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Abstract

The present study presents a comparative neo-institutionalist analysis of labour
market institutions in the Czech Republic and Hungary in the period 1989-2002. It
aims to contribute to the contemporary debates on institutional continuity and change,
varieties of capitalism, and post-socialist capitalist development. It presents an
analytical model combining a variety of elements from different neo-institutionalist
schools and applies this model to the two cases of post-socialist institutional change.
The analysis presents converging and diverging developments in the two cases, and
explains the direction of change.

It is concluded that although both countries adopted a series of similar basic
institutions, regulating the basic principles of property rights, industrial relations and
the employment relationship, institutional reform at the lower levels followed quite
different trajectories and labour market institutions limit the role of the market to a
much larger extent in the Czech Republic than in Hungary. Also, major differences
can be observed both within each case, between different institutional domains, and
over time.

The change of institutions in the two cases is then explained by the ideas and
interests of the (domestic and international) actors shaping these institutions; their
power relations and patterns of interest representation; the historical backgrounds of
the cases; the international ideational context in which change takes place; and the
feedback from different outcomes that the process of change produces. The
similarities and differences concemning these factors, as well as the interaction

between them, account for convergence and divergence between the cases.






Chapter 1 Post-socialist capitalism, institutional change and the
fabour market.

1.1 Introduction
Aims of the study

The present study presents a comparative neo-institutionalist analysis of labour
market institutions in the Czech Republic and Hungary. It sets out to achieve three
main objectives. First, it aims to contribute to the contemporary debate on institutional
continuity and change. Whereas neo-institutionalist analysis for a long time focused
its efforts on demonstrating and explaining institutional continuity, more recently
increased attention has been devoted to institutional innovation and change. As will be
discussed below, in the past decade or so much attention has been devoted to the
question if institutional change is evolutionary or revolutionary. Also, many
arguments have been forwarded as to which of the different types or schools of neo-
institutionalism would be best equipped to explain institutional change. However, this
debate has made only limited headway in developing more comprehensive
explanatory models that help to understand why and how institutional change takes
place (or does not take place) and what direction it takes. In this study I will develop
such an analytical model, which I will construct by combining a vartety of elements
from different neo-institutionalist schools. I will then apply this model to the two
cases, using it to develop a comparative empirical analysis of the development of
labour market institutions in the Czech Republic and Hungary. This analysis aims to
present converging and diverging developments in the two cases, and to explain the
direction of change.

Second, the present study aims to contribute to the debate on post-socialist
change, which has become a separate debate in the literature. Since the early 1990s,
this debate has been dominated by modemization theorists and structuralists (although
important institutionalist examples exist as well). I will present a brief critique on
these approaches and will present my approach as an alternative to them.

Third, the empirical analysis has its own value by presenting a detailed

account of the construction of capitalist labour markets within their broader historical,



political and economic context. In this way, it contributes to a better understanding of

the type(s) of capitalism constructed in the former state socialist countries.
Research questions and cases

Studying institutional change in the former state socialist countries is of particular
interest. The demise of state socialism and the turn to capitalism in Central and
Eastern Europe (CEE) has undoubtedly been the most radical project of institutional
change of the past half century. Indeed, unlike studies on western countries, in CEE
there can be little doubt that institutional change has indeed taken place and that it has
been profound. This raises a number of interesting questions. How to understand the
process of institutional change that has taken place since 1989 and how is this
embedded in the history of the former state socialist countries? What types of
capitalism(s) are emerging in this region and to what extent are there converging and
diverging tendencies? What accounts for the particular response of the individual CEE
countries to the common challenge of creating capitalism? In the present study I will
contribute to answering these questions through a comparative analysis of the Czech
Republic and Hungary, and focuses on a key dimension of contemporary capitalism
which has been at the heart of post-socialist transformation, i.e. the two countries’

labour market institutions. Two broad questions will be addressed in this study:

1. What is the nature of the labour market regimes that have been emerging in
the two countries and to what extent do these show similarities and
differences? As will be discussed in more detail below, labour market regimes
constst of the labour market institutions — rules and regulations — that regulate
or co-ordinate labour market action, the actors that create and uphold these
institutions, as well as the structural features of the labour market, i.e.
employment and unemployment rates, the incidence of various types of
employment, working time patterns and wage levels.

2. Which factors have determined the course of change of the labour market
institutions in the two countries after the breakdown of state socialism, and
why they have not developed in other possible directions. Or: what accounts
for the particular response of each country to the challenges of building

capitalist labour markets? Here 1 will consider the role of various national and

t



international actors in producing continuity and change, the historical,
institutional and structural context in which they operate, as well as the role of

power, interests and ideas.

The selection of the cases of the Czech Republic and Hungary for this
comparative analysis presents some distinct advantages. On the one hand, they have
similar basic characteristics, which allows for a sensible comparison. The two
countries have an almost identical population size, about 10 million, as well as
geographical location, at the heart of Europe, and on the western extreme of the
former state socialist bloc. Also, within the group of CEE countries, they both belong
to the upper segment in terms of per capita Gross Domestic Product (GDP), even
though this has historically been higher in the Czech Republic than in Hungary. In
addition, both have recently become members of the European Union (EU).

On the other hand, at the start of the process of post-socialist transformation
the two countries differed markedly in terms of actors, institutions and structures,
outcomes of quite distinct histories. A full historical account will be presented in
chapter 2; here it suffices to point out that in 1989, Hungary was the main examples of
reformed state socialism while Czechoslovakia was a main example of more orthodox
state socialism. This concemed the economies of the two countries in general and
more in particular their labour market regimes. In addition, also their longer-term
historical trajectories were markedly different as we will see in chapter 2.

The comparison of the Czech Republic and Hungary thus allows for the
analysis of the creation of post-1989 capitalism in two diverse historical, institutional
and structural contexts. Since 1989, dramatic changes have occurred in the labour
market regimes in the two cases, as will be shown in the subsequent chapters. Indeed,
the labour market has been at the very heart of post-socialist transformation. This, on
the one hand, because of its fundamental importance in the creation and functioning
of the newly capitalist economies and their achievements in terms of economic
growth, competitiveness and efficiency. On the other hand, because of its pivotal
importance in terms of labour standards, social exclusion, and income distribution.

The comparison of two cases of course raises questions conceming the
generalisability of the results of the study, to what extent conclusions drawn on these
two cases can be extended to other cases. My claim here is however not that the

conclusions that will be drawn about the nature of the labour market regimes in the



two countries and the factors explaining the course of change of labour market
institutions can simply be extended to other (post-socialist) countries. Rather, my
intention is to construct an analytical model to study the two cases and see how it
manages to cope with them, If it works well, this would suggest that it could be
applied usefully to other cases as well. The conclusions on the two cases can then also
be used to generate hypotheses on other cases.

In the following sections, I will discuss the above-posed questions, their
theoretical background, and their operationalization in detail. In section 1.2 T will
define and operationalise the labour market regime concept. In section 1.3, I will
provide a critique of the mainstream approach to the study of post-socialist
transformation and will discuss the various elements of my alternative analytical
model based on the key insights of the different variants of neo-institutionalism. In the
last section of this chapter (1.4) I will then present this model and outline the

analytical strategy 1 will follow in the rest of this study.

1.2 Labour market regimes

As mentioned above, one of the two main questions this study aims to address
concerns a comparative analysis of the labour market regimes that have been
emerging in the Czech Republic and Hungary since 1989. To this effect, I will explore
the ways in which the two labour market regimes have evolved after the demise of
state socialism, and will present a detailed account of the state of the two cases at the
beginning of the 21* century. In the present section, I will outline the way I set up the
analysis of the two labour market regimes.

A labour market regime comprises the labour market institutions — rules and
regulations — that regulate or co-ordinate labour market action, the actors (or
organisations) that create and uphold these institutions, as well as the structural
features of the labour market, i.e. employment and unemployment rates, the incidence
of various types of employment, working time patterns and wage levels. Labour
market institutions constitute the central subject of the present study and it is the
change in these institutions in the period 1990-2002 that I aim to explain. Labour
market institutions constrain and discipline social actors by placing boundaries on
agency, and, at the same time, facilitate social action by reducing social complexity

and increasing predictability. In this way, they set the ‘rules of the game’, and provide




stability and predictability. My analysis centres on the concrete forms labour market
institutions take, that is, on employment-oriented economic and social policy, labour
market policies, wage policy, labour legislation, and collective agreements.

Labour market institutions exist by the grace of actors producing, maintaining
and enforcing them. Together they form the system of labour market governance, that
is, the entirety of institutional arrangements — including rules and rule-making agents
— which co-ordinate or regulate labour market action.! The actors I focus on in this
study are the state, trade unions and employers, as well as intemational actors, in
particular the EU and the IMF. In particular, I will spell out how and why the state,
trade unions and employers, as well as international actors like the EU and the IMF,
have influenced (or attempted to influence) such regulations, policies and agreements,
and through these, the functioning of the labour market in terms of the creation and
destruction of employment, labour market flexibility, or the content of the employer-
employee relationship.

My analytical strategy to answer this first main question is closely linked to
the political and ideational context in which the post-socialist creation of capitalism
has taken place. As will be discussed in more detail in chapter 3, in the 1990s, the
global debate on economic governance in general, and labour market governance in
particular, was to a large extent dominated by the neo-liberal discourse proclaiming
the superiority of market governance. Within this context, in particular in the early
1990s, post-socialist transformation was by many observers deemed to be largely a
process of market making, of replacing state-dominated governance regimes by
market-dominated governance regimes. Although, as I will argue later, picturing the
building of capitalism in CEE in this way is unproductive, because of its political and
discursive importance I will use it as a backdrop for my analysis.? I will start from the
ideal-type neo-classical market economy, a social order in which economic processes
are exclusively co-ordinated by market mechanisms, and will set out to determine to
what extent the two labour market regimes in the Czech Republic and Hungary are at

variance from this ideal type.

! This definition is inspired by the governance school. The governance school studies the way
economic action is co-ordinated through a series of coexisting modes of governance, ranging from the
state and the market, to micro-hierarchies (firms, organisations), networks, associations and community
(see e.g. Crouch 2003; Hollingsworth and Boyer 1997 Le Galés and Voelzkow 2001; Hollingsworth,
Schmitter and Streeck 1994).

*My approach here is similar to that of Streeck (2001) who uses ‘standard’ or “liberal’ capitalism as an
ideal type and backdrop for his study of the ‘non-liberal” capitalisms of Germany and Japan.



Two things have to be specified here: what exactly is an ideal-type neo-
classical labour market in institutional terms; and how can we analyze the extent to
which the two really-existing labour markets vary from it. As far as the ideal-type
neo-classical market is concerned, instead of understanding this, as common in
economics, as a situation of full competition in which the behaviour of rational self-
interested individual actors is guided by the mythical ‘invisible hand’, with all its
problematic assumptions concerning the economistic model of action of the homo
economicus, 1 would rather depict an ideal-type market as a particular institutional
context or a specific system of governance. This consists to a large extent of a state
that, ultimately through its monopoly on coercive power, guarantees the maintenance
of an institutional or regulative environment in which individual actors can conclude
contracts with a content to be determined exclusively by these same individual actors,
and that guarantees the fulfilment of these contracts.” An ideal-type market is then not
a situation where the state is absent or of little importance, but one where the state has
a very specific part to play. Such a market per definition lacks any other type of
collective actors like employers’ associations, large enterprises or trade unions.

An institutional definition of the market helps to make the point that
capitalism does not equal ‘market economy’, and helps to clarify that the contrasting
of market governance with the other modes of co-ordination does not mean that
market governance is deemed superior or is understood to be the ‘fundamental’ or
‘natural’ mode of governance of capitalist societies. Indeed, the market is socially
constructed and does not represent a separate realm, the economic, that s distinct
from the social (Krippner 2001).

To determine how the two labour market regimes vary from such an ideal-type
regime then becomes a matter of exploring what the role of the state, unions,
employers and their associations, and international actors in the labour market is, and
how they, through policies, legislation and collective bargaining, influence the
creation and destruction of employment, labour market flexibility as well as the
content of the individual employment relationship. This then requires the analysis of

the development of the following set of labour market institutions:

3 This definition resembies a Northian market. Where we are at difference. however, is that North
places rational maximising agents within this institutional context, while I see agents as purposcful but
not necessarily as maximisers.




