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1.
The Political Construction of a Coordinated Political Economy

1.1 Understanding German Capitalism

The aim of this study can be stated rather succinctly: this study seeks to improve our understanding of the German political economy. It wants to provide the reader with a new and better interpretation of the functioning logic and the inner working of German capitalism. Given that the topic of the study is the Bismarckian welfare state and how it has affected the German economy, both historically and currently, the reader also already knows the central claim of this study. In the next 250 pages, one central point will be driven home, a very important point in my view, namely, that the interplay between social protection and capitalist production must be taken into account in order to fully understand the German political economy. This means, first, that we have to spell out what historically has led to the tight nexus between production and protection in Germany, i.e., we have to reconstruct the historical processes that gave birth to a coordinated political economy and to the numerous ‘strategic complementarities’ between work and welfare, production and protection, which are so essential for long-term economic coordination within Modell Deutschland. Second, it means that we have to analyze current processes of economic adjustment and contemporary welfare reforms in light of these existing complementarities, in light of the tight coupling between the economy and the institutional complex that has been politically established to refract, modify, alter, and in part suspend the pure working of the market mechanism: the welfare state. Again the central claim here is that neither current political reform processes nor adjustments to a changing economic environment can be accurately assessed without a clear understanding of the nexus between protection and production in the German political economy.

To better comprehend the functioning logic of the German political economy would be an achievement for at least three reasons. First, Germany hosts the most important economy within the European Union. As such an economic heavyweight, it has a crucial impact on the economic fate of the entire region. Second, many institutional features of the new European market order resemble – by design or by default – core ingredients of the ‘German model,’ among them 

· a high degree of independence for the European central bank (ECB), which has been deliberately designed after the Bundesbank-model;

· a quite strictly enforced EU-competition law, which in many regards mirrors and has certainly been influenced by German anti-cartel legislation;

· the lack of a capacity for macroeconomic intervention combined with a restricted economic engagement of the central government(s) in providing basic ‘services public’ (signified by comprehensive privatization in telecommunications, postal services, railways, energy supply, etc. in the European Union);

· the lack of large-scale redistribution via EU-wide welfare state programs;

· and an increasing emphasis on balanced budgets and fiscal discipline (signified by the convergence criteria of the European monetary union - EMU).

Third, several recent contributions to the literature on comparative political economy have indicated that a number of European countries are in the process of converging their systems and have come to more closely resemble “the German model with respect to wage-bargaining practices, macro-economic management and the organization of the welfare state” (Iversen/ Pontusson 2000: 3; cf. Pontusson 1997, Kitschelt et al. 1999). Of particular significance in this respect is Sweden, which has for much of the postwar period represented the other most distinct and coherent alternative to the liberal capitalism prevalent in the US or the UK. Sweden has in recent years apparently lost much of its distinctiveness vis-à-vis the German model. Beginning in the early 1990s, Sweden embarked upon a non-accommodating monetary policy, committed itself to a high degree of budgetary discipline, and – as a consequence – abandoned the ‘full employment’ promise that had been the core premise of the Swedish model ever since 1938. Related to this switch in policy are the slow retreat from the generous welfare egalitarianism of the past, including a pension reform oriented toward the Bismarckian model (cf. Hinrichs 2000), and – most importantly – the loss of its most distinguishing feature: centralized, nationwide wage bargaining between the national umbrella organizations of employers and unions, mostly under state auspices (and often with compensatory ‘neo-corporatist’ side-payments by the state to either side; Iversen 1996; Golden/ Wallerstein 1999).

Sweden's “more or less conscious emulation of the ‘German model’” (Iversen/ Pontusson 2000: 32-33; Pontusson 1997) has obviously reduced the number of viable alternatives to the liberal capitalism of the Anglo-American variant. If it is still true that the German ‘social market economy’ functions according to a logic profoundly different from the pure market principle of Anglo-American capitalism (Streeck 1995) – and the following chapters strongly argue that this is indeed still the case – then this German model is the one that many other political economies of the European continent (besides Sweden, also Denmark, the Netherlands and Belgium; cf. Iversen/ Pontusson 2000: 3) have come in recent years to emulate to varying degrees. Hence, by comprehending as completely as possible how ‘Modell Deutschland’ works today and has worked in the past, we gain knowledge valuable to much more than the German case alone.

But can we also make a convincing case that, in many respects, we still have an insufficient and limited understanding of how the German political economy functions today and worked in the past? I think that a quick glance at the literature proves that this claim is indeed warranted. My exemplary evidence are the various explanations offered in the literature for Germany’s high growth period – its 'economic miracle' – in the 1950s and 1960s.

First of all, to view the German economic miracle solely as a ‘catch-up’ phenomenon (Lindlar 1996) is clearly insufficient, especially because the many European countries that after WWII tried to close the significant productivity gap between themselves and the United States succeeded to such varying degrees. Germany was one of the most spectacular success stories in this respect. Therefore, most accounts of postwar Germany's economic success agree that more than a simple catch-up phenomenon was involved here. There is also broad consensus that it was the moderate development of wages in times of rapid economic growth and of a tight labor market that produced the unlikely mixture of low unemployment with low inflation and continuous external surplus (Flanagan et al. 1983; Giersch et al. 1992; Eichengreen 1994). “Wage policy allowed firms to keep their terms-of-trade gains as profits for investment purposes” (Giersch et al. 1992: 72) – and firms were committed to re-investing their profits so as to secure quick productivity increases, real-wage growth, job creation, and persistent export success.

The wage moderation practiced by German unions is often attributed to the smooth interplay between a non-accommodating monetary policy pursued by the independent German central bank and pattern wage bargaining, in which the export-oriented, highly competitive metal sector usually takes the lead (Scharpf 1991; Soskice 1990; Hall 1994, Hall/ Franzese 1998; Iversen 1999, 2000). Yet, this argument only applies to the post-Bretton Woods, pre-EMU period, i.e. to the period between 1973 and 1998. Of course, this is also precisely the period in which the extraordinary economic performance of the German economy in the 1950s and 1960s became much less impressive and outstanding. While this argument of wage coordination coupled with central bank independence might be well suited to explain the relative success of the German model during the period of worldwide stagflation, it cannot explain the factors behind the preceding spectacularly high growth in the 1950s and 1960s, when the monetary policy of the Bundesbank was still far from ‘autonomous’ or independent within the Bretton Wood system of fixed but adjustable exchange rates. Insofar as wage restraint in a period of high growth and full employment lay at the heart of the German ‘miracle,’ it is very important to understand how workers were brought to practice moderation at a time when the central bank could not exert much disciplinary pressure on the bargaining partners.
 

Eichengreen (1994) proposes an elegant explanation with which he can well explain the European pattern of economic under- and over-performance within the general postwar catch-up process. He argues that a joint policy of ‘deferred gratification’ was at the heart of the success, in which both unions and employers were committed to forgo a part of their wages and profits, respectively, in the short run in order to ensure that a high rate of investment would – in the medium to long run – set the whole economy down the path toward high productivity and high growth. Countries that did not succeed in pursuing joint restraint by both workers and employers performed much less well and failed to fully exploit their catch-up potential within the new, liberal, international trade-regime of the postwar period.

Yet, in explaining how exactly German unions and employers were able to commit themselves to this ‘policy of deferred gratification,’ Eichengreen offers a number of arguments strictly in line with conventional neo-corporatism literature (Eichengreen 1994: 49-50) that are totally at odds with the historical facts and with the institutional features of the German political economy (Paqué 1995; cf. chapter 5 below). “The concertation of [wage] negotiations between labour and management by government” (Eichengreen 1994: 50) was simply never an option under conditions of German ‘Tarifautonomie’ (autonomy of the bargaining partners to negotiate wages). Neither “possessed [labour] a powerful voice in postwar coalition governments” in Germany (ibid.: 48) and the conservative Adenauer government was unwilling to engage in active macroeconomic steering and compensatory political exchanges with labor or capital that would have eased the central concertation of wages. As Peter Hall and many others have repeatedly stressed, “the German system is not really neo-corporatist at least to the degree the term implies that the government plays an active role in securing an annual wage bargaining” (Hall 1994: 15; cf. Thelen 1991: 3).

In their account, Giersch et al. explain much of the wage moderation in the 1950s with “economic surprise,” claiming that “union wage demands were not particularly cautious and restrained, but persistently outpaced by the actual supply-side expansion and the resulting labor productivity gains” (Giersch et al. 1992: 76). Continuous ‘economic surprise’ for a period of ten years or more is itself quite a surprising explanation, given that it was the economic discipline in which arguments favoring ‘rational expectations’ (Sheffrin 1996) first gained general acceptance. This surprise is only intensified when we read that, in the opinion of Giersch et al., the part of wage moderation left unexplained by ‘economic surprise’ should be ascribed to the “socially responsible” behavior of German unions (ibid.: 78-79). Three neo-classical economists thus explain wage moderation as being the result of responsibly behaving unions – as if interest group theory never existed and as if the official line of German unions since the second half of the 1950s has not been to aim for redistribution by setting wages above productivity plus inflation (Victor Agartz’s ‘expansive wage policy’). Can we find better proof of an ‘explanatory emergency situation’?

In the most thorough and sophisticated discussion of incomes policy German style, Flanagan, Ullmann and Soskice (1983) suggest that it might just have been all psychological. According to them, German unions came to accept wage moderation basically because they believed or “‘were made to believe’ – that the domestic price levels were entirely determined by a markup model” (Flanagan et al. 1983: 276). The dominant worldview in the German debates of the time, in which the “cost-push stereotype” ignored the fact that inflationary pressures might not only be caused by ‘irresponsible’ wage aggressiveness but might also result from a permanent current account surplus, helped "to create a potential function for incomes policy – specifically, for an incomes policy confined to wage restraint” (ibid.: 277; see also 298). As laudable as this acknowledgement of the 'role of ideas' in economics is, can't we think of an explanation that is of a more economic and less psychological character?

As I will argue in chapter 5, there is indeed a more economic explanation for the 'miraculous' wage moderation of German unions in the 1950s and 1960s. It is – as we will see – an explanation that emphasizes the important contribution of the German welfare state to wage coordination and wage moderation. I argue that coordinated wage setting was essential for the full exploitation of Germany’s economic growth potential (‘catch-up’) after the war (cf. Eichengreen 1994). Yet, wage coordination was not a self-enforcing arrangement. It was the welfare state that provided indispensable support to establish a stable and ‘solidaristic‘ wage-bargaining regime. Yet, the explanation offered in chapter 5 differs from the traditional neo-corporatist argument that claimed that wage moderation by unions was traded against welfare state expansion as a part of a 'generalized political exchange' between the labor movement and the (most often Social-Democratic) government. Instead, I will argue that the welfare state helped lower the costs of wage coordination (and wage moderation) for both unions and employers (Swenson 1999, 2000; Iversen 2000). For unions this was achieved primarily by helping them to overcome problems of intergenerational fairness between different cohorts of workers and by securing that sectoral real-wage restraint would pay off for the individual worker in the long turn even if an economic downturn would force him or her into unemployment or into early exit from the work force. For employers this was achieved primarily by reducing the opportunities to exit the ‘solidaristic’ wage-setting regime and by providing them with an incentive to make productivity-improving investments. This argument can also explain why German unions and employers still today largely stick to a social protection system that otherwise has become increasingly costly for them (see Thelen 2000; Swenson 1999, 2000; see chapter 6, below).

