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ABSTRACT

In late-nineteenth century Germany, the new public services required under rapid
industrialization could not be provided in a top-down manner, despite Bismarck’s
authoritarian aspirations. Lower-level actors therefore pushed for an alterna-
tive—well-established during centuries of internal state formation—based on the
principle of subsidiarity (Latin for “assistance”): the coordination of mutual assistance,
from local auxiliary funds to new electoral systems. The article theorizes the initially
ecclesial programme of subsidiarity in the terms of modern politics and economics,
and proposes a five-stage model for the rise of coordinated institutions from the pri-
vate to the public level in late nineteenth-century Germany, based on an analysis of
historical sources.
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Despite reunified Germany’s continuing evolution beyond its postwar West German
“social market economy,”" the origins of its traditional model of coordinated capital-
ism? continue to attract the interest of political economists and historical sociologists.

For our many detailed discussions of earlier versions, I am deeply indebted to Rutger Kaput,
Philip Manow, and, above all, David Soskice. I would also like to thank two anonymous
reviewers for their helpful comments and suggestions.
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What processes, during the nineteenth century, brought about a system of non-mar-
ket mechanisms for organizing economic production (including collective bargaining,
“conservative” welfare provision via social insurance funds, worker-employer coopera-
tion in the economic realm, and grand coalition politics in parliaments)?

The literature on political economy and on the welfare state dealing with these
questions, however, continues to struggle with the German case—with its lack of
top-down political steering, it does not fully fit into the often-two-dimensional typol-
ogies of capitalism differentiating between (decentralized) liberalism and (centralized)
coordination.® In much of the existing scholarship, Bismarck’s top-down aspirations
serve as the starting point for coordinated capitalism. At the same time, more recent
accounts have all raised the question as to why, despite the Iron Chancellor’s role, the
momentous challenges of industrialization ultimately motivated greater centralization
elsewhere, but not in Germany. While some have argued that any centralized solu-
tion faced serious difficulties in implementation, as diverging inheritance patterns had
fostered rivalling local production regimes within a single national economy,* others
believe that the specific risk profiles of large manufacturing producers led them to
oppose centralized social insurance institutions.” Other possible explanations include
the notion that the survival of the traditional artisanal economy created competition
with the new industrial sector over crucial issues such as skill formation regimes;® that
religious cleavages led to the emergence of Christian Democracy, which vetoed cen-
trally funded social insurance;” or that earlier traces of “proto-coordination” facilitated
the provision of public goods, freeing German elites—unlike their counterparts in
Britain and France—from the need to turn to democratic central states to manage
industrialization.®
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This article proposes a more structural explanation for the link between decentral-
ization and coordination in Germany. It argues that key institutions in nineteenth-cen-
tury Germany emerged as part of a process that ran in the opposite direction from
existing, often still prominent, top-down explanations: state formation from below.
In making this claim, the article draws a parallel with subsidiarity, a principle that
had acted as a counterbalance to the impact of absolutism in German state formation
since at least the early modern period. Through representational linkages and shared
sovereignty, subsidiarity involves the provision of mutual support and higher-level
assistance (lat. subsidium) among nonetheless still self-administered groups. Crucially,
this entails coordination between the interests of different societal groups and actors.
This historical German experience of state formation through “densification” grew out
of a setting in which political decentralization had long prevented any top-down im-
position;” its nineteenth century variant was a bottom-up process in which lower-level
actors themselves, faced with rapid industrialization, pushed for the provision of mu-
tual assistance through the creation of a national, coordinated political economy.'
The result was the creation of coordinated institutions both prior to full democratiza-
tion and in the absence of political centralization."

To substantiate this argument, the article draws on historical evidence of inter-
ventions by specific political actors and interest groups. Thanks to the diligent work
of numerous historians, the relevant sources are easily accessible; nonetheless, they
have not been comprehensively drawn upon by political economists working on these
questions. By systematizing this evidence temporally and hierarchically, the article
argues for a five-stage process in which coordinated institutions emerged from the
bottom-up—from the local and private to the national and public level. Beginning
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with local auxiliary funds around the middle of the nineteenth-century, this process
culminated in a development as part of which political economists have, in recent
years, highlighted the role of lower-level, private interests: the reform of electoral sys-
tems to facilitate cooperative politics in some German regional states just before the
outbreak of the First World War.