- Employment and labour market policy (the way employment objectives
play are incorporated in the conception of broader economic and social
policy; active and passive labour market policies).

- Wage policy (minimum wage policy, state wage control; tripartite
agreements on minimum and maximum wage increases).

- Labour legislation (basic rights and obligations; regulations
circumscribing the individual employment relationship in terms of
employee protection, working time regulations and wage determination).

- Collective agreements (the coverage of collective agreements as well as
the content of collective agreements in terms of wages, employee
protection and working time regulations).

It also requires the analysis of the role of the following set of actors in the creation
and maintenance of these labour market institutions:

- The state

- Trade unions

- Employers’ organizations

- Intemational actors (in particular the EU and the IMF)

It is important to underline here that particular modes of governance can often only
perform their function by virtue of the existence of other forms of governance. As
mentioned above, markets cannot exist without the state or regulators like the EU
guaranteeing a particular institutional environment. Even more so, and of particular
significance in the former state socialist countries, the state or intemational
organisations may well be the market’s main promoters, the United Kingdom under
Thatcher or the reform programmes promoted by the IMF around the globe being
cases in point. Also, modes of governance are not substitutes for each other (as often
implied by state-versus-market-type debates). When the state promotes market co-
ordination through the creation and maintenance of conditions for markets to function,
this does not result in the retreat of the state or a declining importance of state
govermnance. One may rather want to see this as a redefinition of the role of the state.
The analysis of modes of governance is then not so much a question of ‘how much’ of
each mode of governance, but rather of what form do the different modes of
governance take and what institutional environment results from their co-existence

and interaction.



Finally, it is important to point out that the formal existence of a governance
mechanism does not necessarily mean that is actually govéms the type of action it is
intended to govern. Or: there may be a difference between a formally conceived mode
of governance (let’s say a law) and the mode of governance that actually governs
certain types of relations, exchanges or activities. The simplest example here would
be regulations concerning taxes or social contributions which are not respected.
Another example would be an employer who decides to increase wages above the rate
agreed in a Social Pact or General Agreement. In more general terms, such events can
be understood as instances of ‘governance failure’, the failure of a given mode of
governance that is supposed to co-ordinate certain types of action to actually do so.
Indeed, any type of govemnance is necessarily incomplete (Jessop 1998).

Apart from labour market institutions and actors, a labour market regime also
comprises labour market structures. Actors try to influence these structures through
the configuration of labour market institutions, i.e. by imposing standards or
providing incentives. Also, the institutional and structural dimensions of labour
market regimes give meaning to each other and can therefore not be properly
understood independently. For example, low employment protection means
something different in a labour market where unemployment is high than in one
where it is easy to find new employment. In addition, they mutually influence each
other: actors will create institutional arrangements to pursue certain types of labour
market structures; at the same time, developments in these same structures provide
feedback to these same actors, and may prompt them to attempt to make changes in
labour market institutions.

To compare the state of the two labour markets at the start of the 21" century,
in chapter 8 I will provide an analysis of labour market developments since 1989,
including developments in aggregate employment and unemployment, the structure of
employment, and wage developments. At the heart of this comparison are three sets of

indicators:

- Employment (employment and unemployment rates).

- Wages (growth rates).

- Precariousness and flexibility (expressed in the incidence of the various
types of standard and non-standard employment and working time

patterns).




Figure 1 pictures the elements of a labour market regime as well as the interaction
between them. Throughout the rest of this chapter I will further develop this figure,

introducing a number of additional elements.

Figure 1: Labour market regime

ACTORS INSTITUTIONS
STRUCTURE
State Employment
and labour Employment
Trade unions market policy
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1.3 Studying institutional change

The second question I want to address is how to understand the configuration of
labour market institutions at a particular point in time, as well as the change they have
experienced since 1989. Hence, the central box in the above outlined figure is my
independent variable in the analysis. Change has been dramatic as state socialism was
abandoned and capitalism embraced, and has included radical innovation of labour
market institutions. In the present section I will develop the analytical model to be
applied in subsequent chapters to my two cases. I will start with a brief critique of the
most commonly employed models of analysis, and will then outline my own model,

drawing mainly on neo-institutionalist approaches.
Post-socialist modernization theory

The analysis of societal change in the former state socialist countries has been

dominated by a set of closely related approaches which one way or the other start



from the assumption that capitalism is a single order, in which differences between
national institutional and structural characteristics are of little importance and bound
to disappear. These approaches can possibly be characterized best as the post-socialist
version of modernisation theory (Burawoy 1992; Arnason 2000). Here I will offer a
brief critique of the claims and assumptions of this approach, since, given its
prominent place in the study of post-socialist capitalism, it inevitable serves as a point
of reference for my own analysis.* This also because of its important influence on the
perception of some of the main actors in my two empirical cases of what would be
appropriate and feasible ways of reform after 1989.

Post-socialist modernization theory centres on the idea of the inevitable,
logical and relatively unproblematic transition of inferior state socialism to superior
democratic capitalism. This optimistic imitation concept is voiced by the majority of
CEE elites, their Western counterparts and the international financial institutions
(World Bank 1996; Lipton and Sachs 1990, Aslund 2002). It follows a binary logic
and see change as a transition, going from one extreme, inefficient socialist systems,
to the other; efficient modern capitalism (Alvater 1998: 592). Ironically, it shares this
binary ‘there-is-no-alternative’ logic with the early Marxist tradition, which
introduced the concept of transition to indicate the inevitable process of transition to
communism (Guilhot 2002). Many of its proponents have optimistically asserted that
after a brief journey through the ‘valley of tears’ there would be a bright future for the
newly capitalist countries (Barr and Harbison 1994, Sachs 1993). And, as Sachs
(1993: 5) explains, it derives its optimism from ‘.. the fact that the endpoint is so
clearly discerned’. The only possible obstacles would be political ones, in particular
the exploitation of the short-term costs of the move to capitalism by populists or old
communists nomenklatura to produce stalemates and non-reform.

Modern capitalism, in this view, is to be pursued through the adoption of
Western political and economic structures, institutions and practices which have
shown their value. To illustrate this, let’s consider two quotes, one from Janos Kornai

and the other from Jeffrey Sachs:

* For more extensive critiques from of variety of points of view sec, among others. Burawoy 1992:
Altvater 1998; Stark and Bruszt 1998; Pickles and Smith 1998; Burawoy and Verdery 1999, Vedemik
1996; Amsden et al. 1994,
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It would be desirable for the structure of society to resemble in its main features the
structure of the most highly developed capitalist countries. A broad stratum of
independent, autonomous business people and entrepreneurs should emerge.... All
this transformation in the structure of society should be coupled with the
modernisation of production and the other activities of society, through the spread of
up-to-date technologies and life styles (Komai, 1995).

Poland’s goal is to be like the states of the Europcan Community. Although there are
many sub-models within Western Europe, with distinct versions of the modern
welfare state, the Westen European economies share a common corc of capitalist
institutions. It is that common core that should be the aim of the Eastern European
reforms (Sachs 1993: 5).

Such views have some resemblance to Parsons’ theorizing and his over-socialised
view of agency (Parsons 1967, 1971). In his analysis, Western societies, first Europe
(starting in the 17" century) and later, in the 20th century, the US, have shown a clear
superiority over the rest of the world. This superiority is rooted in their structural
characteristics, which confer on their possessors an adaptive advantage far superior to
the structural potential of socteties lacking it (Parsons 1967: 520). Agency is of
relatively minor importance here and is expected to act out the script presented by
structure. Hence, similar structure leads to similar outcomes and social and economic
differences between societies depend on society-internal factors. Accordingly, less
successful societies, or, in the present study, post-socialist countries, should model
themselves on the ‘superior’ societies, that is, those with a high GDP or income per
capita.

At the same time, these views support the neo-classical claim that more market
means more efficiency, which then leads to more prosperity. This is so, because the
main institutional features their advocates promote, those they consider to be the core
institutions to be taken over, are those of the ideal-type market, claimed to be at the
basis of the success of the most ‘advanced’ countries. Such an institutional context
will then allow a decisively under-socialised agency to fulfil its mission of self-
interested rational maximiser, resulting ultimately in optimal aggregate efficiency and
prosperity.

Paradoxically, then, the over-socialised and under-socialised views of agency

lead up to very similar prescriptions of how to shape the transition of state socialism
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to capitalism. This is so because both consider the relation between structure and
agency to be relatively straightforward and unproblematic, even if they do soin a
completely opposite way. As I will argue below, these conceptions are extremely
problematic because they ignore the continuous interaction between structure and
agency we observe in the real world. What is more, they often assume a functionalist-
evolutionist type convergence on a superior model, as, through a sort of ‘institutional
Darwinism’ (Schmid and Schémann 1994: 9-10) more efficient modes of societal and
economic organisation replace less efficient ones, and transhistorical progressive laws
force their inherent logic on social development (Sewell 1996: 247; see also Kitschelt
et al. 1999b). The assumption of ever-increasing efficiency then leads many to take
the ideal-type market as the future situation towards which conversion is moving,

A specific branch of the modernizationist approach is the structuralist
approach (e.g. Blanchard et al. 1991). The structuralist view focuses not only on the
end point but as well on the starting point, and in particular on the economic
structures and conditions in a country at the start of the post-socialist era. The strictly
modernizationist version of the structuralist view argues that the starting position
determines the need for reforms, derived from the extent to which it differs from the
end point. This also indicates if more or less radical reforms are needed, and if, next to
the ‘necessary’ economic reforms there is space for some social measures as well.
There is also a more open-ended structuralist perspective which does not necessarily
sees a predefined endpoint but rather argues that economic structures and conditions
are a major explanatory factor in understanding post-socialist developments (e.g.
Greskovits 2003).

Following a similar line of argumentation, it is often claimed that countries
facing similar external pressures are tnevitably forced to respond to such pressures in
largely similar ways. Examples used here include the 1970s oil crises, the process of
globalization, or, more particular to the countries central to this study, the entry into
global capitalism after decades of state socialism and the demands stemming from EU
accession. Again, the imitation of successful countries would then lead to similar
success.

Such teleological explanations, despite their popularity, suffer from serious
problems. Firstly, they see the development of societies as following a pre-established
path and hence largely cancel the role of history, of contingency, and of agency. Also,

they assume that the introduction of the same model into strongly different historical
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contexts does not essentially affect its meaning and functioning, which, again, is
highly problematic as I will show below. The implication for the analysis of change of
these approaches is that this in the end boils down to determining to what extent the
superior model has been imitated adequately, and what the obstacles are to proceed
with further imitation.

Another problematic aspect of these views is that their ‘superior’ model in
practice comresponds to a highly simplified representation of one or more country
cases deemed to be at the vanguard of social and economic development. In the early
1990s, this concemed above all the United States, pictured as an almost exclusively
market-based and deregulated society and the real-life representation of the abstract
neo-classical economic model, to be imitated by the former state socialist countries.’
Indeed, in the first half of the 1990s, many Western as well as CEE political and
academic elites adhered to the Washington consensus’ neo-liberal discourse of
marketization through ‘de-regulation’ and the downsizing of the state, macro-
economic stabilization, privatisation, and liberalization of prices and trade.

Later in the decade, the European Union took its turn as the central model of
reference, and again a simplified representation, the Acquis Communautaire, is
presented as the proper way to make capitalism and become like the EU countries.
Only this time making capitalism is not so much about ‘de-regulation’ and reducing
the role of the state but rather about increasing the state’s regulative, administrative
and planning capacity, as well as the adoption of the tens of thousands of regulations
produced by Brussels (Bruszt and Stark 2003). As the authors aptly put it, ‘Whereas
the Washington Consensus offered recipes for getting the prices right, the
prescriptions for European accession are about getting the rules right (Bruszt and
Stark 2003).” Both, however, promise a relatively straightforward road to success,
based on imitation,

In addition, these approaches virtually ignore the relations between societies as
well as the role of international actors. Although core-periphery theories have lost
much of their prominence in the last decades, there can be little doubt that the socio-
economic problems that a particular society faces may at least to some extent
originate in society-external factors and not only in internal factors. Such factors may

include its position in the international division of labour or the extent to which

% See chapter 3 for a discussion on the governance of Western capitalist economies, pointing out,
among other things, that this view of the US is highly oversimplified.
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external actors have the power to influence internal affairs. As to the former state
socialist countries, Janos (2000) forcefully argues that throughout the last two
centuries, including the post-1989 period, international conditions have had a
profound effect on domestic economic and institutional developments (see also Andor
and Summers 1998). He points to, for example, the perception of the ‘relative
backwardness’ characterising Central and Eastem Europe in comparison with the
West, the fortunes of the region in the structurally unstable international market, as
well as the intenational political system in which the attempts of great powers to
establish their hegemony have included direct and indirect interference with
institutional design and reform. Andor and Summers (1998) claim that the
international financial institutions already played a powerful role in CEE during the
1980s, demanding austerity measures in exchange for loans, and that these austerity
measures as well as other types of advice and pressure by Western countries
aggravated the economic crisis in’ CEE in the 1980s and thus speeded up the
bankruptcy and collapse of state socialism. After 1989, the pressure to adopt structural
adjustment type of policies coming from the international financial institutions,
Western governments, intellectuals, as well as the EU only became stronger. This in
spite of the often spectacular lack of success of structural adjustment programmes
around the globe (see also chapter 3).