Throughout this study I claim that unless we take into consideration the impact of the welfare state on the establishment of long-term economic coordination between capital and labor, on the stability of this economic coordination throughout the first three postwar decades, and on the current crisis in economic coordination, we will not be able to fully understand the working logic of Modell Deutschland. To substantiate this claim, the first half of this study sets out to discover what historical role the Bismarckian welfare state played in the emergence of a coordinated market economy until 1945, while the second half is devoted to the analysis of the role of the welfare state in the working of the postwar economic order (chapter 5), and, once the golden age of high growth and de facto full employment was over, of the welfare state's role in the current crisis of Modell Deutschland (chapter 6).

The German welfare state, I claim, has been critical for the construction of a coordinated political economy in three specific historical ways: first, in how it provided a solution to the emerging conflict between socio-economic interests (chapter 2); second, in how it shaped the formation of the social and political identities of core groups within the German society (chapter 3), who later were to become influential agents in the debates over the institutional design of Germany’s postwar political and economic order; and third, in how it exerted a decisive influence on the design of the state institutions in which these social groups fought for their interests and sought to defend their identities (chapter 4). More to the point, I argue that the Bismarckian welfare state was crucial 

· for the manner and the form in which organized labor and capital evolved as core economic and political agents and, subsequently, for the way in which they settled industrial conflict;

· for determining how core social groups and political parties, namely Social Democracy, political Catholicism, and the Protestant liberal bourgeoisie, defined their interests, how these groups positioned themselves in the fights over social policy, and how they came to relate to the welfare state, to each other, and to the state in general;

· for the way in which the state itself, as an organizational structure with set of administrative procedures and distributive programs, was shaped by the conflicts over social policy involving precisely those core actors, each with their own defined interests and particular identities.

The focus on interests, identities, and institutions does not come with much programmatic or theoretical pretension. I simply find the recourse to these three analytical categories extremely useful in bringing order into a complex and at times highly intricate empirical material. In my view, the analytical triad of interests, identities, and institutions helps present complex material in a fashion as readable as possible. To refer to this analytical triad means, first and foremost, to use a descriptive, heuristic language that imposes a certain 'grammar' and a certain 'style' on the presentation of the empirical material. And the reader will have to judge if this grammar and style indeed are most suited for the things I want to say. However, to emphasize the importance of socio-economic interests, social and political identities, and public institutions is of course not an entirely innocent enterprise. Using these analytical categories means that certain things will catch more of our attention than others, and certain aspects will escape our attention altogether. Hence, it seems necessary to be explicit about the heuristic status and explanatory bias of the analytical framework that I will use here.

In this respect, I would like to emphasize at the outset that the order of the recourse to the three categories does not imply a hierarchy of explanatory weight between interest, identities, and institutions. In the following chapters I do not treat actor interests as the proximate cause, institutional settings as a secondary one, and identities of social and political groups as a residual or remote cause in the historical formation of 'Modell Deutschland' (cf. Manytz/ Scharpf 1995: 46; Scharpf 2000). Since I am interested in explaining the ‘political construction of a coordinated political economy’ as a historical process instead of offering a cross-sectional comparative explanation of a number of cases, I cannot assume that one of these three analytical categories possesses more explanatory power than the others. On the contrary, one of the main claims of the following analysis is that we have to look at all the possible ways interests, identities, and institutions affected and influenced developments in order to get a full picture of the historical dynamics and factors that led to long-term stable economic coordination in the German political economy. Thus chapter 2 examines the impact of (welfare state) institutions on the definition of (class) interests, chapter 3 highlights the impact of those institutionally mediated, socio-economic interests on the formation of social and political identities, and chapter 4 looks at the influence of both interests and identities on the design of both the state institutions and the institutional order with which the state governs the market.

A second implication of my approach should also be made explicit from the beginning. In the following chapters, I emphasize the importance of political factors for the construction of a coordinated political economy, starting with a reconstruction of how the new Bismarckian welfare state historically shaped the settlement of industrial conflict, how this settlement then provoked fierce conflict between core groups of German society, in particular between Social Democracy and political Catholicism on one side and the Protestant bourgeoisie on the other, and how this conflict subsequently led to an institutionalized compromise embodied in Germany's economic and political order after WWII. Although I will frequently refer to and use notions like 'strategic complements,' comparative advantages, and economic coordination, my account emphasizes the importance of political and social over economic factors. Where the working logic of the German political economy deviates from the ideal pure-market model, it does so because institutions refract, modify, alter, or simply – in certain areas – altogether hinder the market mechanism from working according to its own logic. Yet, these institutions, among them most prominently the German welfare state, have been the outcome of intense political and social conflict between the major economic agents (capital and labor) and between the most important social and political groups. Therefore, this study fully concurs with Kathleen Thelen, who claims that a political economy has to be perceived as permanently disturbed and continuously re-balanced (and thereby possibly altered) through social and political conflict (Thelen 2000). 

Once we have reconstructed how welfare state institutions historically influenced how the conflict of interest between unions and employers was solved, how this settlement affected the identity formation of core groups in German society in the interwar years, and finally how class-interests and political group-identities clashed in the struggle over Weimar's social policies with major consequences for the institutional design of postwar Germany's economic and political order, we are in a position to analyze the functioning of this postwar order itself. We then have the basic ingredients to analyze how the Federal Republic's political economy works and, subsequently, why it is today in crisis. This is the theme of the second half of my study.  Chapter 5 focuses in particular on the stabilizing influence that the welfare state had on the corporatistic, semi-centralized system of industrial relations and collective bargaining. As argued in this chapter, the welfare state became an indispensable part of West Germany’s postwar order insofar as it stabilized quasi-corporatistic industrial relations, especially the coordination of wages within and across industry sectors, and insofar as it substituted for the lack of state-led concertation and economic coordination that usually is considered to be an important element in neo-corporatist arrangements between state, labor, and capital. Thus I claim that one core element in the explanation of Germany’s high growth path after the Second World War is the Bismarckian welfare state’s contribution to stable economic coordination between capital and labor (cf. Eichengreen 1994). Chapter 6 then sets out to describe the demise of Modell Deutschland, its increasing inability to cope with structural change and the challenges posed by a long period of 'diminished expectations'. In particular I will argue that the welfare state, which at one point had been so essential to the spectacular economic success of the German political economy, has now become part of the problem and aggravates the current crisis. 

How does this perspective on the German welfare state and the German political economy relate to the relevant literature? I will briefly comment on this question in the following section.

1.2 Worlds of Welfare, Varieties of Capitalism

Analyzing the mutual impact of the 'protection sphere' and the 'production sphere' means to take a perspective that is located at the interface of two larger bodies of literature, the first being the comparative welfare state literature, the second being the rather recent ‘varieties of capitalism’ approach in the comparative political economy literature.

Let me start with a brief discussion of the first. As of yet, no academic consensus has been reached as to how many different ‘worlds of welfare’ we have to distinguish. It seems much easier to reach a consensus on the question of how many distinct ‘worlds of comparative welfare state research’ we can identify (Pierson 2000). The answer usually given is three (Pierson 2000; for a recent account also see Kersbergen 1995: 10–23; Schmidt 1999). The literature is commonly classified into, first, industrialism, a variant of modernization theory especially dominant in the 1960s and early 1970s (e.g. Rimlinger 1971); second, the power resources approach, a child mainly of the neo-Marxist theories that were prominent in the 1970s (e.g. Korpi 1983; for the most recent work in this vein see Huber/ Stephens forthcoming); and third, a historical/institutionalists approach, which has become influential in the welfare state literature since the mid-1980s (e.g. Skocpol 1992). Whereas the first approach emphasizes the intimate link between welfare state development and the functional differentiation of modern society, the introduction of the universal suffrage and the increase of the ‘wealth of nations’ due to industrialization, the ‘power resources’ literature puts more explanatory weight on the strength of labor movements and the political influence of social democracy. Recently, this second approach has been supplemented by an analysis of the importance of Christian democracy for welfare state development (Wilensky 1981; Huber/ Ragin/ Stephens 1993; Kersbergen 1995). In the institutionalist vein, of which Hugh Heclo is an early representative and which is today most impressively personified by Theda Skocpol, the specific national paths in welfare state development are explained to an important extent by the specificities of state structures, which for instance enabled in one country deliberate reform strategies pursued by relatively autonomous state actors, i.e. enlightened civil service reformers, whereas in another country the omnipresence of ‘machine politics’ hindered and delayed the emergence of universal social programs administered by an independent ‘Weberian’ state bureaucracy (also see Ann-Orloff 1993).

With a growing interest in the contemporary developments of welfare states, the institutionalist approach has shifted its focus from state structures to the institutional character of the social programs themselves and to the incentives and opportunities these structures provide for core players in the 'welfare state reform game' such as politicians, unions, employers, etc. (see especially the work of Paul Pierson 1994, 1996, 1998; for the role of employers both in past and present welfare state developments, see Pierson 1995; Mares 1998, 1997; Wood 1997; Swenson 1991, 1999, 2000; Martin 2000; Estevez-Abe et al. 1999; Jacoby 1999; Gordon 1994; and Manow 2000, 2001a). A veto-point theory of welfare state development (Immergut 1992; Bonoli 1999) continues to emphasize, albeit in a more stylized way, the institutional set-up of the political system as the decisive framework that constrains, supports, and shapes current welfare state reforms (also see Scharpf 2000).

Yet, it is quite easy to find in the same rich body of literature numerous examples in which the reverse causal relationship figures prominently. The positive contribution of the welfare state to industrial growth and its catalytic role in the functional differentiation of modern society have been prominent themes in the debates that accompanied the welfare state from its very beginning (cf. Vobruba 1989). The potentially supportive role of the welfare state for the strength of the labor movement has also been frequently noted (Rothstein 1992; Steinmetz 1991, 1993; Heidenheimer 1980; Manow 1997), as well as the influence of the welfare state on the rise of an autonomous state bureaucracy and as an important factor of nation-building (Derthick 1979; Rueschemeier 1996).
 It has been mainly the third, the institutionalist approach that highlights, by way of its often historic-ideographic account of welfare state development, the importance of multiple spill-over and spill-back effects between welfare state regimes and their broader social and political environments.

The historical reconstruction of German welfare state development in the first half of this study (chapters 2 to 4) will argue that we can easily reverse the causality of each and every of the major arguments made in modernization theory, the power resources approach, historical institutionalism, or in the 'parties matter' approach. While chapter 2 claims that the welfare state had a strong impact on working-class strength and the settlement of industrial conflict, chapter 3 argues that the welfare state and the conflicts that surrounded it also were important factors in the formation of the political camps including Christian democracy and 'social Protestantism.' These Lager were then decisive in the debates over social policy and the broader economic order in the late Weimar period and early years of the Federal Republic. Finally, chapter 4 highlights the welfare state's impact on state structures and on the way postwar Germany's economic-cum-political order was designed. Combined, all these arguments are then summed up in the most important claim of this study, namely that the welfare state has been the „principal institution in the construction of different models of post-war capitalism” (Esping-Andersen 1990: 5). My study intends to provide empirical evidence – both historical and contemporary – in support of this thesis. I claim that this characterization of the welfare state's role in the political economy of advanced industrialized countries at least very well fits the case at the center of this analysis: the German model of postwar capitalism.