In terms of implications, the article locates the rise of coordinated capitalism in
the context of state formation,'* linking it to the emergence of broader patterns of
political organization, representation, and sovereignty—including, but by no means
limited to, democracy, electoral systems and party politics, which have become very
influential in the recent political economy literature.” As such, it connects to recent
works highlighting the strategic complementarities between welfare states and pro-
duction regimes."* However, by analyzing coordination and decentralization as struc-
turally versus unintentionally linked, the article moves beyond theoretical treatments
of the German model as a curious anomaly. The schematic perspective proposed here
is instrumental for this understanding, even if historical dynamics may, in practice,
have been more intricate at—and in between—each stage and in relation to other
developments beyond the five stages representing key the institutional characteristics
of modern coordinated market economies.

Conceptualizing the Emergence of Subsidiarity

In studies on the origins of coordinated capitalism, subsidiarity is usually considered
a (paternalistic) idea developed out of late nineteenth-century Catholic social teach-
ings.” Indeed, in 1891, Pope Leo XIII's encyclical Rerum Novarum presented the
concept as the papal response to the challenges of industrializing society. This was,
however, an unlikely revival of a normative programme of ecclesial governance initial-
ly developed by Calvinist thinkers in the sixteenth and seventeenth centuries. During
that period, subsidiarity had emerged in the Holy Roman Empire in reaction to the
early modern (Habsburgian, Catholic) agenda of centralization. Safeguarding local
patterns of community organization was a goal that united Calvinist theoreticians,

12 See also Stefan Berger and Thomas Fetzer, eds., Nationalism and the Economy: Explorations
into a Neglected Relationship (Budapest and New York: Central European University Press,
2019).
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of Postindustrial Economies (Oxford: Oxford University Press, 1999).



State Formation from Below 33

such as Johannes Althusius (ca. 1563-1638), with their nineteenth century Catholic
counterparts as they confronted BismarcK’s anti-clerical Kulturkampf.

The concept of subsidiarity was built around the idea that local, lower-level
units—whether individuals, families or church parishes—should self-organize and
practice self-help, unless and until they require assistance (lat. subsidium) from hier-
archically higher levels.'® The underlying argument was that—as the smallest units
of societal life—families and local communities are “governed by special sets of rules
specific to them, and not by a general rule of sovereignty.”'” While local units could
receive help where necessary, they could not be replaced by distant political centres.
Instead, it was “the state’s function to guarantee and facilitate the steady and orderly
proficiency of the lower social organs up to a point where these components can op-
erate independently of political arbitration.”"® Subsidiarity was thus concerned with
the bottom-up management of multi-level interaction and complexity, in particular
the constantly negotiated allocation of political power among plural communities."
In Germany, notions of subsidiarity had long been influential. The earliest processes
of early modern state formation were already fundamentally driven from below by
“densification”—in short, by the coordination of political and economic interests
through patterns of decentralized representation. During the integration processes of
the late nineteenth century, centralization remained limited, resulting not only in the
empire’s federal constitution, but also in the relatively democratic Reichstag suffrage
with which Bismarck hoped to counter liberal forces. Hierarchically higher levels of
authority were built on representative elements and focused on assistance to locally
self-administered institutions, rather than on the top-down provision of services.

As a normative programme, therefore, subsidiarity emerged in a historical setting
where centralization was traditionally absent, local patterns of organized production
survived, and processes of institution-building were driven from below, via the coor-
dination of mutual assistance. As such, subsidiarity challenges implicit notions of a
necessary nexus between political centralization and non-market mechanisms for or-
ganizing production. Instead, under subsidiarity, the independent agency and self-ad-
ministration of a community’s constituent parts appear as preconditions for organized
approaches to social relations within it, including in economic production regimes.

