policy. Central to this
process was a shift in the locus of authority over policy. Shifts in the locus of authority seem
to be a critical component of the process whereby paradigms shift. Finally, the process
leading to changes of this magnitude could not be confined inside the state itself; it was
ultimately effected by means of electoral competition and a broader societal debate.

These observations should help us to understand how policy changes over time in other
nations and fields of policy as well. Needless to say, not all fields of policy will possess
policy paradigms as elaborate or forceful as the ones associated with macroeconomic
policymaking. Such paradigms are most likely to be found in fields where policymaking
involves some highly technical issues and a body of specialized knowledge pertaining to
them. As the scope of the modern state has expanded, however, governments have found
themselves involved in more and more spheres of policymaking of this type. The policy
spheres of arms control, environmental regulation, and energy policy, among others, usually
have such a character.

Similarly, policy paradigms are likely to have greatest impact in institutional settings
where policy is superintended by experts or by administrators with long tenures in office. In
such a context, policy paradigms are likely to become intertwined with firmly established
operating procedures and departmental routines. The British civil service provides the acme
of such settings, and we can expect to see some cross-national variation in the degree to
which policy paradigms are embedded in institutional routines.

Only in some cases, then, will it be appropriate to speak of a fully elaborated policy
paradigm. In others, the web of ideas affecting the direction of policy will be looser and
subject to more frequent variations. Even here, however, we should not discount altogether
the impact that an overarching set of ideas can have on policy. The most cynical bureaucrats
and politicians must still rationalize their actions in terms that will draw popular support,
provide a semblance of consistency, and motivate those who have to carry out the relevant
policies. Moreover, their actions are invariably based on a particular understanding of that
sphere of the world which policy addresses. The terms of discourse in which that sphere and
the policies appropriate to it are discussed constrain and enable often in highly specific
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ways. Even where the Leitmotiv of policy is simply an overarching metaphor, such as the
“war on drugs” or the “problem of welfare mothers,” the metaphor and its attendant
elaborations can structure many aspects of what is to be done. Policymaking in virtually all
fields takes place within the context of a particular set of ideas that recognize some social
interests as more legitimate than others and privilege some lines of policy over others.%*

Without denying the impact of material interests on the policy process, we need to know
much more than we now do about the role that ideas play in policymaking and in the
process whereby policies change. I have suggested a number of hypotheses here with
specific applications. The most important step we can take, however, is to note that it is not
necessary to deny that politics involves a struggle for power and advantage in order to
recognize that the movement of ideas plays a role, with some impact of its own, in the
process of policymaking. This analysis cautions us against positing too rigid a distinction
between “politics as social learning” and “politics as a struggle for power.” It suggests that
“powering” and “puzzling” are often intertwined in the formation of public policies. To see
this most clearly, we need more studies of the evolution of policy over time, a subject that
has often been neglected relative to static, one-shot comparisons of policy across nations.®’

Similarly, while recognizing the usefulness of “bringing the state back in,” this analysis
cautions us against positing too rigid a distinction between the state and society and against
an insistence on the autonomy of the state. To move forward, we need more nuanced
analyses of the multiple ways in which state and society can be linked. Only then will the
conditions under which governments act with more rather than less autonomy become clear.
The investigation of such issues can be enriched by a more refined appreciation of the role
of ideas in politics and by studies of the dynamics whereby policies change over time.
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