In my view, the welfare state in its function as the 'principal institution in the construction of different models of capitalism' is still only very poorly understood. This holds true even though the analytic interest in the welfare state as an independent, not as a dependent, variable has been fueled by recent trends in the comparative political economy literature and although an increasing number of studies have now begun to analyze the co-variance and co-evolution between different 'variants of capitalism' and different 'worlds of welfare' (Estevez-Abe et al. 1999; Iversen 2000; Hall/ Soskice forthcoming; Huber/ Stephens 2001; Ebbinghaus/ Manow 2001). This brings me to the discussion of recent developments within the second body of literature that is relevant here – the comparative political economy literature. Two (related) trends in this literature should have derived more insights from comparative welfare state research, yet so far this has rarely taken place: While interest has increased recently in the substantial across-country variance in economic performance among the advanced industrialized countries, scholars have at the same time broadened the conventional analytical perspective of the corporatism literature and have begun to look beyond different systems of industrial relations narrowly understood. They have started to draw a more complete picture of the institutional landscape that influences the economic performance of modern industrialized countries. Comparative political economy today investigates the economic role of broader 'ensembles of institutions' in contemporary capitalism, including differences in legal traditions (LaPorta et al. 1996), the link between vocational training and production systems (Crouch, Finegold and Sako 1999; Culpepper and Finegold 1999) or between central banks and wage-setting regimes (Iversen, Pontusson and Soskice 2000) etc. But, surprisingly, the welfare state does not yet assume a prominent role in this literature. It is often still missing on the list of important institutional elements in the political economy of postwar capitalism.

This is an omission that is hard to excuse (yet, perhaps not so hard to explain),
 if we simply consider the sheer economic importance of social spending programs as measured, for example, as a percentage of GDP. Until today, only a few attempts have been made to link systematically the insights from the comparative research on welfare state regimes to the new trend in comparative political economy that highlights the institutional variety of contemporary forms of capitalism (Hollingsworth/ Schmitter/ Streeck 1994; Kitschelt/ Marks/ Stephens 1998; Crouch/ Streeck 1997; Hall/ Soskice forthcoming). The welfare state has been neglected as an important factor in most analyses of the performance of contemporary capitalism. Yet, scholars are beginning to realize that this is a serious omission. But the debate is still largely dominated either by programmatic statements that call for a more thorough analysis of the work / welfare interplay ( Hollingsworth/ Boyer 1997: 447-449; Hall 1997b: 196)
 or by contributions that identify patterns of systematic correlation between the spheres of production and social protection with the help of a set of macroeconomic indicators (Huber/ Stephens 2001), however without an investigation into the concrete ‘strategic complementarities’ between welfare-state regimes and production systems and their historical roots (on 'strategic complementarities' see Aoki 1990; Milgrom/ Robert 1990, 1994; Fudenberg/ Tirole 1991; Cooper 1999). Thus, the evaluation Peter Hall made of the debate more than four years ago  that “as yet" we "do not have a clear understanding of how ... different kinds of welfare states interact with different models of the economy“ (Hall 1997b: 196), is still accurate.

Yet, comparative research work on the welfare state has recently experienced a shift in its analytical focus, which will presumably makes it far better suited to become part of a broader political-economic approach. I refer here especially to the pioneering work of Gøsta Esping-Andersen (1990), which has introduced the notion of a welfare-state regime to indicate that welfare states are not merely a heterogeneous ensemble of different and disjoined social spending programs. Rather, according to Esping-Andersen, we can talk of welfare state regimes “to denote the fact that in the relation between state and economy a complex of legal and organizational features are systematically interwoven“ (Esping-Andersen 1990: 2; my emphasis). But what is more, Esping-Andersen has claimed not only that welfare states fall into a limited set of types or models, but that they also have to be conceived as “fundamental forces in the organization and stratification of modern economies“ (Esping-Andersen 1990: 159). In other words, welfare states not only cluster around a limited number of 'models' or regimes, but also co-vary systematically with the broader economic system.
 In important respects, the regime concept echoes the spirit of the new CPE-literature, which is preoccupied more and more with identifying and describing the inner working of nationally distinct „systems of production“ (Hollingsworth/ Boyer 1997a). Yet again, insights have not traveled well from one body of literature to the other. What has been true for one direction, holds also for the other: The comparative welfare state literature has rarely incorporated insights from comparative political economy. If scholars looked for the nexus between the welfare state and the economy, they have mainly confined themselves to an analysis of the mutual impact between welfare states and labor markets (see Kolberg 1991; Esping-Andersen/ Kolberg 1991; Esping-Andersen 1996). The neglect is mutual.

While Esping-Andersen has emphasized that particular welfare-state regimes and employment regimes “tend to coincide“ (Esping-Andersen 1990: 159), the following chapters want to show that the relationship and mutual influence between the spheres of capitalist production and social protection is more profound, i.e. ‘causal’ and not simply ‘coincidental,’ and more complex, that is, not confined to the mutual influence between welfare- and employment-regimes only. One of the principal aims of this study is to highlight the different dimensions of systematic 'co-variation' between the sphere of production and the sphere of protection and to highlight the different historical causes for this co-variation in one exemplary case, the Bismarckian welfare state and German political economy.

While this study clearly will not be able to close the existing gap between the comparative political economy literature and the comparative welfare regime literature, it hopes to narrow it. In this respect, the study is one of an increasing number that share an interest in examining the interplay between modern market economies and advanced welfare states (see Kitschelt/ Lange/ Marks/ Stephens 1998; Huber/ Stephens 2001; Hall/ Soskice forthcoming; Mares 1998; Estevez-Abe/ Iversen/ Soskice 1999; Estevez-Abe 1998, 1999; Ebbinghaus/ Manow 2001). All scholars involved in such study assume from the start that an appropriate understanding of modern capitalism renders it necessary to consider the welfare state as an important factor that shapes the “form and content“ of national systems of production and exchange. Of course, then, the reverse also holds true: Our understanding of welfare state development and the present welfare state crises will remain limited until the interaction between the production systems and welfare state regimes is more thoroughly understood.

The following chapters are more than an exercise in combining two different bodies of literature in the hope of possibly accruing some 'synergetic insights.' While the general contention of my study is that we have to combine insights from the 'varieties of capitalism' literature with insights from the 'worlds of welfare' literature in order to arrive at an adequate understanding of modern coordinated capitalism, this translates into much more specific assertions about the concrete impact of the welfare state on the functioning of the German political economy. In particular, I will argue in the following chapters that the analytical perspective taken here will allow us to shed light on some puzzling questions that have been repeatedly noted in studies on the German political economy, but have not as yet found a convincing answer. Among them are the following questions:

· How do we explain the “anomaly” that “Germany tends to ‘cluster’ with the corporatist democracies in a variety of outcomes (labor peace, inflation, unemployment, general economic performance, social policy), but by virtually any theorist’s definition or measures – lacks the structural features that are considered preconditions for, or attributes of, corporatism” (Thelen 1991: 3; Traxler/ Kittel 2000)?

· how exactly does Germany's peculiar brand of corporatism, which is characterized neither by extensive governmental intervention nor by highly-centralized producer groups of the sort normally associated with corporatism, work?

· how did the Germans who were so devoted in the post-war years to a particular brand of liberalism identified with the 'social market economy' and ordoliberalism, nonetheless, develop one of the most coordinated capitalisms of the OECD world?

· how do we exactly account for the peculiar linkage between political consociationalism and economic corporatism in Germany, which has been often noted (cf. Lijphart/ Crepaz 1991; Crepaz/ Lijphart 1995) but never described in any detail?

More specifically:

· How can we explain the wage moderation exerted by German unions in the 1950s and 1960s and the stability of wage coordination until the present day?

· How has Germany weathered the economic shocks since the 1970s without being able to take refuge in counter-cyclical macroeconomic interventions?

· Why can German employers not bring themselves to abandon the German model (Thelen 2000)?

In summary, the impact of the enormously expanded end-of-the-twentieth-century welfare state on the economy and the early formative influence of the start-of-the-twentieth-century welfare state on industrial relations and the national regimes of production have as yet not been analyzed in a systematic way. This study argues that this neglect stands in the way of an adequate understanding of both the functioning of modern market economies and of the dynamics and problems of advanced welfare states.

The empirical evidence that is supposed to substantiate this claim is presented in five longer expeditions into the political economy of the German welfare state, some more historical in character, some primarily confined to its contemporary crisis. Each of the five chapters look at the German welfare state from a different theoretical angle; they cover different, at times overlapping time spans and highlight different aspects of a highly complex and ‘polyvalent’ institutional arrangement. But the five studies all share the conviction that the welfare state has been and continues to be a central factor in the 'formation and stratification of modern capitalism.' Hence, the specific analytical focus is not on factors of welfare state growth or on explanations for the specific institutional path that the German welfare state took after 1880 (although this will be a topic in the following argument), but on the repercussions of market intervention in the name of social welfare on the market itself and on the core political and economic groups in society.

1.3 Outline of the Study

The study follows a rough chronological order. The obvious starting point in historical time is the latter part of the nineteenth century, in particular the 1870s and 1880s. During this period, the German Reich is consolidated, the gold standard is introduced, the economic bubble that inflated after the founding of the Reich burst (Gründerkrach), Germany experienced the anti-liberal turn of 1878, the Kulturkampf, and the Socialist Law, and, last but not least, Bismarckian social legislation was passed between 1883 and 1889. The obvious theoretical starting point is the impact of social legislation on the emerging system of industrial relations, in particular on the labor movement. Hence, the first empirical chapter (chapter 2) confines itself to identifying in more detail the parallel development of the Bismarckian welfare state and German industrial relations. It takes a closer look at what will be described as the historical co-evolution of the German welfare state and German unions. Then, I will focus on the impact of the Bismarckian welfare state on the emergence of a system of industrial self-governance or ‘covert coordination.‘ Chapter 2 argues that the welfare state not only had an important impact on how German workers organized themselves in modern industrial unions, but that the welfare state also provided the state with an institutional blueprint for the settlement of industrial conflict.

While chapter 2 focuses on the impact that the welfare state had on the organization of socio-economic interests, particularly on union development and on the emergence of a corporatist system of industrial relations in Germany during the first three decades of the twentieth century, chapter 3 looks at the influence of the welfare state on political mobilization and on the definition of social identities. It emphasizes the importance of the welfare state for both the social democratic labor movement and for German political Catholicism. The chapter then describes the increasingly hostile stance that the liberal Protestant bourgeoisie took toward what was previously its most beloved political project: social reform (Sozialreform). The chapter highlights the religious dimension of the conflict over social policy between 1890 and 1930 and the catalytic role played by the welfare state in the formation of political camps. The impact of these political and religious debates on the post-WW II order is treated in more detail in the second half of chapter 3. While chapter 2 addresses the interest formation of organized capital and labor, chapter 3 traces the impact of the Bismarckian welfare state on political mobilization, Lagerbildung, cleavage formation, and cleavage consolidation.