Finally, there is little empirical evidence for the assumption of ever-increasing
efficiency nor for that of increasing convergence. Indeed, one of the questions at the
centre of the organisational sociology emerging in the 1970s and 1980s was how the
observed widespread persistence of inefficient organisations can be explained
(DiMaggio and Powell 1983). And, as will be discussed in more detail in chapter 3,
there is now an extensive body of literature showing that there is no generalised
institutional conversion taking place between western capitalist economies, that in
some areas we can rather observe increasing divergence, and that large and persistent
differences prevail between national models.

Hence, despite the powerful attraction of modemizationist approaches,
possibly originating in their straightforwardness and simplicity, they are ridden with
problematic assumptions, demonstrate a distinct ability to ignore real world
developments, and, consequently, are of very limited use in reaching an understanding

of the processes of change as they have been taking place in the two cases under study
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here. In the next section I will come back to some of these problems, albeit sometimes

in an indirect way, when developing a more fruitful analytical model.

A neo-institutionalist approach to the study of change

It seems to me that it is useful to start here by underwriting the principle of radical
contingency (Sewell 1996: 263). I take this to express that there is no inherent or
universal directionality to social development, that history is not efficient, that the
future is not written in the ‘genes’ of society, and that past, present and future are
products of social action. This does not mean that societies are in permanent flux, that
social change is easily accomplished or that historical changes do not display
regularities; rather, it implies that even the most durable trends of history can be
undone by contingent, unpredictable events (Sewell 1996: 264). To some extent, the
demise of state socialism in CEE serves as an example of this. While looking back
from our present vantage point this may seem to have been an obvious and
unavoidable event, still, shortly before it occurred it was almost impossible to
imagine.

Secondly, I start from the idea that social action is constrained and enabled by
the institutional context in which it takes place. Institutions reduce social complexity,
make social action to some extent predictable, and make it more likely for certain
courses of social development to materialize than others. In this way, they produce
continuity as they tend to ‘discourage’ some courses of action and to ‘favour’ others.
For example, throughout time societies may develop ‘standard’ answers to problems
of coordination and collective action, broadly accepted as legitimate and/or effective.
Crouch (1993) shows that Western European societies demonstrate remarkable
continuities over longer historical periods concerning the role societal actors like the
state, trade unions and employers’ representatives play in society and in the way they
deal with social conflict and crises. However, institutions are no autonomous and
deterministic forces, they are socially constructed and exist by virtue of their
continuous reproduction through social action as ‘In and through their activities
agents reproduce the conditions that make these activities possible (Giddens 1984:
2).” In this way, structure and agency continuously interact and reshape. Agency then

not only reproduces but also transforms the institutional context in which it is located.
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Accepting that there is no predefined end point towards which societies are
moving and that structure and agency continuously interact with each other, forces the
attention towards the question of how this interaction works and how institutional
continuity and change are produced. Here I will take a neo-institutionalist approach
towards these questions. Since the 1960s, neo-institutional analysis has claimed a
prominent place in the social sciences. Initially, it was developed as a critique of on
the one hand neo-classical theory and the rational choice school, and on the other of
behaviouralist approaches, which both largely ignored institutions. Neo-
institutionalism deals to a large extent with two fundamental issues (Hall and Taylor
1996): how to construe the relationship between institutions and behaviour; and how
to explain the processes whereby institutions originate and change. It is however not
uniform in terms of theory and method. Indeed, commentators tend to distinguish
between three separate neo-institutional ‘schools’ with quite diverse views on the
relation between institutions and individuals, as well on questions of continuity and
change: rational choice institutionalism, historical institutionalism and sociological or
organizational institutionalism (Hall and Taylor 1996; Immergut 1998; Aspinwall and
Schneider 2000).° Let me briefly summarize these approaches, drawing extensively
on Hall and Taylor (1996).

Rational choice institutionalism understands institutions to be formal rules,
procedures or norms. It takes individuals to be rational utility maximizers with fixed
preferences, who base action on calculus and for whom institutions provide a context
in which they make strategic decisions. In a functionalist way, they explain the
existence of institutions by the function they perform, in particular how they reduce
transaction costs and solve collective action problems. Institutions are assumed to be
efficient, and to show continuity because individuals are better off with than without
them, and because the price of changing may be high. Institutional change would
occur when they stop to perform their function efficiently and alternative institutional
arrangements are more efficient.

Sociological institutionalism takes a much wider view of institutions and
includes, besides formal rules, procedures or norms, also normative and cognitive
frames. These provide guidance to action; action may be rational and goal-oriented,

however, what is rational is not constant or given. Institutions are seen to express

¢ Campbell and Pedersen (2001) even add a fourth “school’ which they label discursive
institutionalism.
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shared world views and conceptions of legitimacy and social appropriateness, rather
than following from efficiency or instrumentality. This may concern the group,
organisational or national level, but also the transnational level, where ‘conventional
concepts of modernity confer a certain measure of authority on the most “developed”
states and exchanges under the aegis of international regimes encourage shared
understandings that carry common practices across national boundaries (Hall and
Taylor 1996: 17)’. Institutions produce continuity because they get internalised,
become part of the identity of individuals and groups, and because they are not easily
object of individual choice. Institutional change should then originate in changes in
preferences, in shared understandings, which can be triggered by a variety of factors
including socio-economic crises, learning, socialisation, and the transmission of
cultural practices. Change does however not take place in an institutional vacuum but
in a situation where there are already institutions present, which structure the views of
innovators who may borrow from existing institutional templates elsewhere.

Historical institutionalism uses both calculus and culture, and argues that not
just the strategies but also the interests and goals actors pursue are shaped by the
institutional context. It starts from the premise that human decisions are sticky and
create a web of rules and patterns of behaviour which essentially ‘regularise’ human
conduct in such a way that certain options, choices or preferences are not entirely
viable (Aspinwall and Schneider 2000). The focus is on the ways prior institutional
commitments condition further action, limit the scope of what is possible and cause
agents to redefine their interests. Key to historical institutionalism is the notion that
institutions structure conflict and privilege certain views and interests over others.
Institutions reflect asymmetries of power and power relations are a central issue.
Historical institutionalists claim that alternative institutions will generate distinctive
outcomes and distinct national trajectories. Indeed, institutions are seen to be
relatively persistent and one of the central features pushing historical development
along a set of ‘paths’. Institutional change then originates in external shocks, shifting
power relations, or in the factors highlighted by the other two approaches. Historical
institutionalism also has room for non-institutional elements like socio-economic
development as causal forces.

What use are the different approaches proposed by these three ‘schools’ to
explain the state of and changes in the labour market institutions of the Czech

Republic and Hungary? Instead of ‘taking sides’ in the neo-institutionalist debate and
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placing myself within one of the three ‘schools’, below I will consider what potential
contribution their key insights can provide to my analysis. Indeed, as I will argue
below, it is only by combining the various approaches that we can come to a fairly

complete understanding of post-socialist institutional change.

Ideas and institutional change

Of key importance to understanding post-socialist labour market institutions
are the ideas that actors hold on what is legitimate, desirable, or acceptable, and on
cause and effect relationships. A growing body of research underscores the
importance of ideas, i.e. normative and cognitive frames, in producing institutional
continuity and change.” Indeed, the demise of state socialism and emergence of
capitalism in CEE as such can among other things be viewed as a dramatic change in
the dominant ideas on what is legitimate and what ‘delivers the goods’. Let’s briefly
consider the relation of ideas to labour market institutions.

Normative frames point to basic norms and values, to ideas concerning the
‘good society’. There are a variety of views on what legitimate and socially
acceptable ways of shaping society and the economy are, how the economy is
expected to contribute to social goals, and to what extent there is a collective
responsibility for individual wellbeing. Such considerations constitute the basic
legitimating principles underlying action. For example, while some will emphasize
the central role of the individual in the development of society, others will give
priority to principles like social citizenship or equality. Such principles may originate
in national or group traditions and values, and will be reflected in labour law, labour
market and wage policy, or collective bargaining practices. They also exist at the
international level, and may be codified in international human rights, EU directives
or international labour standards. An interesting example is Polanyi’s (1985 [1944])
assertion that labour is not 2 commodity, which leads to normative considerations on
how to deal with labour in a socially acceptable manner. The demise of state socialism
was rooted in a rejection of some of the basic values it had come to represent,
including the lack of individual freedom and the lack of democracy. These were

indeed, albeit in varying ways in different countries, reflected in the way the labour

” For an overview of the literature in this ficld. sce Campbell (2002). For a good discussion of the role
of ideas in institutional change, see Blyth (2002),
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market was institutionalized (see chapter 2). The subsequent systemic reforms were
guided by a different set of ideas, and, as I will discuss in subsequent chapters, these
have again been reflected in labour market institutions.

Cognitive frames concern ideas of what are valid principles and strategies to
achieve socio-economic objectives. In the present context, this refers to the variety of
understandings of what the sources of efficiency, productivity and prosperity are, and
what the corresponding role for the different modes of governance should be. Where
mainstream economics propagates the view that more market regulation leads to
higher efficiency and, ultimately, to higher prosperity for all, there is a ever-increasing
range of critiques on this view. These are often built on the notion that non-market
institutions may well be more rational in efficiency terms than market institutions, as
adequately captured in the concept of beneficial constraints (Streeck 1997). They
stress that non-market institutions do not only constrain (in the negative sense)
economic action and efficiency, but that they also enable certain types of action,
which may result in the end in higher efficiency. Cognitive arguments may also point
out that functional equivalents may exist to achieve competitiveness or flexibility
(Schmid and Schémann 1994), that different types of competitive strategies or types
of flexibility may require different institutional environments (Hall and Soskice 2001,
Regini 2000a, 2000b), or that social policies may have important stabilizing effects on
the economy. Again Polanyi is an inspiration here, since he pointed out that attempts
to expand market governance to every aspect of the labour market is not only socially
unacceptable but also theoretically unsustainable. Similarly, Sengenberger (1994)
argues that labour standards do not only have a normative rationale but a cognitive
rationale as well, since they may help to increase productivity and efficiency. For
example, strict employment protection legislation may not only be considered in a
normative fashion to provide faimess and basic security to employees, it may also
force employers to adopt a longer-term time horizon for human resource development
and encourage cooperative labour relations or intemnal flexibility, which may then lead
to increases in overall productivity, efficiency and competitiveness (ibid.;
Buechtemann 1993).

Normative and cognitive frames together make up the third order of Peter
Hall’s policy paradigm (Figure 2), ‘... a framework of ideas and standards that
specify not only the goals of policy and the kind of instruments that can be used to

attain them, but also the very nature of the problems they are meant to be addressing
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(Hall 1993: 279).” They set out the basic values that guide policy making conceming a
particular policy field (e.g. a right to employment or not, collective or individual
responsibility for obtaining employment and income), as well as ways to
operationalise these (e.g. the promotion of employment growth through demand or
through supply measures, income maintenance of unemployed). These may stem from
ideas on social rights, as well as from ideas conceming the efficiency gains related to
the stability of purchasing power or of facilitating the search for new employment.
The second order in this paradigm consists of the range of basic instruments
considered to be legitimate and effective in pursuing these goals (e.g. the use of a
minimum wage or of unemployment benefit schemes). The first order refers to the
specific settings of instruments (e.g. the relative importance of active and passive

labour market policies, the level of unemployment benefits or of the minimum wage).

