
2. The Varieties of Capitalism approach

Within the comparative political economy literature, the VoC approach
has provided the canonical explanation of the Euro crisis based on the
strategic interaction of agents and economies’ comparative institutional
advantage affecting their macroeconomic outcomes. Unlike traditional
trade theory that focuses on comparative advantage, the VoC analysis ex-
tends this basic insight to focus on comparative institutional advantage.
The focus of the analysis is on the supply-side institutions that characterize
and anchor a particular type of economy and how economies solve their
coordination problems. Using this framework, the sovereign debt crisis is
interpreted as the result of the interaction of two features: specific institu-
tional foundations of structurally heterogeneous economies with their
comparative advantage and the policy architecture of the European and
Monetary Union (EMU) with a fixed exchange rate and a common mone-
tary policy. Before we provide a detailed VoC explanation of the Euro cri-
sis, we review the analytical foundations of the VoC approach.

The VoC approach is conceived as a synthesis and extension to the ex-
isting analytical frameworks that have dominated the study of comparative
political economy. These are the modernization approach, that stresses the
role of state in modernizing industry and securing high growth, the neo-
corporatist approach which highlights the state’s capacity to negotiate and
bargain with/between employers and trade unions regarding social and
economic policy and finally the social systems of production theory which
analyses production regimes, national innovation and sectoral gover-
nance systems that depend on collective institutions at different levels.
While each of these theories offer important insights, they are inadequate
by themselves in understanding how institutions affect behavior and the
strategic interactions between economic agents. The VoC approach pro-
vides a synthesis of these approaches on the basis of rational choice-theo-
retic foundations that locates the firm at the center of the analysis. The
analysis stresses the importance of strategic interaction between eco-
nomic agents mediated through institutions in explaining macroeconomic
outcomes. Institutions are understood here as the rules of the game or ma-
trices of incentives and sanctions that determine the behavior of agents.
Therefore the foundation of the VoC approach is a relational view of the
firm that strategically coordinates in the areas of corporate governance, in-
dustrial relations, vocational training and inter-firm relations and tries to
develop its core competencies and dynamic capacities to make profits.

The institutional means by which firms resolve these economic and polit-
ical coordination problems determines the type of economy. Coordinated
market economies (CME), with Germany and Japan as prime examples,
are characterized by non-market forms of interaction and bank-based fi-
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