Chapter 4 then analyzes the consequences of the conflicts over social policy for the administrative and political structures within which these conflicts were waged. Since almost every conflict is as much a conflict about substantive outcomes as a conflict about the rules leading to these outcomes, chapter 4 investigates the effect of the debates over social and economic policy on the institutional design of the state in general and of the German welfare state in particular and on the 'division of labor' between state and market that became entrenched in the German political economy after the Second World War. 

Chapter 5 introduces the description of the postwar social and economic order. The central theme of this chapter is the working of the ‘golden age,’ the causes for Germany's economic miracle (Wirtschaftswunder Deutschland). I emphasize the role of social insurance for the German production regime more generally and for wage coordination more specifically. One of the main claims of chapter 6 is that social insurance was a central element of the “negotiated adjustment” (Thelen 1991), which characterized the response of the German economy to the economic crises of the 1970s, 1980s, and 1990s. The second half of chapter 6 will also offer an extensive account of the long-term pathologies of 'German capitalism‘ and the welfare state’s contribution to the aggravation of its crisis.

Chapter 7 offers a short outlook on the future of Germany's coordinated political economy within an increasingly international and European environment.

Socio-economic Interests

2.
Social Insurance and the Origins of the German Political Economy

This chapter looks at the formative impact that the nascent German welfare state had on German industrial relations. The period covered here stretches from the beginning of the last quarter of the nineteenth century to the end of the first quarter of the twentieth. The following two sections look first at the specific twist that Bismarckian social legislation gave to the development of German unions (section 2.1) and, second and subsequently, at the impact that the German welfare state exerted on the emerging system of industrial relations – beyond the impact it exerted on industrial relations through its influence on union development (section 2.2). I distinguish two formative periods in the relationship between the social insurance system and the German production regime. First, I identify a period that is characterized by the organizational co-evolution of the social insurance system with the German unions. This period extends approximately from the 1880s to the 1920s. Next I describe the emergence of a corporatist mode of interest intermediation in industrial conflict as well as in the realm of social policy. My thesis is that the parallel emergence of a corporatist mode of interest intermediation was the result of mutual influence between both policy domains, especially supported by the dual responsibility of the Ministry of Labor for both labor and social policy. This process took place mainly between 1914 and 1933, beginning with WW I and ending with the Weimar Republic. While the Federal Republic, the Bundesrepublik Deutschland, did not simply re-install after 1949 the status quo of the late Weimar era, many features of the institutional settlement to resolve the conflict between labor and capital in the 1920s were adopted and became central elements of the ‘Modell Deutschland’. In later chapters I will analyze in more detail the role that the welfare state has played in postwar Germany (see especially chapters 5 and 6).

2.1
Social Insurance and the Trade Unions: Organizational Co-evolution

It is well known that the rise of the German welfare state was part of a carrot-and-stick strategy. Repression of the working class through the Socialist Law (1878) and the imperial announcement of 1881 (Kaiserliche Botschaft), in which the coming social legislation was announced, were indeed closely linked. References abound to prove that many relevant political actors, including workers' representatives in the Social Democratic party and the unions (Ritter 1983), believed there to be a profound connection between the two. It is also commonplace to note in retrospect that the stick failed, while the carrot happened to be quite successful.

The unequal success of political repression, on the one side, and social integration, on the other, can be better explained if one looks rather at the preliminary end of the period of social legislation than at its beginning in the early eighties. In 1889, the insurance against the risk of old age and invalidity was enacted as the last of the three bills that mark the beginning of the German welfare state. In the same year, the Reichstag refused to prolong the repressive Socialist Law beyond 1890. Only two years later however, in 1892, the state enacted several measures that severely discriminated against the voluntary funds of the workers movement (freie Hilfskassen), which had experienced a significant increase in number and membership during the time of the Socialist Law. The Hilfskassen had figured in part as substitute- and camouflage-organizations for the ‘illegal’ unions (Schönhoven 1980b). This legal discrimination of the free funds, which clearly was aimed against the workers movement, induced in the following years a massive shift in membership among organized workers from the ‘free’ to the statutory funds, which had been introduced by the health insurance law of 1883 (Tennstedt 1983).

In the twelve-year duration of the Socialist Law, the workers organizations had survived mainly as – at least on the surface – political organizations of self-help (Schönhoven 1980b). It was hoped as well as feared that the official recognition of a state responsibility for the welfare of its citizens, which was expressed by the introduction of social insurance by the Reich, would deprive these organizations of their main designation: mutual insurance and collective self-help. But things turned out differently. Rather than weakening organized labor, the special institutional structure of the new insurance schemes against the risk of sickness (1883), accidents (1884), and invalidity and old age (1889) was to become an important organizational backbone for the German labor movement. It was the principle of self-administration in the new social insurance schemes that guaranteed – but to different degrees – the prominent representation of union representatives in the administrative bodies of health insurance funds, Berufsgenossenschaften (liability associations), and the new Landesversicherungsanstalten (regional insurance offices). Self-administration, which initially had been introduced as a means to secure that workers would monitor each other and thus act as a means to prevent moral hazard, was thus going to provide an important ‘organizational stabilizer’ for union development. As a result, the rapid development of the organizational structures of the German union movement in the 1890s went hand in hand with the development of the organizational structure of the new social insurance and this co-evolution was to shape the paths both would take.

That the social insurance schemes had a stabilizing effect on the union movement was exactly the opposite of what government officials intended – and this fact can be interpreted as a warning against any analysis that works backward in assuming that those who did profit from the introduction of an institution must have also been those that supported its introduction in the first place. It took even the direct beneficiaries, i.e. union leaders, some time to realize that the social insurance schemes were less of an assault on workers’ voluntary organizations than they were an unexpected gift. Hence, union leaders changed their strategy from outward rejection to strategic acceptance of the new social insurance only in the early 1890s.

In part, the positive effect of social insurance on the labor movement was simply an enormous unintended side effect, caused by important modifications of the original concepts during the legislative process that critically weakened their repressive and paternalistic character. Obstinacy among the civil service elite (Rothfels 1927; Tennstedt 1994; Tennstedt/ Winter 1995) who were in charge of drafting the legislation and the necessity to reach a political compromise in the Imperial Diet and to accommodate the special interests of the states, led to important modifications of Bismarck’s original plan to establish a central social insurance bureaucracy. Originally this bureaucracy was not to feature any protodemocratic elements of self-administration (Selbstverwaltung), was to be staffed by civil servants (and not by delegates of the workers and employers associations), was to be financed solely or mainly through payments of the Reich (and not by contributions of the employers and employees), and was supposed to pay out roughly equal benefits (with no or only minor consideration of the number and amount of contributions made). Instead, the new social security system created between 1883 and 1889 was essentially financed by contributions, payments and benefits were related to workers’ income. The organizational structure of the new social insurance built upon previously existing forms of collective self-help and self-administration, especially integrating the ‘free funds’ into the health insurance scheme. The contributions were split equally between employers and employees, which legitimized the prominent involvement of both parties in the administration of the insurance schemes. Because the federal chamber refused to broaden the tax-collecting competencies of the Reich, Bismarck’s plans to finance social insurance through a centrally collected tax on tobacco had to be given up. This restricted the influence of the central state upon the administration of the social insurance from the outset.

First and foremost, the necessity to build up an entirely new social insurance bureaucracy offered unprecedented opportunities for patronage to the unions and the SPD, which quickly succeeded in dominating the assemblies first in the health insurance, later also in the pension insurance. The SPD and the unions had been previously excluded from any access to real political power in Wilhelmine Germany. The administration of the social insurance agencies was however a domain where the right to vote was neither a symbolic right (as in the federal elections because of the powerlessness of the Imperial Diet) nor was it a deeply distorted right (as in the elections on state level due to the plutocratic system censitaire that prevailed here). In the social insurance law, the equal and secret right to vote led to real responsibility for workers in a specific area of direct interest to them. It was an instance of basic ‘democratic self-determination’ in a nation where democratic rights were still far from being universally granted. Peter Flora and Jens Alber argue that the early granting of social rights to workers in Germany can be interpreted as a compensation for their lack of political rights at the end of the nineteenth century (see Flora/Alber 1981: 46–47). Yet, it seems important to note that the elections for the social insurance administration offered the first opportunity to practice democratic influence in an area of immediate interest. The health insurance and also the Knappschaftsvereine (miners’ insurance) had “an extremely democratic constitution” especially if compared to the “plutocratic franchise in state and communal elections” (Geyer 1992: 1050). Hence, from the beginning, specific political rights of workers were blended with their new social rights.

Thus, elections for the social insurance administration were “as contested as elections to the imperial diet” (Tennstedt 1977: 64 and 65).
 These elections were dominated by the first major mass party of Wilhelmine Germany, the Social Democrats, and the most important mass organization, the Free Unions. While initially only less than 10 percent of the members of the health insurance fund were also union members, the overwhelming majority of the delegates in the assemblies – and consequentially – in the executive boards of the funds held union membership. This was due to a systematic and disciplined mobilization strategy of the unions, which after a short while (starting 1892) recognized the extraordinary importance of social insurance for the labor movement. The non-unionized members of the health insurance funds showed only minor interest in the social elections (participation rate in the elections below 10 percent; see Tennstedt 1983: 429–430).
 A rough estimate of the number of union representatives with major involvement in the administration of the health, accident, and old-age insurances (not counting normal delegates to the funds’ assemblies) is about 100,000 to 120,000 executive boards members (Tennstedt 1977: 55, Fn. 44, 1983: 430). Set in relation to the overall number of trade-union members in 1901 (about 481.000), every fourth member of the Free Unions would have been an executive board member of a health insurance fund. Even if these numbers have to be interpreted with some caution, there can be no doubt about the extraordinary importance of the social-insurance administration as a field of union activity. Since the assemblies of the health insurance funds not only elected the executive boards of the funds but also the delegates to the assemblies of the old-age and accident insurances and the representatives in the multiple arbitration and advisory committees of all three insurance branches, the dominant position of the organized workers in the health insurance quickly spread through the entire system.

The dominance of union delegates in the administrative bodies of the social insurance provided them with specific resources, especially with the possibility to allocate jobs and to administer quite impressive budgets.
 For example, union activists, which were put on black lists by employers, could be employed as Krankengeher (health insurance employees who checked in on those claiming to be ill) or became responsible for office work (Tennstedt 1977: 114). Florian Tennstedt estimated that around 1905 about 3,000 to 6,000 full-time positions in the social insurance administration were under the control of the unions (see Ritter 1983: 51; Tennstedt 1983: 234). Compared to the full-time union positions at the time (1905: around 980), the importance of the social insurance as a resource pool for the unions becomes again obvious. Especially the union rank and file could benefit from this access to positions in the social insurance schemes, and this was a factor that protected the unions against the ever present danger of syndicalism at the company level. Given that it was the workers’ organization that decided who was eligible for the welfare administration jobs, social insurance had a centralizing impact on unions of which union leaders were quite aware (Rabenschlag-Kraeusslich 1983: 133, 139-140). Moreover, it is hard to overestimate the symbolic importance of the workers’ self-administration in the social insurance system. The career as a Kassenbeamte (literally: a fund’s civil servant) became the first and major inroad for workers into a professional domain, which had been before exclusively dominated by the upper/middle bourgeoisie and the aristocratic elite of Wilhelmine Germany. The high social status of a civil-servant-like occupation for worker representatives even increased through the constant contact between government officials and Kassenbeamten, which was necessary for resolving the multiplicity of practical questions that arose in the day-to-day administration of the new system (Martiny 1975).