Figure 2 Hall’s policy paradigm

3. Normative and cognitive frames

b

2. Basic instruments

b

1. Settings

If we translate Hall’s policy paradigm to goal of the present study, i.e. the
study of the change of labour market institutions, this means that normative and
cognitive frames (third order) form the basis for their considerations concerning what
labour market institutions — rules and regulations — (second order) are appropriate or
effective, and what the specific characteristics of these institutions should be. Third
order change, i.e. changes in ideas, would then lead to second and first order change.
However, first and second order change are possible even if the third order remains
the same.

In addition, it seems appropnate to include the concept of fourth order change,
which takes place at the systemic level, i.e. from capitalism to state socialism and

from state socialism to capitalism. In principle, systemic change can then be translated
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into a variety of normative and cognitive frames, which will influence the perception
of actors of the existing institutions and the desire (or non-desire) to adjust these. In
this study 1 will discuss what the ideas actors have been developing in the Czech
Republic and Hungary as far as labour market institutions are concerned, for a longer
historical period, but in particular for the post-1989 period. In this way, I will show
that changes in normative and cognitive frames are essential factors in reaching an
understanding of the development of labour market institutions over time. Indeed,
changes in normative and/or cognitive frames over time have resulted in profound
institutional change.

An important role in the change of ideas is played by two intemational
dimensions of change, which have been of great significance for the way the two
cases have developed since 1989, as well as before the breakdown of state socialism.
One is what we can term the international ideational context, that is, the totality of
available ideas, which functions as a source of templates and strategies for national
actors. Some of these more than others are normatively sanctioned (DiMaggio and
Powell 1983: 148) and hence more likely to be adopted by national actors, for
example because they are widely accepted to be legitimate (e.g. international human
rights and labour standards), or because they are interpreted as having proved their
value in terms of e.g. promoting economic or employment growth.

The other is that there are a number of international actors that in one way or
the other aim to promote or impose their favorite model for adoption in CEE, making
use of arguments as well as positions of power. The main international actors I will
consider here are the IMF and the EU, which have used their perceived legitimacy as
well as their powerful position towards the CEE countries to impose projects of
institutional reform that reflect their ideas.

Both these dimensions to a large extent fit DiMaggio and Powell’s model of
institutional isomorphism, referring to processes of institutional homogenization in
which ‘receiving’ organizations adopt institutions through three types of mechanisms
(DiMaggio and Powell 1983): (1) coercive isomorphism, (2) mimetic isomorphism,
and (3) normative isomorphism. Coercive isomorphism results from both formal and
informal pressures exerted on organisations by other organisations on which they are
dependent and by cultural expectations in the society within which they function. For
example, the pressure exerted by the EU or the IMF to adopt certain models,

combined with the dependency of the candidate countries wanting to join the club or
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in need of loans on these organisations, fits this definition. Mimetic isomorphism
refers to uncertainty encouraging mimicking. Actors confronted with uncertainty over
how to respond to a particular problem or situation may try to imitate models
perceived as successful. In post-1989 CEE, politicians and policy makers have
experienced enormous uncertainty over what labour market institutions to pursue and
we may expect that they have engaged in mimicking to a significant extent to deal
with this uncertainty. Normative isomorphism is associated with professionalisation,
that is, the collective struggle of the members of an occupation to define the
conditions and methods of their work as well as a cognitive base and legitimation for
their professional autonomy. This is closely related to social learming and norm
transmission, and could in the present case be applied to the interaction between a
variety of CEE professionals and policy makers on the one hand, and their western
counterparts as well as the endless stream of advisors and consultants that have
flooded CEE since 1989 on the other. An interesting example of this would be the
rapid emergence of western-style central banks in CEE, which, according to Johnson
(2002), is to an important extent due to the intensive efforts of a transnational or
epistemic community of central bankers in Western Europe and North America,
mainly through active and extensive training and technical assistance efforts, and
leading to a convergence in economic ideologies, basic techniques and practices, and
internal organisational frameworks in CEE central banks.

A major weakness of DiMaggio and Powell’s model of institutional
isomorphism, however, originating both in the authors’ fascination with what they
perceived as increasing homogenisation of organisational features around the world,
as well as in their model of action in which actors are mere followers of cultural
norms or institutional rules, is that they present institutional isomorphism as a one-
way and fairly mechanical process. However, as Eyal (2000: 52-53) points out, it
would be a mistake to regard Central and Eastern European actors simply as recipients
of Western ideas and models, subject to a simple ‘diffusion’ from the core to the
unsuspecting periphery. Their adoption of such ideas, templates and strategies is often
selective, incomplete and subject to reinterpretation, and they themselves are part and
parcel of the process of bricolage through which ideas are assembled from elements
coming from various parts of the world. For example, the revival in the late twentieth
century of the discourse of civil society, originally a eighteenth century West

European invention, started largely in Central European opposition circles: ‘Polish,
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Hungarian and Czech intellectuals ... have reinvented civil society and provided the
concept with some of the essential elements one finds today in neo-liberal doctrine
(Eyal 2000: 52).” Hence, the three mechanism presented by DiMaggio and Powell can
all be assumed to be of some relevance to the present study, but only if considered in
an interactive sense rather than in terms of a one-way transfer. This also means that
diffusion does not necessarily lead to as much isomorphism and homogenisation as
the authors suggest (Campbell 2002: 31) and that their expectation of ever-increasing
convergence is misplaced.

Phrasing it differently, Jacoby points out three immediate difficulties
concerning simple transplantation or imitation: ‘the perception (and possible
misperception) of foreign models, political disagreements about their desirability, and
difficulties in implementing foreign-inspired practices and designs (Jacoby 2002: 130,
emphasis in the original)’. Contradicting the convergence thesis of the isomorphists,
he also underlines the often-observed fragmentation of the process of institutional
transfer as well as the uncertainty of its outcome. Finally, he makes a difference
between formal, at-the-surface similarities (or differences), which may lead to an
over-appreciation (or under-appreciation) of the role of Western models, and real
effects under the surface. For example, the transposition of the acquis communautaire
by CEE countries striving for EU membership may be to a large extent symbolic
rather than really affecting national practices.

Complementary to these observations, as will be discussed in more detail
below, is the assertion that at no point in time can there be such a thing as an
institutional or ideational vacuum, hence, external ideas and templates will necessarily
be confronted with others that have been around for longer in the domestic context.

From the above it becomes clear that, while normative and cognitive frames
are necessary elements to explain the configurations of and changes in the labour
market institutions in the countries under study, they are not sufficient. In any society,
multiple normative and cognitive conceptions can be assumed to co-exist
simultaneously, even though not all of these will find their expression in the society’s
institutional set-up. Also, each given normative and cognitive frame can be the basis
of multiple institutional configurations. Or: a dominant model is not an exclusive one
and, as mentioned before, there is no deterministic relation between ideas and
institutions in the sense that we cannot read the latter from the former. Additionally,

different paradigms may co-exist within a given society and no homogeneity or
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coherence has to be assumed (Crouch and Keune 20035; Keune with Kiss and Toth
2004). For example, while post-World War Il Britain was largely dominated by neo-
corporatist Keynesianism, this domination was not complete. The financial sector
stood outside this paradigm and followed a neo-liberal path alongside the Keynesian
mainstream long before neo-liberalism established its dominance in the 1980s
(Crouch and Keune 2005). Hence, we have to bring 2 number of other elements into

the picture.

Power and interests

Competing frames as well as competing ways to operationalize them will be
sustained by different actors and can be subject of mobilization and
instrumentalization (Surel 2000). Hence, a dominant paradigm, as well as the ways it
is operationalized, will to a greater or smaller extent be contested and can become a
source of conflict, which may lead to more of less profound adaptations. Asymmetries
in resources and institutional positions may allow some actors to impose their views
on others, and the paradigm that is dominant at some point in time may well have the
support of only a minority. The outcome of contestation and conflict will depend
‘...not only on the arguments of competing factions, but on their positional
advantages within a broader institutional framework, on the ancillary resources they
can command in the relevant conflicts, and on exogenous factors affecting the power
of one set of actors to impose its paradigm over others (Hall 1993: 280)’. Indeed, in
principle, ideas can impose themselves by virtue of their persuasiveness, i.e. almost
independently of the power of their proponents. However, they will often depend for
their influence on the institutional positions, resources or mobilization capacity of
mobilizing agents. Hence, conflicts as well as shifts in power relations may lead to
relative shifts in the dominance of ideas or in the reconciliations of different ideas
through compromise, and hence to institutional change.

This leads us to the question of the relation between ideas and interests. Actors
do not only ‘play out’ the normative and cognitive scripts inherent in normative and
cognitive frames, but also pursue particular goals and interests as individual or
collective actors. For example, while trade unions often operate within the context of
a normative discourse proclaiming solidarity and social justice, they are typically also

seen as representing or defending the interests of their members. The neo-corporatist
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literature (Schmitter and Lehmbruch 1979; Lehmbruch and Schmitter 1982; Molina
and Rhodes 2002) would argue that it largely depends on the way interest
representation is structured (centralised or decentralised collective bargaining, unified
or divided union movement, etc.) if they will be successful in this respect. In more
broader terms, historical institutionalists often tend to focus on ‘... the whole range of
state and societal institutions that shape how political actors define their interests and
that structure their relations of power to other groups (Thelen and Steinmo 1992: 2)’.
Again, institutions are seen to structure the confrontations between actors but this time
confrontations concern interests instead of ideas. The underlying assumption of many
(though not all) of those identifying with historical institutionalism is that action is
driven by strategic actors pursuing their material interests. Obviously, this is not
easily reconcilable with the above-discussed notion of normative and cognitive frames
‘guiding’ actors, and they are often treated as being mutually exclusive. However,
when we observe processes of institution building and policy making both seem to
have their merit, not so much as alternative explanations for the same processes or
outcome, but rather as complementary accounts. Several attempts have been made to
reconcile the two views. Surel (2000: 501), over-simplifying the issue, suggests that
maximizing behaviour and the rational pursuit of objectives only takes place at the
level of Hall’s first order, but that the determination of these objectives is
fundamentally linked to cognitive and normative frames. Hall and Taylor (1996)
suggest that ideas are antecedents to instrumental action, and are mediated by power

relations. And according to Fritz Scharpf:

‘Policy, by definition, is intentional action by actors who are most interested in
achieving specific outcomes. Thus, unlike in some types of sociological theory, we
cannot assume that they will merely follow cultural norms or institutional rules. We
also cannot assume, however, as is done in neoclassical economics or in the n¢o-
realist theory of international rclations, that the goals pursued or the interests
defended arc invariant across actors and across time. Rather, we know that actors
respond differently to external threats, constraints and opportunities because they may
differ in their intrinsic perceptions and preferences but also because their perceptions
and preferences are very much shaped by the specific institutional sctting within
which they interact. ... Thus, at the most general level, we need a framework that
conceptualises policy processes driven by the interaction of individual and corporate

actors endowed with certain capabilities and specific cognitive and normative
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orientations, within a given institutional setting and within a given external situation
(Scharpf 1997: 36-37).’

Scharpf (ibid.) suggests that to understand actors’ preferences and action as
such, it is useful to consider preferences as having four dimensions: basic self-interest,
normative role orientation (normative expectations addressed to the occupants of
given positions), identity (selective self-description combining specific interests and
norms), and interaction orientations. To return to our example of trade unions, this
allows us to see them as simultaneously (i) representing the material interests of their
members; (ii) adjusting their strategies according to the institutional context in which
they function; and (iii) advocating policies that they consider would further objectives
related to basic union values like social justice and equality. The importance of each
of them would depend on the specific issues under discussion and the specific
moment in time. For example, they will differ when discussing issues of macro-level
socio-economic policy or enterprise level collective bargaining. It also allows us to
see the state at some point as the expression of the prevailing norms and values in a
society at large, at another as the expression of the norms and values of the governing
political parties, and at yet another as being captured by specific economic interests.

Distinguishing between these different dimensions of ideas and interests
remains a problem however, for what some will see as value-driven, others may
interpret as interest-driven. I will deal with this in a practical way in the coming
chapters, not so much by deciding a priori how things are supposed to work, but by
showing what factors underlie the development of labour market institutions. To do
so, I will concentrate on the interaction between the four actors identified earlier as
the main actors in the labour market regime, i.e. the state, trade unions, employers’
organizations and international actors. I will discuss to what extent their interests and
ideas in relation to labour market institutions have been coinciding or conflicting.
Also, where ideas and interests do not coincide I will discuss to what extent the
different actors have been able to influence labour market institutions. I start from the
assumption that this influence is mediated by the power relations and patterns of
interest representation that shape the relations between these actors (Figure 3).