Needless to say, the state bureaucracy did not watch this development in total paralysis. But countermeasures were either futile or came too late. The Reichsversicherungsordnung of 1911 (RVO), which was the most important social-insurance reform since the social legislation of the 1880s, contained several provisions specifically designed to address the problem of ‘social democratic dominance’ (Herrschaft der Sozialdemokratie) in the administration of the social insurance system (Ritter 1983: 57; Tennstedt 1983: 432–437). By the time the RVO went into force in 1914, World War I had profoundly changed the general political climate. Anxious to secure peace on the home front, the administrative elite and the high military Command sought to appease the labor movement (Marks 1989: 83, 107–118; Feldman 1992 [1966]). Now the unions were co-opted into important war-planning agencies – against massive resistance from the employers. Instead of rolling back the influence of organized labor and Social Democracy, the war economy provided a further push for the integration of both and gave birth to a protocorporatist, tripartite committee-structure at the national level in the domain of industrial relations (Feldman 1992 [1966]; see below).

In another respect, social insurance provided an important organizational ‘support structure’ for the unions. Since the 1870s, the ‘labor question’ had been intertwined with the ‘housing question,’ i.e. with the serious undersupply of good and affordable housing for workers in the rapidly growing new industrial centers of the Reich. Thus, the new insurance for old age and invalidity was designed from the outset to address the housing problem as well. In § 129 IVG, the old-age insurance was allowed to give loans up to the value of 25 percent of its overall assets (since 1899, 50 percent of overall assets) to cooperatives with the status of a public welfare institution (gemeinnützige Baugenossenschaften; Building Societies), if these loans “benefit exclusively or predominantly the insured” (§ 26 RVO). Interests on loans to building societies were allowed to be lower than the state-prescribed minimum interest rate for the investments of the social insurance. The building societies aimed at easing the shortage of cheap but clean and healthy lodging for workers and their families. The business of the Baugenossenschaften was the construction of new housing and the leasing of the flats to needy workers and their families. After the sharp reduction of the numbers of cooperatives in the wake of the economic crisis of 1873, the re-emergence of this institution of workers self-help paralleled the maturing of the old-age and invalidity insurance (see Table 2.1).
 

Table 2.1
Development of Baugenossenschaften (building societies) in Germany, 1869–1919

	
Year
	Number of Societies
	Number of new Foundations
	Number of
Liquidations
	Assets
(in Mark)
	Reserve
Funds
(in Mark)
	External Money
(in Mark)

	1869
	2
	–a
	–
	0,001
	–
	-

	1875
	53
	–
	–
	0,6
	0,05
	1,9

	1880
	36
	13
	30
	0,03
	0,03
	0,3

	1885
	33
	3
	6
	0,03
	0,03
	0,3

	1890
	50
	38
	21
	0,02
	0,02
	0,3

	1895
	132
	113
	31
	0,7
	0,14
	0,2

	1900
	385
	294
	41
	5,5
	0,99
	30,4

	1905
	641
	352
	69
	25,8
	2,8
	124,0

	1910
	1056
	518
	103
	41,6
	7,3
	362,6

	1915
	1534
	491
	125
	45,9
	10,1
	544,8

	1919
	2266
	932
	76
	55,4
	13,6
	584,2

	a No data available.

Source:
Crüger (1924: 440).


If we compare this data – especially the numbers in the last column showing the extent of external funding – with the numbers showing the expenses of the blue-collar pension insurance for supplying workers with housing (see Table 2.2), it becomes clear that the building societies were financed almost exclusively by money coming from the workers’ pension insurance.

Table 2.2:
Expenses of the Invalidenversicherung for workers’ housing 1910–1917

	
Year
	Total assets 
(in millions of Reichsmark)
	Expenses for workers' housing
(in millions of Reichsmark)
	in percent of total assets

	1900
	845,8
	78,1
	9,2

	1901
	929,2
	87,5
	9,4

	1902
	1.007,5
	103,4
	10,3

	1903
	1.084,3
	118,4
	10,9

	1904
	1.160,4
	133,2
	11,5

	1905
	1.237,5
	151,0
	12,2

	1906
	1.318,5
	172,6
	13,1

	1907
	1.404,1
	195,7
	13,9

	1908
	1.489,6
	239,4
	16,4

	1909
	1.574,1
	280,5
	17,8

	1910
	1.662,2
	320,1
	19,3

	1911
	1.759,4
	362,2
	20,6

	1912
	1.929,1
	418,3
	21,7

	1913
	2.105,4
	482,6
	22,9

	1914
	2.252,4
	532,4
	23,6

	1915
	2.354,5
	558,9
	23,7

	1916
	2.428,3
	566,6
	23,3

	1917
	2.519,4
	571,9
	22,7

	Sources: RAM (1916); Kolb (1928:88), Mörschel (1992).


Estimates show that after 1900 building societies covered 70 percent of their loans through money from the worker old-age insurance (Zimmermann 1991: 207–208). After the ‘revisionist critique’ of leading social democrats and union officials had gained dominance over the Marxist orthodoxy, which considered any involvement of the workers’ movement in running a business as being at best a futile enterprise and at worst a betrayal of the common cause, worker cooperatives grew rapidly in number and importance. The German Genossenschafts-movement, which originally had been a project of the lower middle classes, the self-employed, and of farmers, became dominated by the working class after the turn of the century (Novy/ Prinz 1985).

Building societies, which not only build houses but also administered them, were relatively big bureaucracies as well. They too offered opportunities for patronage and thus supplied the unions with jobs and resources to allocate. Dense decentralized networks with multiple overlapping memberships emerged between the unions, the SPD, health insurance funds and pension agencies, housing cooperatives and local savings and loan associations. The resources at the command of these networks made membership individually rational. In other words, they offered selective incentives for the unions and the Social Democratic party. Moreover, social housing provided the unions and the Social Democratic party with the means to impose a certain degree of control on their membership. It proved to be easier to collect member fees, mobilize for demonstrations or strikes, disseminate relevant information, build normative commitments against the temptation to ‘exit’ the movement or simply go along for a free-ride, in short, to create what Lipset/ Trow/ Coleman have called an ‘occupational community’ if the membership lived in distinct places and was not spread over town.

What was important for the development of German unions and also for German industrial relations in general was the fact that these emerging networks were mainly of local character, but that their selective incentives were not exclusively aimed at certain professions or crafts. For example: a worker was eligible for a flat built by a building society and financed by the workers’ old-age insurance through his (rarely her) membership in the old-age insurance – and membership in the old-age insurance was obligatory for all [industrial] workers up to an annual wage of 2,000 RM. Eligibility thus was not linked to membership in any special union. In the conflict between the different developmental options of localism versus centralism or of craft unionism versus trade-unionism or of syndicalism versus revisionism, which dominated the internal debates of the unions soon after the repeal of the Socialist Law (Schönhoven 1980a, 1985), this was to become an important factor that helped to tip the balance toward the proponents of the centralist/reformist strategy. Perhaps even more important was that the new social insurance didn’t generally expropriate the workers’ movement from one of its most prominent functions, namely to provide the members with insurance against the risks of sickness, disability, or unemployment. But it did so in respect to the old small craft-unions, which still stood in the tradition of guilds and ‘friendly societies’. Their exclusive social insurance packages with non-transferable entitlements had a restricting effect on the mobility of their members. The integration of organized labor into the welfare state offered a „broader basis for union organization“ (Heidenheimer 1980: 9) and thus tilted the scale in favor of the new unions. Especially, the shift from craft to industrial unions „coincided closely with the decision [of the unions] to dissociate from the craft-based Hilfskassen [free funds, P.M.] and to utilize the broadly based local funds“ instead (Heidenheimer 1980: 9; Tennstedt 1976: 389-390). It is a counterfactual (and to date poorly researched) proposition, but some empirical evidence does support the claim that the rapid modernization process of the union movement in the second half of the 1890s, which led to the emergence of powerful industrial unions with a centralized bureaucracy, would not have taken place with such speed and would not have been such a relatively smooth process without the latent support offered through the structure and scope of the new social insurance system.
 Thus, the specificity of the German development seems to lie – among other things – in the fact that the shift of important welfare function from the unions as “particularistic class-organization[s] [...]. to the nation state” has not led to a general “decrease in subcultural integration of the workers” (Streeck 1981: 67). This was especially due to the fact that the emerging welfare system in Germany retained a para-public/semi-state character – because it contained important elements of self-administration. The shift in ‘welfare responsibility’ from the unions to the nation state stopped halfway. Thus, the structure of the new social insurance even led to a massive increase in subcultural integration in the case of the new unions, which played a major role in the self-administration of the social insurance. They could use its resources for particularistic purposes, for instance in offering special supplement packages to the benefits of the statutory insurance as selective incentives for their members (Trischler 1994). But social insurance had precisely a disintegrative effect with respect to the older facets of the union movement still steeped in the tradition of guilds, friendly societies, and organizations of mutual assistance (Unterstützungsvereine; see Schönhoven 1980b). The integration of the workers into the new state, which social legislation was supposed to foster (and which it finally did bring about), was thus not accomplished by creating a relationship of direct loyalty between individual workers and the state (as Bismarck had hoped), but was critically mediated through the workers organizations – through the unions. “The new social policies worked through the socialist unions rather than bypassing them” (Steinmetz 1993: 43; italics of the original).

The importance of mutual organizational support between unions and the social insurance became most evident when the white-collar movement tried to imitate the successful model of the organizational co-evolution between the free unions and the invalidity insurance (Invalidenversicherung). In an almost classical case of “mimetic isomorphism” (DiMaggio/ Powell 1992), the internally fragmented white-collar movement discovered the promise of unity and organizational stability in a special insurance for the Angestelltenstand (,estate’ of white-collar workers). The white-collar workers’ insurance law of 1911 (Angestelltenversicherungsgesetz  of 20 December 1911, RGBl. I, p. 989), which is still today often interpreted as an instance where an etatist strategy of divide-et-impera aimed against the – in abstracto – unified working class (the Marxian ‘class in itself’; see for example Esping-Andersen/ Korpi 1984: 180), has to be seen rather as the result of a bottom-up process, in which an intensively campaigning white-collar movement tried to achieve both organizational stability and the official recognition of the ‘well-founded rights’ of its members (Prinz 1991). The white-collar movement finally succeeded in gaining its own separate branch of insurance, which again offered jobs, important financial resources, and the means to offer both exclusively to their union members. It seems important to note in this context that the cleavage between blue- and white-collar workers, which was institutionally ‘frozen’ through the separate social insurance systems (themselves closely linked to the respective unions of blue- and white-collar workers; Kocka 1981), can be seen as one of the major impediments for the development of enterprise unionism in Germany.

Everything that has been said above about the relationship between the workers’ insurance and the unions applied here as well. The white-collar unions soon came to dominate the self-administration of the white-collar workers’ insurance and the relationship between building societies and the white-collar unions developed much in the same way as in the case of the workers’ pension insurance. Here the §§ 219 – 228 of the Employees Insurance Law (Angestelltenversicherungsgesetz) regulated the investment of the insurance’s assets in just the same way as the regulations of the IVG. § 225 did: Interests were allowed to fall short of the minimal rate of return for investments (set by the state) if loans were given to enterprises that were “exclusively or predominantly beneficial to the insured.”
 This made it possible to supply the special building societies of the white-collar workers’ unions with cheap money.
 After WW I, when the basic target for investments of the pension funds changed from the investment in state-bonds (for war financing) to the investment into the building societies (to secure housing for the homecoming soldiers and to generally ameliorate the housing conditions), the links between unions, pension insurance, and building societies strengthened. Thus, in 1918, the Gemeinnützige Gesellschaft für Angestelltenheimstätten (Gagfah) was founded in Berlin as part of the white-collar pension insurance.
 Between 1924 and 1933, the white-collar workers’ insurance spent RM 828.7 million on the Gagfah (Herrmann 1936: 57). In the case of the white-collar old-age insurance, the function of the financial involvement of the social insurance in the provision of new housing becomes most evident. Whereas the involvement of the Invalidenversicherung was mainly legitimated with reference to the health risks and the resulting financial burden of the pension insurance caused by the poor housing conditions of the workers (see the high rates of disability through tuberculosis), this could not be the primary motivation for the activities of the old-age insurance for the significantly better-off white-collar workers. Here it is particularly obvious that they acted as ‘outside inducement’ for union membership.

To sum up briefly the argument of this section: The new social insurance provided the trade unions with Olsonian ’selective incentives’, which were of crucial importance for the emergence, overall organizational stability and the specific shape of modern industrial unions in Germany. In this respect, the German case clearly supports Bo Rothstein's analysis in that it also emphasizes the important influence of 'welfare state institutions on working-class strength' (cf. Rothstein 1992). The pattern of organizational co-evolution between the German social insurance system and the unions was caused by a specific historical sequence. In the time of repression from 1878 to 1890, the organizational development of the unions was hindered and delayed. While the process of industrialization continued to proceed rapidly, a corresponding development of the unions was suppressed. When the ban on workers’ political representation was lifted in 1890, this offered some ‘latecomer' advantages to the proponents of a modernized, centralized, sector-wide union movement: “It was the state [with its repressive politics towards the unions; P.M.] [...] which had stimulated the rapid conquest of elitist guild traditions and had accelerated the development of modern means of interest articulation which transcended individual trades and involved modern, centralist interindustrial forms of organization” (Tenfelde 1985: 214). The “victorious breakthrough” of the modern industry union in the last quarter of the nineteenth century (see Ritter/ Tenfelde 1996 [1976]) was especially supported by the simultaneous emergence of a social insurance system – which originally had been intended to weaken the workers’ movement. The mutually reinforcing development of the new unions and the new social insurance system led to the kind of dualism between voluntary organizations and obligatory institutions, which plays a crucial role in the emergence and stability of corporatist arrangements (Lehmbruch 1977).
 As is to be shown in the following sections and chapters, the “protocorporatism” introduced by the Bismarckian social insurance legislation “laid the groundwork for the full-fledged corporatism of Weimar and adumbrated the main lines of West Germany’s ‘social partnership’” (Steinmetz 1993: 44).

2.2
Social Insurance and the State: the Emergence of a Corporatist Mode of Interest Intermediation in Germany

If one wants to systematically analyze the relation between the social insurance system and the special institutional setup of German capitalism, another important starting point would be to take notice of the fact that social policy and industrial relations in Germany have both always fallen into the regulative responsibility of one and the same administrative actor: first, the Reichsamt des Inneren (RdI, Office of the Interior); later – after 1918 – the Reichsarbeitsministerium (RAM, Labor Ministry);  and after 1949, the Bundesarbeitsministerium (BMA, Federal Labor Ministry).
 In a country like Germany, in which the bureaucracy has played such an important role in the development of society and in which the degree of ‘factionalism’ between the ministries always has been and continues to be strong, the assumption that important sectoral variances in interest intermediation exist and that these correspond to the boundaries of administrative responsibility, seems to be especially appropriate (Lehmbruch 1987, 1991, 1995; see also Hennis 1961). Similarly, it is highly plausible to expect multiple spill-over-, learning-, and mimicking-effects between policy sectors if the same ministry holds administrative responsibilities for these policy domains. Indeed, there is much empirical evidence that backs up this hypothesis in the case of German social and labor policies. From early on, the social legislation of the 1880s had given the RdI a domain of ‘natural competence,’ which was also comprised of factory legislation and regulation of occupational health and safety. The RdI and later the RAM were relatively strong ministries, which with respect to social insurance were neither involved in severe horizontal conflicts over their bureaucratic domains nor in vertical conflicts with the states, since the social insurance system had from the beginning been the sole responsibility of the central state. In addition, the relative autonomy of the RdI/RAM vis-à-vis business interests was quite pronounced, because the Ministry for Economic Affairs did not always play the role of an advocate of business interests, especially not on behalf of small- and medium-sized firms (Turner 1985: 35). In fact, a special economic committee (diktatorischer Wirtschaftsausschuß) was set up on the cabinet level in the early Weimar Republic and the Office for Demobilization (Demobilmachungsamt) was established in 1918 in reaction to the alleged unresponsiveness of the Ministry for Economic Affairs toward business interests and to its – at that time – strong propensity for interventionism and economic planning (Winkler 1985: 196; Biechele 1972: 80–86; Bähr 1989: 16). 

The Ministry of Economic Affairs (Reichswirtschaftsamt, founded in 1917, named Reichswirtschaftsministerium [RWM] starting in 1919) came as well out of the Reichsamt des Inneren. Not much later – in 1918 – the RWM gave birth to the Labor Ministry in another split of competencies (see for a detailed account of the founding history of the RAM, RAM 1929: 12–23; for the RWM see Hubatsch 1978). Important in this respect was that the RWM showed little inclination toward a laissez-faire policy or approach. The experiences with the Great Depression and later – and more significantly – with the war economy had led to its pronounced interventionist stance and to deep skepticism toward the free play of market mechanisms (Anderson 1973: 290–293). Instead, visions of Gemeinwirtschaft (common economy) and gebundene Wirtschaft (controlled or ‘bounded’ economy) ruled supreme (Biechele 1972; Winkler 1985: 191–198; Huber 1978: 861–862; Maier 1975: 140-143; Herrigel 1996: 125). Especially the experience with the war economy “predisposed the men who ran the Economics Ministry to look favorably on big business” (Turner 1985: 35). In the perspective of a ‘critical experience’-theory of the development of sectoral interest systems, it is significant that administrative responsibilities between the RAM and RWM were not split up until after the war. The Economics Ministry, “a product of the war, (…) continued to bear the marks of its formative years, during which the imperial government chose, in the name of efficiency, to deal predominantly with large firms and the associational organizations they dominated” (Turner 1985: 35). Heinrich Brauns, leading the Ministry of Labor between 1920 and 1928, however, had close links to the Rhenish coal industry and later came to design his ‘productivity-oriented wage policy‘ in taking the economic situation of the coal industry and the miners´ wages as his reference point. The war thus provided both ministries with a shared background of experience and a similar response toward the question on how to best solve the severe economic and social crisis of post-WW I Germany.
 Prominent in both ministries were concepts that aimed to establish an equilibrium between the large interest organizations of capital and labor at the national level.

Thus, the Labor Ministry had no reason to fear a great deal of intragovernmental resistance to its efforts to domesticate the labor-capital conflict through a policy of credentialing the large associations of employers and employees with public status, centralizing and integrating them into tripartite or bipartite decision-making bodies, and creating broad responsibilities for ‘associational self-administration’ or ‘social self-determination’ (Sinzheimer). On the contrary, the RAM and the RWM shared to an important extent ideas about organizing both the society and the economy around central corporate (ständische) bodies.  When the government planned to give substance to the famous Article 165 of the Weimar Constitution, which explicitly recognized the associations of labor and capital and had promised to supplement the system of political representation through an encompassing system of ‘functional representation’ (of which the Central Economic Council [Reichswirtschaftsrat] was to be the ‘institutional apotheosis’), the RWM and the RAM differed sharply about how to best achieve this goal, but the goal itself remained uncontroversial. While the Labor Ministry wanted to complement the existing chambers of industry and trade, artisans and agriculture through ‘chambers of labor’ on the local, district, and central level, thereby integrating the workers’ councils into the chambers of labor and all central chambers into the Reichswirtschaftsrat, the Ministry of Economic Affairs wanted to guarantee workers’ equal representation through co-optation into the existing chambers (Ritter 1996 [1994]; Schäffer 1920; Maier 1975: 142-144). It is true, that very different ‘belief systems’ were underlying both concepts and that the practical implications of both would have been fundamentally different. What is of interest here, however, is that the disposition for massive state intervention into the structures of the economy in favor of a corporatist organization was more or less equally developed in both ministries. And the liberal opposition within the government against this interventionist inclination was mainly directed against the more authoritarian and plan-oriented concept of the RWM (Biechele 1972; Ritter 1996 [1994]), and not against the ‘social self-determination’-model of the Ministry of Labor.

Although all attempts at establishing an overt and encompassing corporatist structure failed, the general orientation towards such a goal clearly prevailed in the Labor Ministry throughout the Weimar Republic. The idea of ‘economic self-administration,’ which meant a self-administration based on collective contracts between the central interest organizations of capital and labor and based on a rough ‘balance of class-powers’ between them, was the leitmotiv which inspired the policy of the Reichsarbeitsministerium in social policy as well as in labor policy. This formula proved effective not in the blueprint for policy design overall, but also in a number of detailed provisions and decrees through which the RAM acted as a highly able ‘architect of political order’ (Anderson). What has to be highlighted here is that the implementation of the general formula of social self-determination by the Ministry of Labor in the realm of industrial conflicts was influenced greatly by the kind of institutional equilibrium that had evolved earlier in the realm of social policy. In this respect the principle of Parität (parity) figured most prominently (Lehmbruch 1996a, 1996b, 1997). Parität soon became a peace formula, which proved to have nearly universal applicability, transcending the domain of social policy and industrial conflict proper.
 But it was precisely here – in the domain of social policy and industrial conflict – where the second career of the old interdenominational peace formula started. Parität between the organized interests of capital and labor was to become the dominant mode of ‘cleavage management’ in German capitalism.