Concerning power relations and patterns of interest representation, there are a
variety of views on this issue in the literature, which generally single out one of the

actors, or a particular configuration of actors, as being dominant in post-socialist



institution building and policy making. For example, Bruszt (1995) and Stark and
Bruszt (1998) for Hungary and Leff (1997) for the Czech Republic have highlighted
the étatist character of decision making on reforms, a result of attempts by the state to
insulate such decision making from society. In addition, it has been argued that this
dominant state has been a vehicle forwarding the ideas and interests of certain elite
groups, in particular the former nomenklatura and/or managers of state enterprises.
lankova and Tumer (2004), lankova (2002; 1998) and Orenstein and Hale (2001)
rather stress the emergence of various kinds of neo-corporatism in CEE, seen as an
institutional solution or experiment aimed at dealing with an uncertain and potentially
explosive social environment. Even though they recognise the dominance of the state
and the generalized weakness of employers’ organizations within the corporatist
arrangements, they argue that neo-corporatist elements have been of crucial
importance in smoothening out differences between the state and the social partners,
and in maintaining social peace against the odds of radical social change and deep

economic decline.

Figure 3: Actors, actor relations and labour market institutions
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Again others suggest imperialism as the central feature of post-socialist
transformation, highlighting the dominant role of international actors. For example,
Andor and Summers (1998) stress that CEE is obliged to follow Western ideas and
advice, if directly imposed by the EU and the IMF or only indirectly, and that national
political actors and conditions are of less importance: ‘Economic policy is not decided
in Eastern Europe; it does not matter who wins the elections (Andor and Summers
1998:148)’.
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As 1 will later, my hypothesis is that it is rather a combination of these
elements that best reflects my empirical cases, with important differences across time
and space. First, however, let’s now turn to discuss one final element that I want to

introduce in the analysis, that is, the role of the historical context in which the two

cases are located.

History and path dependence

From the above, we can assume that there are a variety of causes for and
mechanisms of institutional continuity and change, instead of single-factor theories
forwarding ‘constant causes’ (Streeck and Thelen 2005; Thelen 2003; Campbell and
Pedersen 2001). This underlines the need to address specific historical conditions and
historical institutional development paths. History matters; we have to specify,
however, in what way it matters. I will address this question by discussing the various
ways the concept of path dependence is used in the literature. Path dependence has
become one of the key concepts in neo-institutionalism, particularly for historical
institutionalists, Its frequent use does however not mean that there is an agreement on
what path dependence actually is all about. Definitions vary from very broad to very
narrow. The broad definitions argue that path dependence is an aspect of all processes
of institutional development, and take it simply to express the generally constraining
and enabling nature of institutions. In essence, it is argued that institutions are ‘sticky’
and do not change easily, and that past institutional developments constrain the range
of options available for institutional innovation and favour certain innovations over
others. Hence they give some direction to future institutional development. Some

examples of such broad definitions are:

‘Rather than assuming causal independence through time, it assumes that
events are normally ‘path dependent’, that is, that what happened at an earlier
point in time will affect the possible outcomes of a sequence of events
occurring at a later point in time (Sewell 1996: 262-263).”

‘Path-dependency implies that an institution’s prior development shapes
current and future trajectories. It suggests that institutional legacies limit
current possibilities or options in institutional innovation. History makes a

difference. But this need not imply fatalism. For social forces could intervene



in current conjunctures and actively re-articulate them so that new trajectories
become possible (Jessop 2001).

‘Applied to the problem of systemic change in post-socialist economies, a
path-dependency approach focuses on the duality of heritage and creation
(Chavance and Magning 1997: 197).

Institutional change becomes path dependent as actors define their preferences
endogenously, based upon what has occurred in the past (Aspinwall and Schneider
2000). The concept of a ‘path’ is then used as a metaphore that provides an image of a
development trajectory. Such paths are often characterised by institutional stability or
minor, gradual change, but the path concept also helps to identify major institutional
change, i.e. changes to the path.

The narrow definitions apply only to a limited range of processes of
institutional development which fulfil certain strict criteria, that is, self-reinforcing
sequences with a deterministic character, producing institutional continuity and set in
motion by a contingent event. After such an event, sometimes labelled a critical
juncture, developments are forced in the direction set by the initial event as paths
produce increasing returns (sustained by their utilitarian or functionalist effects, the
distribution of power, or legitimacy), which effectively produce a lock-in situation.
Because of the inherent determinism, institutional change can then only result from
external shocks interrupting the sequence. Among the main advocates of such narrow

approaches James Mahoney and Paul Pierson:

‘In this article, I argue that path dependence characterises specifically those
historical sequences in which contingent events set into motion institutional
patterns or event chains that have deterministic properties. The identification
of path dependence therefore involves both tracing a given outcome back to a
particular set of historical events, and showing how these events are
themselves contingent occurrences that cannot be explained on the basis of
prior historical conditions (Mahoney 2000: 507-508).’

‘Recent work on path dependence has emphasised how initial institutional
decisions, -- even suboptimal ones — can become self-reinforcing over time.
These initial choices encourage the emergence of elaborate social and

economic networks, greatly increasing the cost of adopting once-possible
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alternatives and therefore inhibiting exit. Major institutional arrangements
have major social consequences. Individuals make important commitments in
response to these institutions. These commitments, in turn, may vastly increase
the disruption caused by institutional reforms, effectively “locking in™

previous decisions (Pierson 2000: 492).’

These narrow approaches, because of their bias towards continuity, their deterministic
character, their insistence on extemal shocks as the main sources of change, and
because of the specificity of the conditions they set for a process of institutional
development to be considered path dependent (above all the supposed sequence of
contingent event-stability-contingent event), cannot be understood as generally
applicable to the (historical) analysis of institutional change. They only apply to
certain peculiar types of processes and are not of use for most research on institutional
development. This also because they are not easily incorporated into a comparative
analysis. As far as the present study is concerned, there is no a priori reason to
suspect that the labour market institutions here under study would follow such a
strictly confined path of brief, extreme contingency where agency is apparently for
some time completely under-socialised, followed by virtually complete stability and
over-socialisation, where agency disappears.

The broad approaches to path dependence provide us with a much more useful
image of institutional stability, of institutional change taking place within certain
constraints, of how institutions give direction to innovation, and of how societies
follow their own particular paths of institutional development. Also, it suggests that
strategic choices shape future developments, give new directions to paths, and may
produce situations resembling a lock-in. However, as argued before, 1 start from the
assumption that lock-ins can never be complete, they have no deterministic properties
and they are always to some extent contested by its discontents. Also, institutional
continuity is not the same as complete stability, rather it implies that continuity and
change are relative concepts: some amount of change can always be observed, while
change is never a complete break with the past. Continuity and change thus becomes a
matter of degree and, in most cases, change cannot easily be traced back to one
particular moment in time, or to one single event. As a result, these broader versions
of path dependence can accommodate both exogenously and endogenously induced

change, and can accommodate moments or periods of larger (off-path) and smaller
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(on-path) change. They often use the notion of events to refer to the episodes that
result in off-the-path change (e.g. Sewell 1996).

Finally, these broader approaches highlight that institutional change takes
place within the context of existing institutions and not in an institutional void or
tabula rasa situation. In the debate on social change in CEE, one of the most
important uses of path dependency has been to reflect exactly this, and to criticize the
a-historical analysis of modernizationists.® For example, Stark and Bruszt (1998: 7)
‘...see social change not as transition from one order to another but as transformation
— rearrangements, reconfigurations, and recombinations that yield new interweavings
of the multiple social logics that are a modern society’. They argue that the future is to
an important extent dependent on actors who search for new directions and attempt to
restructure the rules of the game and the way to shape reality. However, they are
constrained by the existing set of institutional resources and it is in reworking the
institutional materials at hand that actors innovate. This then allows them to highlight
elements of continuity in the context of major institutional change, for example, when
former elites have been able to cling to their dominant position through their control
of the process of privatisation of state property (ibid.). In their comparative analysis,
they argue that different developments in country cases can to some extent be traced
back to differences in the available resources, not only material or economic but
above all institutional resources, e.g. the historically shaped patterms of mediation
between state and society that differ qualitatively from country to country, as well as
to different paths of extrication from state socialism. These then serve as a frame for
understanding subsequent political and economic developments. For example, they
are argued to explain differences between privatisation policies.’

From the above, it follows that in the present study, the analysis of labour
market regimes have to be considered within the broader social, political and
economic context in which these regimes are embedded. It also leads back to the
earlier-raised question of convergence or divergence. As mentioned previously, it is
often assumed that convergence will take place in the structural and institutional
features of capitalist countries around the globe, stemming from the continuous search

for efficiency or from the fact that national economies are confronted with the same

¥ The works collected in Stark and Bruszt (1998) played a pivotal role in this respect. Other examples
are Hausner et al. (1995) and Chavance and Magnin (1997).
® For a critique of this argument. see Beyer and Wiclgohs (2001).
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external challenges. Following this line of argumentation, we should expect a clear-
cut conversion between the Czech Republic and Hungary in the past decade or so, and
we should see them converging on some global standard giving the lead to
development throughout the world. What is more, we should consider the collapse of
state socialism as part of this process of conversion. Qur task in studying the two
countries would then be not so much to examine where they are going but rather how
far they have proceeded in the process of imitation.

There are however a series of arguments to reject such simplistic expectations
of convergence, some of them already touched upon. One would be that of functional
equivalents, posing the possibility to solve problems of efficiency and
competitiveness in a variety of different ways. Another would be the constraining role
of institutions that provide elements of continuity or direction to future developments
and hence contradicts simple convergence expectations when starting points are
substantially divergent. Also, as will be discussed in chapter 3, most comparative
studies show that no wholesale convergence can be observed in capitalist societies; in
some areas convergence may occur but in others divergence persists or increases. And
this does not count only for capitalist societies. Also within the framework of state
socialism there was a generality of experience that could be claimed only at a broad
systemic level but not at the national level (Kornai 1992; Seleny 1999; Hettne 1994,
Chavance and Magnin 1997). This was definitely the case for the two countries under
study here as will be shown in detail in chapter 2. The two started the post-1989
process of capitalism-building from qualitatively different positions, which would
contradict simplistic convergence expectations.

The two countries did both face the challenge of entering global capitalism in
1989, however, this does not mean we can model this as common pressures that
demand similar responses. Common factors that are often supposed to pose largely

<

identical demands to individual, national cases, ‘...are nor in fact translated into
common pressures in all national economies but rather are mediated by national
institutional arrangements and refracted into divergent struggles over particular
national practices (Locke and Thelen 1995: 338, emphasis in original).” Divergence
thus tends to reconstitute itself because of the role of different national institutional
and structural configurations, themselves an expression of 2 particular country’s

historical development.
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In a similar vein, summarizing their findings of a study on convergence and
divergence in western capitalist countries, Kitschelt et al. (1999b) argue that
convergence of political economies on a uniquely superior model is theoretically and
empirically implausible because of a variety of reasons: (i) international competition
remains imperfect; (ii) the effect of economic internationalisation on domestic
economies and the organisational solutions found there differ according to the prior
mix of economic factors and resulting economies of scale; (iii) international
competitive pressures are likely to be perceived differently by actors in different
institutional settings with their own ‘bounded rationality’; (iv) the pervasiveness of
international economic pressures as a source of convergence is determined by the
willingness and capacity of individual governments and regional regimes to liberalise;
(v) national institutions (including power distribution, interests, government capacity
to act and its links to sectors of the population) are not only a dependent variable
forced to change in the face of international economic pressures, but also refract these
same pressures in various ways, and are a critical component of the environment in
which actors shape their strategies of adaptation.

For the present study this means we should not start from an expectation of
convergence per se between the cases. Neither does it mean however, that
convergence is impossible or unlikely. The turn to capitalism in CEE after 1989, as
well as the turn from Keynesianism to neo-liberalism in the West in the 1980s can to
some extent be interpreted as examples of broad processes of convergence. Rather, it

calls for a specification of how convergence or divergence are produced.