Due to the dual administrative responsibility of the RdI and the RAM for social policy and labor policy, the history of both policy domains in Germany can be written for a long period of time as the history of spill-over and spill-back effects between them. For this process of mutual influence between both domains, it was to become important that in the realm of social insurance the Parität between the organizations of workers and employers had evolved quite early. The accident insurance and the old-age and invalidity insurance had made the principle of Parität in representation of employers and employees a prominent element in their organizational structure. Although the executive boards in both insurance branches were dominated either by employers or by civil servants, the insured and their employers were represented equally in a multiplicity of auxiliary committees. This is also true for the health insurance, although here the workers dominated the assemblies and the executive boards at a 2:1 ratio, in correspondence to their share of the contributions. Another important instance of parity representation were the labor or industrial courts (Gewerbegerichte). These had been established in 1890 as a conciliatory measure in the aftermath of the great miners’ strike of 1889, in which particularly the Christian (Catholic) unions had played a prominent role (Hickey 1985: 243; Tennstedt 1993; see also below, chapter 3). The national legislation had “stipulated that workers were to have equal numbers of representatives on the courts, to be elected by the direct and secret ballots of all males” (Steinmetz 1991: 27–28). Again, this represented for the nascent labor movement the opportunity to “overcome the ostracism experienced when demanding collective bargaining over wages and working hours and to become negotiation partners of the employers” (Geyer 1992: 1050).

Therefore, in the emerging social insurance system, organized workers and employers were integrated into a multifacetted system of collaboration long before the state (and business) had officially recognized the role of the unions as the legitimate representatives of the workers’ interests. As has been sketched out above, the prominent position of the unions in the administrative bodies of the social insurance system had originally not been the result of conscious design, but mainly of unforeseen (and from the view of the state bureaucracy: contra-intentional) organizational adaptation processes. But once a protocorporatist system of conflict moderation was established in the realm of the social insurance, this could figure as a model for conflict mediation in the realm of labor-capital antagonism as well. Furthermore, the involvement of unions and employers associations in the administration of social insurance could provide an important ,external’ support-structure for a corporatist conflict moderation in industrial disputes. What before had been a development by chance now became a development by intention and conscious political design.

The success of the principle of Parität as the dominant mode of conflict resolution was result of a dialectical process, in which the state and the forces of capital and labor repeatedly alternated the role as the driving force to initiate and further parity: Parität between the insured and the employers was first introduced in the social insurance schemes in certain committees and advisory and arbitration boards. It was relatively uncontroversial to introduce Parität here, since it did not imply a direct recognition of unions and since Parität seemed to be legitimized through the financing-mode of social insurance. After the aforementioned institutional evolution had led de facto to a parity between the organizations of the insured (the workers) and the employers in the social insurance, hurdles were lowered to introduce equal representation of the corporate actors of both sides in other areas as well. Parity between unions and employers associations in relevant agencies was first introduced in the wake of the massive state intervention in the war economy (Hilfsdienstgesetz [Auxiliary Service Law] of 1916). Parität was now extended to question of industrial relations (see especially Feldman 1992 [1966]; also Sachße/ Tennstedt 1988: 46-49). After the war, both parties wanted to free themselves from the interventionist ‘state-socialism’ of the war economy and searched for shelter from the early syndicalist and radical-socialist currents in the Weimar Räterepublik. Therefore, they based their collaboration on a voluntary, state-free basis, which – again – followed the bipartite pattern (Zentrale Arbeitsgemeinschaft, ZAG [Central Working Association] of 1918). The establishment of the ZAG is an especially striking example of the extent to which the ‘corporate bargaining channel’ had gained dominance over the ‘numerical democracy channel’ (Stein Rokkan) for the German labor movement and, correspondingly, of the extent to which power had shifted from the party to the unions. Unions were so well integrated into the institutional complex of welfare and labor relations that in their view they now could do without the help of ‘paper stones.’ This hope was soon to be profoundly dashed. But the fragmented and paralyzed party politics of the Weimar republic did not offer good prospects for the electoral strategy either. Thus again a pattern emerged in which the state was supposed to stabilize the corporatist arrangements between capital and labor that the two parties themselves were not able to sustain.

While the interests, especially of the employers, to continue the collaboration with the unions vanished as soon as the danger of massive socialization withered away and as general economic developments became much more favorable to capital, the state now relied crucially on this voluntary arrangement in creating its new social and labor policy. In this way, the Labor Ministry essentially stabilized a system of collective governance from outside

–
by declaring bargained solutions as generally binding even for firms and workers who were not members of the respective associations of capital and labor (Allgemeinverbindlichkeitserklärungen; ‘erga omnes’),

–
by declaring arbitration in labor/capital conflicts as binding, even if one of the conflicting parties did not consent to the mandatory arbitration (Zwangsschlichtung),

–
by legally prohibiting private contracts that would undermine minimum standards set by collective agreements (Unabdingbarkeit)

–
and by declaring previous collective agreements as fall-back solutions whenever and wherever new collective agreements failed to come about (Unmittelbarkeit).

The legal definition of ‘tariffähig’ (being partner to collective bargaining agreements) was stipulated by the state in a number of laws and decrees with the effect of excluding employer-friendly ‘yellow’ unions from participation in arbitration committees, from membership in the Central Economic Council and from access to the administration of social insurance. The law about the elections to the social insurance
 ascribed a privileged position to unions and employers associations. Only they held the right to propose delegates to the assemblies of the social insurance. As long as either side proposed only as many delegates as there were positions to fill, the election itself was omitted (so-called Friedenswahlen, literally ‘peace-elections‘). A couple of additional provisions discriminated in favor of the established unions and against so-called ‘free lists‘. The definition of who had the right to propose delegates for the social insurance administration referred to the law, in which the right of representation in the Reichswirtschaftsrat was laid down. With respect to unions and employers’ associations, these were the same organizations that signed the so-called Stinnes-Legien-Agreement, which gave birth to the Central Working Association (see Hanow 1927: 370–371; Schäffer 1920). Here again we have the peculiar mix of voluntary collective agreements and state-imposed collective governance, which is so characteristic of Weimar social policy. The abstract legal term ‘central or peak associations‘ (Spitzenverbände) in the realm of social welfare and on the side of doctors associations and health insurance funds was defined in much the same way by the RAM, thus guaranteeing the “managed co-existence of representational monopolies for social groups under the umbrella of the state” (Lehmbruch 1997: 56; cf. for the associations of social welfare see Sachße/ Tennstedt 1988; for the associations of the health insurance funds and physicians see Döhler/ Manow 1997: 132). Thus, the Labor Ministry used the Parität between unions and employers in the social insurance system as an instrument to achieve ‘political closure’ on the union side and to establish a stable network of workers’ interest representation. The Labor Ministry used subtle techniques of ‘legal engineering’ to help the three leading unions (social-democratic, liberal and Christian) achieve ‘oligopolistic representation’. At the same time, the RAM also sheltered the unions from syndicalist developments through the legal stipulation of the task-domains for the work councils and by hindering the creation of so-called ,free‘, nonunion-based lists in the social insurance administration. The developmental path toward trade and industry unions and away from company unions was, first, the result of the specific historical sequence of state repression and late industrialization together with the organizational co-evolution between unions and social insurance, and second, institutionalized by political design, that is, through state legislation.

The thesis put forth in this section is that the emerging system of social insurance was not only supportive for the emergence of powerful and centralized industrial unions (see above, section 2.1), it also provided the model for the integration of unions and employers associations in an overarching system of interest accommodation. The mutual influence of social policy and industrial relations was essentially mediated by the dual responsibility of the Labor Ministry for both policy sectors. It was especially the Parität between the major central interest organizations of labor and capital in a multiplicity of committees and boards (predominantly in the social insurance and in the arbitration committees) that developed into a routine pattern of conflict accommodation in German industrial relations. In this respect, one may speak of a dialectic interplay between a more ‘authoritarian’ and a more ‘liberal’ corporatization of social sectors. The higher degree of legitimate state interventionism in the realm of social insurance could be made instrumental for the stabilization of a collective bargaining regime of a more voluntary character in the realm of industrial relations.

While the attempt to impose a system of collective bargaining on unions and business ‘from above’ met with increasing employer resistance, eventually failed, and was succeeded by the extinction of unions and by the massive and erratic economic interventionism under the Nazi regime (Bähr 1989), nearly all elements of the Weimar system of collective self-governance were made part of the post-WW II consensus, through which ‘German capitalism’ derived its special character. The most important exception, however, was that after 1945 obligatory state arbitration was substituted by the guaranteed ‘autonomy’ of capital and labor in the conciliation of industrial conflicts (Tarifautonomie). The collective bargaining regime, which during the Weimar years could only be upheld by increasingly authoritarian state intervention, was re-established and organizationally strengthened after 1945 (Drewes 1958). At the same time, the interests of and power relations between the major actors (state bureaucracy, unions, business associations, and the political parties) had changed profoundly. In postwar Germany, social insurance lost its tight political/cultural link with the unions. The significant extension of coverage of social benefits to groups without dependent employment (artisans, self-employed, refugees, artists, students, etc.) on the one hand, and the unification of the unions into Einheitsgewerkschaften (unitary unions) on the other, loosened the relation between specific unions and ‘their’ social insurance funds. The cleavage between blue- and white-collar workers persisted to some extent. But this was now mainly because Germany was a divided nation. While East Germany followed a social policy rooted in the tradition of a ‘productivist’ ‘workers’ social policy’, in the West, a contrasting concept of ‘bourgeois’ status maintenance became the main social policy objective in the 1950s (Manow 1997).
 This had important consequences for the overall direction of West German social policy because now a specific orientation became dominant that comprised among other things of a strong emphasis on the link between contributions and benefits, i.e., a low degree of redistributional capacity of the welfare state, the predominance of status maintenance (in contrast to ‘help for the needy’), the orientation toward the sole [male] breadwinner model,
 the orientation toward a ‘standard employment relationship’, a predominance of transfer payments over services, which together with other provisions set disincentives for female-labor participation, and the concept of a clear-cut and once-and-for-all exit from work at retirement (in contrast to a system of gradual retirement).
 These elements of social policy, which previously had been specific to the white-collar insurance alone, now became characteristic for the West German welfare state as a whole (see chapter 6).

Of further importance was that the war had again destroyed nearly all financial assets of the social insurance, especially of the pension insurance (see below, chapter 4). As a consequence, the pension reform of 1957 (followed by the 3. Rentenversicherungs-Änderungsgesetz of 1969) changed the financing system of the pension insurance gradually from a funded scheme to a 'pay-as-you-go' one. Hence, long-term capital assets of social insurance shrunk, even while transfers increased enormously. Less and less capital was accumulated by the system, which could have been used for instance to invest into building cooperatives. The state or private investors now increasingly provided public housing and played the part that had previously been played by building cooperatives (cf. graph 45 in Alber 1989: 214; Schulz 1991: 490–491).
 Moreover, the Nazi regime had ‘purged’ all union members from the leading positions in the self-administration of the social insurance (and from the entire complex of workers’ cooperatives, savings and loans associations, etc.). The long-term effects of this measure on the political character of the self-administration can hardly be overestimated. Taken together, it seems safe to say that social insurance lost its function of furthering ‘subcultural integration’ of the working class in postwar Germany. The welfare state again – as in the last quarter of the nineteenth century – served the goal of ‘national integration,’ but workers were no longer the main target of integrative intentions. In divided Germany, national integration had acquired a different meaning (see Manow 1997).

All this helped to establish a new equilibrium between protection and production, equity and efficiency in postwar Germany, an equilibrium that initially performed extremely well (see chapters 3 and 5). But before I turn to a description and analysis of the postwar equilibrium, its extraordinary economic performance in the 1950s and 1960s, and its long-term deficiencies that have become increasingly troublesome since the mid-1970s, I will first describe the fierce ideological struggles that preceded, accompanied, and influenced the decision-making process over its design in the immediate postwar years. In this context, the following chapter will highlight in particular the normative, ethical, and religious underpinning of the German ‘soziale Marktwirtschaft’. It will argue that the social market economy finally did not only embody a compromise between economic liberalism and welfare corporatism, but a compromise between Catholic and Protestant social doctrine as well.

�	My gratitude goes to Peter Hall, who suggested this title to me. 


� 	This would be of particular interest given that the interplay between the ECB and the national unions today is much looser than it was in Germany, and the monetary signals are much more ambigious than they ever were in the Federal Republic after 1971 and before the EMU.


�	Welfare State development in the U.S. arguably has been delayed by the widespread use of political patronage - especially in the case of the civil war pensions (Skocpol 1992) - yet welfare state development also contributed to crowd out extensive patronage practices: E.g., the first amendment of the Social Security Act in 1939 required states to enact civil service reforms and to establish merit systems "as a condition of receiving federal funds" (Freedman 1994: 24).


�	Given that the welfare state is still understood as being an „institutionalized counter-principle of capitalism“ (Lepsius 1996: 399), it might perhaps not be all that surprising that the welfare state’s economic influence on the performance of a contemporary industrialized nation is regularly underestimated (if we ignore for a moment the economists' permanent lament about the strangling effect of social spending programs on economic activity). The 'counter-principle' thesis is is the very same notion of ‘politics against markets‘ that is behind Esping-Andersen’s concept of „decommodification“ as a measurement of the degree of non-market social rights and redistribution. 


�	While work on the nexus between welfare and production regimes is still in its infancy, at least Boyer and Hollingsworth concede that the welfare state has to be conceived of as an important factor that “constrains the market“ ( Hollingsworth/ Boyer 1997: 447-449). However, it is not sufficient to look only at the constraining character of the welfare state. Rather, it plays also an enabling role in so far as it enables the pursuit of economic strategies that otherwise would not be possible (cf. Manow 2001). Kitschelt et al. concur to Boyer/ Hollingsworth in that they also talk of an “elective affinity between the types of production regime, patterns of socio-economic inequality and protection through welfare states, and the constitution of corporate political actors in parties and interest groups“ (Kitschelt et al. 1999).


�	In Esping-Andersen’s own research the labor market regime attracted particular attention as part of the welfare state / economy nexus (� ADDIN ENRef ��Kolberg and Esping-Andersen 1991�; Esping-Andersen 1996).


�	Even if I speak here of national 'models of production,' this does not rule out the possibility of a fundamental mismatch between the spheres of production and social protection. However, the analysis of ‘mismatch‘ should go beyond those discussions of the “incompatibility“ of both spheres common in the (economic) literature that simply hold that the welfare state has just become too costly for a competitive market economy. More interesting from my point of view is the institutional mismatch that arises when welfare-state regimes undermine the “comparative institutional advantages“ (� ADDIN ENRef ��Hall 1997�) of a given production regime or when an economic development overstrains the buffering capacity of a given welfare-state regime. ‘Mismatch’ as understood here can then only be analyzed with respect to a specific system of production and its comparative advantages and with respect to a specific regime of social protection and its adaptive limits.


�	For excellent accounts of the organizational co-evolution of the trade unions and the social insurance bureaucracy, see Tennstedt (1977, 1983, 1993). For a highly critical perspective, see Billerbeck (1982). A good account of how the “welfare state and the working class in Imperial Germany shaped one another in complex ways” is also provided by George Steinmetz (1991, citation from page 38). However, in my view Steinmetz is overstating the “state’s ability to control the effects of worker participation” in the social insurance schemes (Steinmetz 1991: 30 and passim). In his 1993 contribution on that topic, Steinmetz follows a slightly different interpretation. Here he juxtaposes ‘central repression‘ and ‘local representation‘ of the organized workers. Thus, he claims, that the “advent of ‘proto-corporatist‘ interventions during the 1890s marked a significant break with the Bismarckian form of social policy” (Steinmetz 1993: 43). As I am going to emphasize here, working class integration did not follow a simple, linear, preordained or planned path. And as in the case of the integration of Catholics (see Smith 1995), integration did not mean the demise of social and political conflict between the ‘milieux‘. 


�	In 1892, the Social Democratic MP, Paul Singer proclaimed that the “statutory funds have to become the rallying point of the class-conscious workers” (quoted from Tennstedt 1983: 429, my translation).


�	In 1913, expenses of the health insurance alone – about half a billion Reichsmark – amounted to a third of the expenses of all local governments in Germany (Tennstedt 1993: 84).


�	An important factor for the rapid growth of the numbers of friendly societies was also the enactment of the Genossenschaftsgesetz of 1889 (a law regulating cooperatives), which limited the liability of the cooperative’s members in case of insolvency. This fostered especially the growth of workers building societies, since here the financial assets, and thus the risks involved, were quite substantial.


�	The pattern of organizational co-evolution between unions and social insurance system is especially clear in the case of the “workers’ secretariats [which] were set up to parallel the administrative structure of the welfare system” (Marks 1989: 103) and which mainly had advisory functions. On the Arbeitersekretariate see especially Martiny (1975). See also the supply of supplementary private insurance through the unions and workers’ cooperatives (Trischler 1994).


�	As Hockerts pointedly remarked, in Germany “the white collar worker [...] is the definitory product of social insurance legislation” (Hockerts 1983: 302).


�	See the identical § 164 para. 3 IVG, respectively the § 1356 para. 4 RVO, later § 26 para. 12 RVO.


�	See the Richtlinien für die Mitwirkung der Reichsversicherungsanstalt für Angestellte an der Verbesserung der allgemeinen Wohnungsverhältnisse, February 1914 (Angestelltenversicherung 1914: 26–27; guidelines for the white-collar old age insurance concerning its contribution to the improvement of general housing conditions).


�	The building societies with strong links to the blue-collar pension insurance were founded in congruence with the administrative domain of the Landesversicherungsanstalten (regional insurance offices), of which there were 31 in 1915. The administrative domains of the Landesversicherungsanstalten (LVAs) themselves did not match perfectly with the administrative districts and providence of the states. At times this jurisdictional mismatch allowed the LVAs to follow quite autonomous strategies. The financial support to building societies, which was not always welcomed by conservative state governments, is a case in point. In 1924, as a social democratic countermeasure to the foundation of the Gagfah the Deutsche Wohnungsfürsorge A.-G. für Beamte, Angestellte und Arbeiter (Dewog) tried to unify the efforts of the workers’ insurance in the building business (Novy/ Prinz 1985). Union activity in the domain of workers’ cooperatives increased significantly after 1920 since the immediate postwar hope that socialization grand-style would bring German capitalism one step nearer to socialism had waned profoundly by then.


�	This dualism thus historically precedes and functionally complements the important dualism between statutory work councils and unions as voluntary organizations, which is normally emphasized in the literature on German industrial relations (Thelen 1991).


�	Furthermore, RdI, RAM and BMA showed an extra-ordinary high degree of continuity of staff. In addition: despite the high degree of overall political volatility in Weimar Germany, the Reichsarbeitsministerium was led from 1920 to 1929 without interruption by Heinrich Brauns (Center Party). This allowed for a relatively coherent political strategy and a systematic promotion policy within the ministry. Indeed: the Center Party and social policy proved to be the two most important backbones for the crisis-ridden first German republic.


�	Moreover, the relative weight of both ministries differed: while the Ministry of Economic Affairs still had to arrange itself with the Prussian Ministry of Trade (Preußische Ministerium für Handel und Gewerbe and with the respective ministries of the other Länder), the Labor Ministry possessed more autonomy towards the states and thus was able to be more influential. While the Länder retained competencies in economic regulation, they possessed only delegated competencies in social policy. Through the instrument of obligatory arbitration of labor conflicts (in the industrial, agricultural and public sphere), the RAM even resembled a central steering agency in questions of industrial policy. The ‘productivity-orientated social policy‘ of Reichsminister Brauns was expression of this encompassing economic competence of the Labor Ministry (Bähr 1989: 52–62).


�	See the Weimar ‘school conflict‘, in which the Center Party fought for the Parität between Konfessions- and Simultanschule (Grünthal 1968) or the formula of the Parität between civil and military defense, which came up in the West German discussion about the rearmament in the fifties. Of course, paritätische Mitbestimmung (co-determination) has its roots here too. Parität is defined by Lehmbruch (1997: 57) “as an institutionalized system of conflict accommodation among corporate actors with (corporate) equality, as different from a liberal system based on individual autonomy”. It is highly plausible, but hasn’t been substantiated through in-depth historical studies yet, that the diffusion of the principle of Parität was due (amongst other factors) to the prominent role, which Parität played in the political program of the Catholic Center party. With its “struggle for Parität” the Center Party fought for a proportional share of Catholic civil servants in the Prussian state administration (Baumeister 1987; Hunt 1980; Ross 1988). Due to a policy of ‘negative patronage’ (Eschenburg) Catholics (as well as Jews and Social Democrats) had almost no access to a civil servant career. The diffusion process of the principle of Parität out of the program of the Center party into state policies can be explained with the prominent role, which ministerial bureaucrats of Catholic denomination played in the Reichsamt des Inneren and the Labor Ministry. One of the reasons for the prominence of the ‘center-patronage‘ (Max Weber) in the RdI was, that the central ministries had no independent bureaucratic basis (which was instead under the responsibility of thestates) and thus sought political support in the Imperial Diet (Weber 1918 [1988]: 415–416). Here the Center party had a pivotal position.


�	Gesetz über Wahlen nach der RVO, dem AVG und dem RKG vom 8.4.1927 (RGBl. I, S. 95; see Hanow 1927). 


�	At the same time, the split between reformist and syndicalist/communist unions, which was to become significant for some West European labor movements in the postwar era, was in Germany a territorial split between East and West (Niethammer 1977: 304). The division of Germany profoundly discredited communism as a political option in the West.


�	In turn, this had consequences for unions’ strategies: “The family’s virtually complete dependence on the male earner’s income and entitlements meant that unions came to battle for job security (seniority principles, the regulation of hiring and firing practices)” (Esping-Andersen 1996: 75). The regulation of labor market entry and exit now became a central topic of collective bargaining. Not only in the sense of ‘social closure‘ (Weber), but also in the sense of regulating the different pathways into and out of work, which the German welfare state offered to both parties.


�	In the blue-collar insurance, pensions always had the function of a complement for the diminishing ability to work in the case of old-age. Pensions in the white-collar insurance, however, were designed to allow for a clear-cut transition from working life into a third phase in the life-course, the time of retirement, in which the previously held standard of living should be maintained. Here the implicit ideal was, of course, the civil servant, who received at a certain age a ‚gratification‘ for his (normally not: her) service.


�	The current cost-containment measures in the old-age insurance forced the white-collar insurance as well as the miners’ insurance (Knappschaft) to sell the flats and houses they still owned. The Gagfah still possesses 30,000 flats in Berlin valued at about 7 billion DM.