1.4 A model to analyse institutional change

I started this chapter by posing two questions, the first concerning the nature of the
labour market regimes that have emerging in the Czech Republic and Hungary and the
extent to which these show similanties or differences, and the second concerning the
factors accounting for the change of labour market institutions in the two countries. I
then discussed the labour market regime concept in the second section. In the third
section I provided a critique on post-socialist modernization theory and discussed the
main elements of neo-institutionalism that are of use to understand the configuration
of labour market institutions at a particular point in time, as well as the process of

change they have been experiencing since 1989.
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Figure 4 integrates these elements in an analytical model that will form the
basis for the rest of this study. Within the dotted line it presents the relations between
actors, institutions and structures. The four main actors, each with their ideas and
interests aim to influence the labour market institutions. This influence is mediated by
their power relations and patterns of interest representation, Through the labour
market institutions, actors try to influence labour market structures. At the same time,
these structures provide them with feedback on the development of the labour market
and may inspire them to attempt to pursue institutional change. The box on the left of
the dotted line places the cases in their historical context. The upper box accounts for
the international ideational context, which can serve as a source of normative and
cognitive templates to the actors in the model and can influence their own ideas. In
the remainder of this study I will proceed with a comparative analysis of each of the
boxes of the model. Only the ideational context, largely equal for the two cases will
not be discussed in comparative terms.

As to the first question, the aim is to establish to what extent labour market
regimes in the Czech Republic and Hungary are at variance with the ideal-type neo-
classical market economy. This entails an analysis of the specific form the boxes
within the dotted line have taken over the 1990-2002 period (see chapters 5-8).

As to the second question, this entails an analysis of the complete model, and
in particular the arrows between the boxes. The labour market market institutions
constitute the dependent variable in the model, and are seen as the outcome of the
combined effect of the other boxes. Hence, I assume that the differences between the
labour market institutions in the two country cases, as well as the way they change
over time can be explained by differences between (some of) the other boxes and the
way these interact with each other over time.

First of all, it cructally depends on the ideas and interests of the actors in the
model, i.e. the state, unions, employers, and international actors. Agreement and
differences in this respect will be highlighted throughout the discussion in the coming

chapters.
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Secondly, it depends on these actors’ institutional positions, power asymmetries,
and the extent of cooperation and conflict between them. As far as the relations between
these actors are concermed, we could devise three ideal types, each stressing a different
type of dominant arrangement (see chapter 4 for a more detailed discussion):

@) étatist, referring to a state that is insulated from the influence of both
domestic and external actors, and that has the capacity to design and
impose labour market institutions;

(i)  neo-corporatist, referring to an arrangement in which the state, trade
unions and employers’ organisations jointly deliberate and decide on the
shape of labour market institutions on the basis of concertation;

(iti)  imperialist, referring to a situation in which foreign actors (EU, IMF)
dictate the terms of labour market institutions, even if these are formally
adopted by domestic actors.

Non of these three ideal type situations is expected to prevail in reality in neither of the
two cases under study here. Rather, the intention is to determine how much of each can
be found in each case, and how this changes over time. The three ideal types then mark a
triangular space and I set out to locate the cases in this space (figure 5). To explain their
location in this space, as well as changes over time, I will discuss to what extent there has
been conflict and disagreement between the various actors and to what extent these have
been linked to ideas or interests. In addition, I will discuss what the sources of influence
of these actors have been, that is, their perceived legitimacy, institutional position and
other resources.

Thirdly, these ideas, preferences and power relations build on a historical process
which came to an end in 1989, which constitutes the starting situation for the analysis of
the post-1989 period, and which contains many of the ‘building blocks’ with which post-
socialist capitalism has been constructed. The comparative analysis of the historical
context in the two cases presented in the next chapter will highlight a number of
important similarities and differences between their labour market institutions and
broader institutional configurations at the moment that they started their quest for
capitalism, which, following the broad path dependency approach, are expected to be

reconstituted, at least to some extent, in their post-1989 development paths and to give
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some direction to these paths. In this way, the comparison between the Czech and
Hungarian cases becomes a contextualised comparison (Locke and Thelen 1995), which
takes into account such differences in starting points, the varied valences particular
practices have in distinct national contexts, and thus the different meaning the creation of
capitalism has for national settings. The hypothesis emerging from this argument is one
of diverging historical backgrounds and starting points leading to renewed divergence

between the cases in the post-1989 period.

Figure §: three ideal types of actor relations

Etatist

Neo- Imperialist
corporatist

Fourthly, additional building blocks derive from the ideational context in which
this process of creating capitalism has taken place, 1.e. ideas and templates that actors
may draw on or try to impose or promote. On the one hand, this is expected to have a
converging effect on the two cases, as the ideational context is largely equal for the two.
It may then be expected that the ideas dominating this ideational context, because of their
persuasiveness on normative and/or cognitive grounds, will have an important influence
on the two cases. However, as discussed above, CEE actors are not simply recipients of
Western ideas and models, and the relations between the ideational context and domestic
actors are selective, interactive and re-interpretative, rather than complete or

unidirectional, which may reduce the influence of these external ideas and templates on
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the Czech and Hungarian labour market institutions, and may also have diverging
influences.

Fifthly, labour market structures (or ‘outcomes’), as well as broader socio-
economic developments, are expected to be key elements in understanding the
development of labour market institutions. They provide the actors with information on to
what extent their goals are achieved, to what extent their normative principles are
reflected, to what extent their cognitive expectations concerning the relation between and
the institutions and structures are fulfilled, to what extent their interests are served, etc.
This enables them to reflexively interpret if there is a problem or a crisis, if there is a
need for change, and it can be expected that discrepancies in this respect will result in
attempts to further institutional change. This may result in minor modifications of the
institutional setting, but it may result as well in profound institutional change. Indeed, as
we will see in the next chapter, the socio-economic performance of state socialism was
often interpreted as being disappointing and not bringing the expected improvements in
living standards, which is seen by many commentators as a main cause of the eventual
collapse of the system.

In the coming chapters I will discuss the different boxes of the model. To fill in
these boxes I will use a variety of data sources, depending of the issues at hand. As far as
the two boxes outside the dotted line in the model are concerned (i.e. the historical
background of the two cases and the ideational context), I use almost exclusively
secondary literature. Hence, while these two boxes play an important role in the thesis,
their discussion does not include the analysis of empirical material. To discuss the actors
in the model, their ideas and interests as well as their mutual relations, I scrutinised a
large amount of empirical material consisting of minutes of meetings, political
programmes, manifestos, memoranda, speeches, international agreements, EU reports,
newspaper articles, press releases and newsletters, while also secondary literature was
used. To analyze labour market institutions I collected a large amount of policy
documents, legislative texts, national (tripartite) agreements, collective agreements and
EU documents, while again secondary literature was used to complement the analysis.
Finally, to examine labour market structures I used statistical data from nattonal labour

force surveys, Eurostat, the Household Work and Flexibility survey coordinated by Claire
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Wallace, and the transition economies database of the Vienna Institute of International
Economy.

As to the structure of this thesis, in chapter 2 I will provide a comparative
overview of the historical background of the two cases. In chapter 3, I will discuss the
international ideational context. Chapter 4, 5 and 6 will discuss the process through which
labour markets in the two cases were reshaped after 1989. In chapter 4, I will discuss in
more detail the concepts and questions concerning the relations between the actors as
well as their ideas and interests that drive this analysis. Chapter 5 presents the
comparative analysis of these issues for the first part of post-socialist transformation,
when the most profound changes took place. Chapter 6 presents the second part of the
post-socialist period when change was more gradual but still quite meaningful. Chapter 7
provides a detailed comparative analysis of the different sets of labour market
institutions, while chapter 8 deals with the analysis of labour market structures. Chapter 9

presents the conclusion of the study.
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Chapter 2. Labour market regimes in historical perspective

2.1 Introduction

This chapter presents a broad comparative-historical analysis of the development of the
labour market regimes in the Czech Republic and Hungary, as well as the broader social,
economic and political context in which these are embedded. The historical period
covered runs from the early nineteenth century, when the traditional feudal order became
challenged by liberalism and capitalism, up to 1989, which marks the end of state
socialism in the two countries. Before the creation of the present-day Czech Republic, 1
will refer to the approximately corresponding geographical area as the Czech Lands,
comprising Bohemia, Moravia and Czech Silesia, or as the Czech part of Czechoslovakia.
I will trace developments in the main social, political and economic characteristics of the
two cases as well as in the direction and the target — the telos — of the process of social
change (see Streeck 2001). I will also discuss how this process has been shaped by
sequences of political decisions by national and international actors, ideas and interests,
the outcomes of which were far from predetermined and which could have gone in
different directions than they eventually did." I will focus on the development of labour
market regimes, how these are embedded in the broader socio-economic and political
context, and how and why certain forms of labour market institutions emerge or,
alternatively, abandoned.

The present chapter aims to ‘set the scene’ for the subsequent chapters covering
the post-1989 period and to allow for a contextualised comparison. Hence, the two cases
have to be placed within the context of historically developed similarities and differences
between their labour market institutions and structures, as well as broader institutional

configurations. These are expected, at least to some extent, to be reconstituted in and give

direction to their post-1989 development paths.

' This formulation is based on Wolfgang Streeck (2001), who makes a similar point in his comparative-
historical analysis of Germany and Japan and how these developed nto relatively coherent Gesralten in the
period up to the 1970s. Indeed, Streeck argues that they are the result of continuous experimentation,
improvisation and never-ending adjustments within the hmits of changing, and ever newly discovered
institutional constraints and opportunities, as well as rare moments of formative political intervention in
which divergent sectoral amrangements were forcefully pulled together into a cornmon national pattern.
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This task has a longer and a shorter term dimension. The former concerns the
uncovering of long-term trends in the ideas and aspirations of societal actors, in the role
the actors included in the model presented in the previous chapter play in society, in the
way they tackle societal conflicts and crises, as well as in structural characteristics. As
argued by, for example, Crouch (1993), some of these elements may be deeply enough
engrained in the respective societies to (partially) survive major societal upheavals like
wars or systemic change. Hence they may present continuities that bridge the various
histortcal periods before 1989 as well as continuing into the post-1989 period, and may
be of importance to our understanding of the individual cases and of similarities and
differences between the two. Among the main differences that will emerge from this
chapter is historically we observe a stronger role for market governance in the Hungarian
labour market than in the Czech one.

The closely-related shorter-term dimension concemns institutional and structural
similarities and differences between the two cases in the period they started their quest
for capitalism. While these may concem fairly recent characteristics, they may again be
of importance in shaping post-1989 development paths, as demonstrated, for example, by
Stark and Bruszt (1998) in their analysis of the effect of different modes of extrication on
the shaping of post-socialist trajectories. And indeed, below and in the coming chapters a
number of such factors will be shown to be of crucial importance in the understanding of
the development of the labour market regimes in the two countrtes under study after
1989.

This chapter builds on the analytical model developed in chapter 1. Indeed, the
applicability of the model should not be limited to the post-1989 period (nor to the
particular geographical setting for that matter), even though there may be a need to
incorporate different actors at different moments in time. For example, during the state
socialist period, the Soviet Union was among the main international actors to be
integrated into the analysis. However, because of the long period covered and space
limits, I will not be able to discuss the model in detail for every time period; rather, I will
build this chapter around the various elements of the model, highlighting the more salient
aspects in the respective historical time periods. Indeed, treatment of the issues is

necessarily brief in this chapter. I do not aspire to present a comprehensive narrative of
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almost two centuries of history, but want to highlight, from a comparative perspective,
the main differences between the cases as well as the main moments and projects of

change.
2.2 The Habsburg Empire
Three challenges to the absolutist order

The Czech Lands and Hungary share a history of some 400 years in which they were both
part of the Habsburg Empire and, between 1867 and 1918, of the Austro-Hungarian Dual
Monarchy. For most of its existence, the Habsburg Empire was an feudal absolutist
system, ruled by the absolute imperial power and the local power of the nobility. In the
Czech lands, the latter were a small, predominantly German group closely related to the
imperial power that had replaced the local elites in the seventeenth century, resulting in a
‘levelling” of the local social structure (Krej¢i 1990; Paul 1981). In Hungary, the much
more numerous Magyar nobility (some six per cent of the population) had more political
power and retained a semi-independent position within the empire. A small number of
artisans and traders lived in the towns, but the peasants made up the bulk of the
population of the predominantly rural and agricultural empire, most of them obliged to
provide serf labour to the nobles. Serfs enjoyed only extremely limited protection against
their landlords and in the seventeenth century manorial duties of six days a week were no
exception. They also lacked any sort of collective or political representation.

The absolutist feudal order, and with it the serf system, became challenged by a
variety of interrelated developments starting in the late eighteenth century, and leading to
the eventual demise of feudalism. One was that the imperial rulers, influenced both by the
ideas of the Enlightenment and by recurrent outbursts of peasant protest, introduced legal
reforms extending peasants’ rights, including a decree restoring to the peasants their
freedom of movement, a fundamental step towards peasant emancipation (Pech 1969:
13). These reforms facilitated urbanisation as well as the commodification of labour,
including the emergence of agricultural wage labour, and a rudimentary labour market

with mobile labour started slowly to replace land-bound immobile labour. They
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materialised however mostly in Austria and the Czech Lands and not so much in
Hungary. In the lafter, emancipatory tendencies were for long blocked by the semi-
autonomous nobility, and serfdom remained largely intact until 1848.

Closely related to this was that, again largely limited to Austria and particularly
the Czech Lands, in the late eighteenth century the first traces of capitalism and
industrialisation started to appear, through the emergence of small-scale cottage industry;
of landlords setting up manufactories on their estates, making use of serf labour and
increasingly also wage labour; and of the “classical’ urban entrepreneur setting up small
factories (Rudolph 1990: 137-143). Industrialisation was headed by the textile industry,
which by 1800 employed some 650,000 workers in the Czech Lands. Industrial growth
triggered the start of a local engineering industry, which together with state-led railway
projects in turn stimulated the production of iron and the mining industry. It was in this
period that the foundations of the Czech industrial economy of the twentieth century were
laid.

It was also here that the roots of the Czech urban working class can be found.
Rapid technological innovation in the mostly rural textile industry made many redundant,
forcing them to move to the cities and causing a rapid growth of the landless urban
working class. The latter was still small in numbers, several thousands in cities like
Prague, Bmo and Liberec, but workers’ protest in 1830-40 against the effects of
unrestrained labour markets, including low wages, high unemployment and the complete
absence of protection by the state (Pech 1969: 20), already then instilled a ‘fear of the
working class’ in other segments of the population. Workers however largely lacked
organised collective representation before 1867, with the exception of the guilds and
some informal workers’ societies. And although some elements of workers protection
were introduced in the first half of the 19" century, this was on the initiative of the state
atming to modernise the economy and defuse possible social tension and not conquered
by a strong labour movement (Traxler 1982: 20-21; see also Hochman 1998: 141).

Meanwhile the Hungarian nobility clung on to their privileges and to agriculture.
This also fitted the interests of the imperial power, as it ensured low-cost foodstuffs and
raw materials to western industries. It were however mainly the large estates who were

able to intensify production through an increasing reliance on serf labour and tariff
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protection; the gentry slowly but surely impoverished. As a result, Hungary remained in a
‘peripheral’ position as compared to the richer, industrialising and urbanising ‘core’ of
the empire and the continent, including the Czech Lands (Janos 1982).

Thirdly, as the most direct challenge to the absolutist order, in the first half of the
nineteenth century, liberalism was posed as an alternative political project, bound to the
viston of a constitution and individual and civil rights equal for all. Nineteenth century
liberalism was a ‘modern’ movement in that it tried to change the balance of power
between the king and country, church and state, anstocracy and common noblemen
(Janos 1982). In the Czech Lands the liberal movement was led by the middle and lower
strata of the bourgeoisie, while in Hungary it was the impoverished gentry that took the
lead. As a political project, in the Czech Lands and Hungary, liberalism was first of all
connected to the nationality question and both demanded a more autonomous position
within the empire. Another central element was that they sought the creation of a modern
state and bureaucracy. These were regarded as essential elements of economically
successful nation-states, as well as potential vehicles to further their interests. Liberalism
also was the political project of a male-dominated propertied class as it did want a strong
role for the respective parliaments, but did not want to extent the franchise beyond
propertied adult males. The economic project of liberalism was to some extent secondary
to the political one until 1848 and it was certainly much more heterogeneous (Sperber
1994; Wadl 1987). Central elements of the liberal economic view were its rejection of
serfdom, bound to disappear with the introduction of a constitution, that it favoured a
‘modern’ industrial society, exemplified by the industrialised core of Europe, over the
‘traditional’ agricultural one; and that the state had a key role in economic modernization.

The chalienges to the absolutist order thus resulted from a combtnation of newly
emerging ideas (Enlightenment and liberalism), and of opposition of on the one hand the
peasants and the working class contesting the feudal and early industrial labour market
institutions, and on the other of the lower bourgeoisie (Czech Lands) and lower nobility
(Hungary) contesting the established power structures. They resulted, as elsewhere in
Europe, in the 1848 liberal revolutions throughout the Empire. These were soon crushed
however by the imperial army in 1849. In political terms the revolutions achieved little,

with the important exception of the final abolishment of serfdom. In terms of economic
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reforms, however, the empire did take on much of the ideas concerning the desirability of
‘economic modemnization’, the assertion that the ‘forced’ development of large-scale
industry was the central element of such a project, and that the state had to take the lead
in the process. The state hence became the main historical agent of economic
modernization and industrialization, and apart from land reform and the final abolishment
of serfdom, reforms included the formal abolishment of the guilds in the Austrian (and
Czech) part of the empire; the state-led establishment of chambers of commerce to
represent the interests of entrepreneurs towards the state; the lifting of trade barriers; and
state-led railway projects (Traxler 1982). There was a rapid further growth of industrial
wage labour in the Czech Lands and of agricultural wage labour in Hungary. Where in
the former industry expanded rapidly, in Hungary, the end of serfdom, related
compensation payments and the new import-export conditions only strengthened the
interest of the main landlords in agriculture and they started to reorganise their estates on
a capitalist basis, combining wage labour provided by former serfs with new
technologies. It was the lower nobility that often suffered more from the loss of free
labour services and many of them went bankrupt. They looked to the state bureaucracy
for employment. Industry emerged, but very slowly.

In this period, then, we can find the roots of some important similarities and
differences between the two cases, some of which have one way or the other persisted
until today. As for similarities, in both cases the breakdown of feudalism coincided with
the start of the quest for economic modernisation and industrialisation, in which, as will
be further discussed later, external models and external actors have played a central role.
Part of this quest, of more importance in Hungary than in the Czech lands, was the
emerging self-perception of lagging behind the more advanced West and the desire to
catch up with its level of progress. In addition, the state emerged as the central agent of
social change as well as the focus of social struggle as workers saw the state as the main
instrument to strengthen workers’ rights and protection. Finally, wage labour became the
dominant form of work.

As far as differences are concerned, in structural terms, the Czech Lands started to
industrialise much before Hungary and have had a higher share of employment in

industry ever since. Related to this, it also emerged as a more egalitarian, less polarised
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society with smaller incomes differences, and it has consistently had a higher per capita
income than Hungary. In institutional terms, in the Czech Lands the state started to
provide workers with certain rights and types of protection through labour legislation and
social security measures. This started to provide workers with some sort of protection
from the vagaries of the market, and started to reduce the market character of the
relationship between employers and workers. In Hungary this was much less the case.
This was further strengthened by the fact that in the Czech Lands some form of a labour
movement started to develop, again largely absent in Hungary. And indeed, as we will
see below, throughout most of the rest of history, market governance has played a much
greater role in the Hunganan labour market than in the Czech labour market. Let’s now

turn to the subsequent time pertods.
The Ausgleich

In 1867, the Ausgleich introduced the dual Austro-Hungarian monarchy, consisting of
two constitutional parliamentary states sharing the still influential monarch and the army.
Austria gradually democratized, developed a pluralist political system and progressively
extended the franchise under the pressure from the working class until in 1906 universal
male franchise was enacted. In 1874 the Social Democratic Workers’ Party was founded.
The Czechs founded their own Czechoslav Social Democratic Workers® Party in 1878,
underlining the cross-cutting importance of the nationality question.

The Ausgleich left Hungary in the hands of the Magyar ruling class, which
strengthened its hegemony over the other nationalities and assured that franchise
remained a privilege of the propertied classes. Indeed, the liberals and their Liberal Party,
which had a monopoly on power for most of the period until the War, continued to use
the state for their own purposes (Hoensch 1988: 24; Janos 1982), The urban bourgeoisie
was small and relatively unimportant in Hungary. Socialist and social democrat
movements emerged after 1867, contesting the conservative-liberal order and fighting for
universal suffrage as well as improvements for workers, but without success on both

accounts.
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Both countries, after 1867, continued for about a decade the free trade policy of
the neo-absolutist era, in line with the internationally dominating trend. The state was
active in building an infrastructure and in laying the foundations of universal education.!!
Free trade thinking was however undermined by the 1873 ‘krach’ and the following
economic depression, and the state became more active in protecting agriculture and
industry from the uncertainties of the international economy (Traxler 1982; Janos 1982).

The Czech Lands continued to industrialise and by 1910 industrial employment
reached some 35 per cent (Urban 1998: 201, Table 10.1). With the growth of the working
class, the ‘social question’ became important. The state followed a double strategy of
slowly increasing social rights to improve the situation of the working class and to
prevent it from engaging in political protest, combined with restricting political rights. In
the 1880s, new labour and social legislation reducing the role of the market was
introduced, limiting child labour, setting limits to working time and setting up a system of
labour inspection, accident insurance and health insurance. At the same time, although in
1870 the right to association was achieved after large labour protests and strikes, the
liberals and conservatives, horrified by the emancipating labour movement in Schreckbild
Frankreich, used the state to limited the political rights of the labour movement.”? Trade
unions did become an increasingly important force though. Union membership in Austria
was concentrated in the economically most developed areas, including prominently the
Czech lands, and increased from 31.265 in 1872 to 119.050 in 1901 to 501.094 in 1907
(Traxler 1982: 93, table 12). The labour movement had its most intimate links with the
social democrats and their joined struggle focused first of all on the universal (male)
franchise. This was achieved in 1906 after a three-day general strike, confirming the
working class as a main agent of democratisation. The labour movement had a broad,
political and socialist-étatist view of its mission (Traxler 1982; also JeSina 1987). First it
argued that the deprivation of workers was indeed ‘systemic’, a result of the

developmental logic of capitalism, and that “..die Arbeiter nur dann frei werden kénnten,

' The latter had more success however in the Czech Lands than in Hungary: in 1880, in the Bohemian and
Austrian territories some 95-99 per cent of children of school-age attended schools. In Hungary, in 1870,
this was only around 50 per cent and in 1900 around 82 per cent (Berend and Ranki 1982: 24-25).

12 See Wadl (1987: 147-157) who shows that after the Ausgleich the Austrian Liberals saw France as their
‘Schreckbild par excellance® while they took England as their example. See on their repression of the
labour movement Jedina (1978), Krejéi (1990) and Traxler (1982).
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wenn die Produktionsmitte] in ihren Besitz gelangten (Je3ina 1978: 16).” Secondly, it saw
the state as the main obstacle, denying rights to the labour movement, and at the same
time as the main instrument for improvement, to be conquered through parliamentary
instead of revolutionary action. Social struggle was thus first of all a struggle for the state,
more important an objective here than workplace struggles, and seen as the principle
instrument to further socialist objectives and conquer labour rights. Indeed, after the 1907
elections, whc_en they became the biggest party, the social democrats used parliament to
forward a long series of new social and labour legislation, further limiting the market.
Hence, the combination of the growing strength of the working class, their interest in
improving their living and working conditions, and their ideas on what would be the
proper way of creating a more acceptable society, resulted in important institutional
changes, first in political institutions and power relations (universal franchise and
increasing influence of the social derﬁocratic party), and subsequently, through state-led
reform of labour market institutions.

In Hungary, reforms and economic crisis caused a growing group of landless
peasants depending on wage labour to emerge; 40 per cent of peasants had no land at all
while 30 per cent had a plot too small to provide for subsistence (Berend and Ranki 1985:
17). The estates however did not provide sufficient employment for them, and although
industry expanded, most of it in the hands of a few foreign investors, in comparison with
the Czech Lands it remained relatively insignificant: by 1910 the population depending
on agriculture was still 60 per cent while the workforce in industry was 18.3 per cent
(Hoensch 1988: 39). The expanding state had become an important employer offering
career opportunities to the gentry. Still, with 1ts millions of poor peasants, many of them
involved in subsistence farming, without work or with extremely low wages, the land
remained the central question in Hungary. The rural poor however did not manage to
increase their political weight or their influence on the state and were not able to
counterbalance the landowners’ power.

This was reflected in labour market institutions. The burden of the 1870s
economic crisis was largely placed on the politically powerless agricultural wage earners.
A string of labour repressive measures was passed by parliament favouring the

landowners and severely restricting the rights of agricultural workers. This culminated in
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the Agricultural Labour Act of 1898. Also dubbed the Slave Law, this act virtually meant
a return to serfdom and led to the depression of the standard of living of the rural wage-
earning classes:

‘The quintessence of labour-repressive legislation, this act explicitly outlawed
agricultural strikes, made agricultural labourers criminally liable for breaches of seasonal
contracts, and further provided that fugitive labourers be returned to their place of work by the
gendarmerie (Janos 1982: 130-131).°

Indeed, the state took its role of a guarantor of individually concluded contracts
here quite to the extreme. In industry, aiming to attract foreign investment, the
government also saw ‘labour peace’ as a priority, but labour repression was never
practised on the same scale in industry as in agriculture. What is more, like in Austria,
feaning working class unrest, in the period 1890-1914, the Hungarian parliament enacted
a series of measures designed to improve the condition of urban industrial workers,
including laws providing for extensive medical and accident insurance and the restoration
of the right to strike and to bargain collectively. Nothing new was that all this ignored the
rural workers and the dual system of labour and social rights along the urban-rural divide
was strengthened.

The impoverishment of the agricultural population gave rise to large-scale
emigration and to the rise of agrarian socialist movements after 1890 (Borsanyi and
Kende 1988; Hoensch 1988). Revolts emerged among the landless agricultural workers
and they now started to organise themselves. As far as the urban working class was
concerned, in 1890, effective working class organisations emerged, consisting of the
Hungarian Social Democratic Party with a number of loosely affiliated trade unions, the
latter rapidly growing to enlist 130.000 at the start of the century. They became more and
more militant and organised a series of strikes and demonstrations in the pre-war decade.
Like their Czech counterparts they did not only demand better working conditions and
state protection but first and foremost wanted access to the state through universal
franchise. Again they were much less successful, the Hungarian working class did not
manage to match their Austrian and Czech counterparts as an agent of democratisation,
and the Hungarian labour market continued to be much more market-dominated than the

Czech one.



2.3 The Interwar years
Hungary

The end of World War I also meant the end of the Dual Monarchy. In Hungary, after a
brief democratic revolution and the equally brief existence of the Hungartan Socialist
Republic (for 133 days tn 1919), in 1920 Admiral Horthy was installed as regent and the
Horthy era would last until the end of World War II. Also, in June 1920 Hungary signed
the Trianon peace treaty, resulting in the loss of two-thirds of its territory. The War had
left Hungary in a devastating crisis, exacerbated by the disintegration of the Dual
Monarchy and the newly established borders. Through the Unitary Party, the same
conservatives and old-style liberals that together dominated the Dual Monarchy era
would then rule the country for the next ten years."> The state continued to represent the
ideas and the interests of the ruling elite. It promoted tdeas of western modernisation and
an industrial society modelled on the west, envisaged as the final stage of development
(Janos 1982: 219-220), as well as privileges for the propertied and capital. The state was
to play a facilitating and regulating role in this process, protecting infant industries
through state credits, tariffs, subsidies, and defending private capital from right and left-
wing radicalism. It also assisted the limitation of market competition through the
formation of monopolies and cartels, furthering concentration and large-scale production,
seen as the essence of modern industry. Agricultural exports were considered vital to
provide the capital for industrial development, prompting the government to favour the
large estates over the peasants, deemed a ‘historical anachronism’ to be sacrificed in the
name of ‘industrial progress’ (Janos 1982: 220-233).

The state also suppressed social democrat and revolutionary ideas and severely
limited the rights and influence of the working class and the rural poor. It rejected mass
democracy and limited the franchise to 58 per cent of the over-24 population. The

Communist party was declared illegal while the Social Democrats remained small,

% For detailed overviews of the political and economic system of the interwar period, see Berend and Ranki
(19835: chapters 2 and 3). Romsics (1999 chapter 3); Janos (1982 chapters 4 and 5).




affected by the restricted franchise and by the limits set on its activities under the 1921
Bethlen-Peyer Pact (Hoensch 1988:111-112; Janos 1982: 234-235). Under this Pact, the
government returned confiscated property to the social democrats and to the unions,
released socialists from prison and gave them both freedom of speech and association. In
return, social democrats agreed to help prevent politically motivated strikes, and agreed
to refrain from organising agricultural workers, miners, public employees and
transportation workers. It thus strengthened the urban industrial working class character
of the labour ﬁlovement, and left most workers without collective interest representation.

In the 1930s politics became increasingly dominated by right-wing extremism.
This happened under the influence of the Great Depression as well as the influence of
Germany, which had become Hungary’s main trade partner and foreign investor.
Competition from oversees agricultural products, falling prices and international
economic crisis pushed the coun@ deep into the Great Depression: the economy
collapsed, massive unemployment reappeared and poverty mounted.

Hungarian society retained much of its traditional structure in the interwar period.
In 1920, 56.7 per cent of the active population depended on agriculture, declining only
slowly to 47.8 per cent in 1941; mining and manufacturing changed from 19.2 per cent to
24.0 per cent in the same period (Berend and Ranki 1985: 96, table 3.3). The state
gradually decreased its role as an employer. Income disparities were enormous. Most
precarious were the peasants with only little land, the farm hands and the agricultural day
labourers. The urban types of employment sharing the rural misery were the precarious
industrial day labourers as well as the completely unprotected domestic servants.
Especially in the rural areas unemployment was high as the post-WWI crisis and the
Great Depression hit agriculture even harder than industry.

The political situation, the weakness of the labour movement and general
economic policy were mirrored by social and labour policy and largely continued pre-war
practices. Whereas capital was more and more shielded from the market and international
competition, labour, with some exceptions concerning the relatively small urban working
class, was facing a labour market suffering from a chronic shortage of jobs in which
atomistic workers were left to conclude individual contracts with unchecked employers.

The Liberals continued to grant only limited political power to the trade unions but



granted gradual improvements in social legislation to the urban industrial working class
(see Romcics 1999: 165-169, Ferge 1979: 58-60). In the late 1920s, some 80-90 per cent
of the urban workers were covered by compulsory sickness and accident insurance, while
benefits were gradually increased. In 1928, compulsory pension insurance for old age,
disability, and widows and orphans was added to this. In 1937, the minimum wage was
introduced, working time was reduced to eight hours a day and 48 hours a week, and 2
minimum of six day paid holidays was set. In 1938, pension provisions were finally
extended to rural workers, however, they had to contribute twice as long to get the same
pension rights (15 years compared to 7.5 years). In general, rural workers remained
excluded from social insurance and while at least some improvements were made
concerning the ‘urban industrial social question’, the ‘rural social question’ remained

unattended.

Czechoslovakia

In 1918, out of an agreement between Masaryk and the allied powers, the First
Czechoslovak Republic emerged, joining the Czech Lands with what today is Slovakia,
previously part of greater Hungary. For the next twenty years it would maintain a
parliamentary democracy with a liberal constitution and universal suffrage. It had a
pluralistic and fragmented party system along both ethnic and social lines, and depended
on complex coalition governments, including virtually always the dominant Agrarian
Party as well as the Social Democrats. Indeed, interwar Czechoslovakia was a society
based on compromise and democracy (Teichova 1988; Leff 1988; Hermann 1977). The
social democrats, the largest force in the 1920 elections, saw political democracy as the
only instrument to change the capitalist social order and aimed for a western-type
national democratic and industrial society:

‘Thre active Unterstiitzung der ncucn Republic basierte auf den moralisch und ideologisch
begriindeten Forderungen nach nationaler Unabhingigkeit und nach liberaler Demokratic
westlicher Prigung. Sic gingen aus von der Einsicht in dic Notwendigkeit einer sich stindig
modcrnisicrenden Gesellschaft, die sich auf weitere Industrialisierung einstellte, um ein hoheres

Leistungsniveau zu reichen (Luza 1978: 26).”
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This decisively dampened any revolutionary tendencies in the party and much of
the labour movement, and led to the split-off of the left-radical wing into the communist
party, which was incorporated into the Communist International.

The new republic joined the strongly industrialised Czech Lands with
predominantly agricultural Slovakia: in 1921, in the former, some 40 per cent of the
workforce was employed in industry and in the latter some 17 per cent (Leff 1988: 13,
table 1.1). Like Hungary, the war and the break-up of the empire, left the new national
economy in a deep crisis. The government started to play an active role in re-organising
and ‘guiding’ the economy, including land reform as well as a programme of
‘nostrification’ of industry and banking, forcing these not into state ownership but into
Czechoslovak ownership and territory. In addition, strong linkages developed over the
years between the state, agricultural interests, industrial enterprises, and banks, and the
Czechoslovak interwar economy became a strongly organised and regulated capitalist
economy aiming to reduce the role of the market, competition and external trade. With
the support of state regulation and subsidies, monopolies and national and international
cartels strengthened and industry became highly concentrated in large firms in an attempt
to draw the benefits of large-scale production. The Great Depression only strengthened
the tendencies towards cartellization and led to increasing autarky and tariff protection.
Industry was increasingly led by heavy industry and energy: mining, electricity,
metallurgy, engineering and chemicals made up 36.7 per cent of industry in 1924, up to
45.1 per cent in 1937 (Teichova 1988). The country also became an important armament
exporter.

The labour movement was an important force in the First Republic, union
membership was among the highest in the world. At the same time, trade unions were
decentralised and segmented along nationality and party lines. Ideologically they were
largely bound up with the social democrats, who gave them a voice in government, and
the labour movement was not a revolutionary movement.'* It did put its mark on interwar
labour policy which took much more interest in social justice, worker emancipation and

welfare than that in Hungary. This was further facilitated by the fear of the conservatives

' On the Czechoslovak labour movement in the interwar period, see LuZa (1978); Barton and Tugek
(1978); Pollert (1999).
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and liberals that the poverty resulting from the war destruction as well as the
developments in the Soviet Union might induce workers’ unrest. In this way, joining
ideas and interests, a fairly broad consensus prevailed on the desired model: a strongly
regulated national industrial economy in which both capital and labour were protected
from the market.

The post-war crisis as well as the Great depression led to two periods of sky-
rocketing unemployment, amounting to some 450.000 in 1923 and, after a few more
prosperous years, in 1929-1933 it increased to some 920.000 (Hermann 1975: 218). A
broad range of reforms throughout the interwar period aimed to soften the impact of these
crises, increase workers’ protection and improve working conditions (Korbel 1977;
Kalenska and Bélina 1998; Schronk 1991). Again, the state played a much more
comprehensive role in this respect than in Hungary. Reforms included the reduction of
the working day from 11 to eight hours, regulation of mass dismissals, paid holidays, the
establishment of labour courts, the introduction or broadening of pensions,
unemployment benefits (moving to a Ghent system in 1925), sickness insurance
(covering 3.3 million by 1938), and accident insurance (covering 2 million by 1938), as
well as workers® participation in the management of the enterprise through workers
committees. Also, collective bargaining became more and more practised, covering close
to one million workers by 1936. In addition, government programmes included food
coupons, public works and others, aimed at alleviating the burden of economic crisis.
This in addition to its general aim of protecting the national economy and its workers

against the destructive forces of capitalism.

2.4 State socialism

The emergence of state socialism

The 1938 Munich agreement marked the end of the interwar period. After it was
sacrificed by the international powers Czechoslovakia capitulated. Occupation also saw

the further strengthening of the Stalin-backed communist party, which played a central

role in domestic resistance and became an important political force. Hungary, on the
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contrary, became a close ally of Germany and entered the war on the side of the Axis
powers in 1941, It was only until 1944 that it was occupied by the Germans, who
installed the Arrow Cross regime later that year. As a result of the division of the
continent into two ‘spheres of influence’ by the main powers, both countries were
liberated by the Red Army.

Czechoslovakia and Hungary, like the rest of Central and Eastern Europe, in the
next few years became an integral part of the Soviet block, state socialism became
institutionalised, and traditional elites were to a large extent replaced. Beca<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>