16 Johannes Althusius, Politica. An Abridged Translation of Politics Methodologically Set Forth
and Hlustrated with Sacred and Profane Examples, ed. and transl. with an Introduction by
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The prisms of political science and political economy yield a theoretical explanation
for the link observed: subsidiarity combined negotiated (namely: organized) variants of
political decentralization with self-managed (namely: decentralized) forms of orga-
nized production. In other words, each concept mirrored central characteristics of the
other, as key actors formulated subsidiarity as a normative programme wherein neither
the top-down imposition of mechanisms for organized production, nor unmitigated
decentralization were viable. This led to very distinct patterns of political decentraliza-
tion and organized production, overlapping in the specific manner in which public
goods were provided: if public goods are not simply allotted by centralized authorities
from above, their supply must be coordinated as mutual assistance among decentralized
units. This is how state formation under subsidiarity led to the emergence of coordi-
nated capitalism (see Figure 1 for a graphic representation of this relationship).

Political Subsidiarity Organized
decentralization _ production

Coordination
of

mutual

Market- assistance

preserving
federalism

Neo-
corporatism

Figure 1: Conceptual relationships between subsidiarity, political decentralization,
and organized production

In the terminology of political science, the decentralization foreseen under subsidiarity
does not equal the rights-based division of powers as in, for instance, Barry Weingast’s
“market-preserving federalism.”*' There, a clear-cut division of rights tends to limit

21 Barry R. Weingast, “The Economic Role of Political Institutions: Market-Preserving Fed-
eralism and Economic Development,” Journal of Law, Economics & Organization 20, no. 1

(1995): 1-31.
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state involvement, preserving less regulated markets by inhibiting coordination across
sub-units.”> The modern reference model for political decentralization—the rights-
based federalism of the United States®—never saw the emergence of self-adminis-
tered institutions of worker-employer coordination. In contrast, the decentralization
envisaged under subsidiarity helped maintain non-market mechanisms for organized
production; in the nineteenth century, this form of coordinated decentralization was
arguably what made the political construction of an integrated market through the
German Customs Union possible. Subsidiarity entails consensual exchange by means
of cross-level representation, as in the decentralization theorized, for instance, under
Gerhard Lehmbruch’s “managed co-existence of representational monopolies.”

Indeed, the focus on self-administration in subsidiarity highlights that economic
production can only be coordinated among actors whose views and interests exist
in relative autonomy from each other; this requirement lends itself to decentralized
politics. As such, it also points to an understanding of organized production that is
different from the one expressed in studies in the corporatist tradition, wherein orga-
nized production was “an ideology of social partnership expressed at the national level;
a relatively centralized and concentrated system of interest groups.”” Subsequently,
respective top-level bargains were thought to be matched in the political realm by
a similar centralization, often through the establishment of strong roles for political
leaders and bureaucrats.?® These views, however, do not seem very compatible with the
prioritization of self-help and a merely supportive role for higher levels in the hierar-
chy under subsidiarity.

In contrast, later political economic approaches have explained organized pro-
duction by reference to theoretical premises that are, despite their differences, more
open to bottom-up dynamics such as individual firms interested in coordination with

22 See also Cathie Jo Martin and Duane Swank, “The Political Origins of Coordinated Capi-
talism: Business Organizations, Party Systems, and State Structure in the Age of Innocence,”
American Political Science Review 102, no. 2 (2008); “Gonna Party Like It’s 1899: Party Sys-
tems and the Origins of Varieties of Coordination,” World Politics 63, no. 1 (2011): 78-114.
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(New York: Little, Brown & Co, 1964).
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velopmental Perspective,” in State and Administration in Japan and Germany. A Comparative
Perspective on Continuity and Change, ed. Frieder Naschold and Michio Muramatsu, De
Gruyter Studies in Organization 75 (Berlin: Walter de Gruyter, 1996), 56.

25 Peter ]. Katzenstein, Small States in World Markets: Industrial Policy in Europe, Cornell Stud-
ies in Political Economy (Ithaca: Cornell University Press, 1985), 32.

26  Colin Crouch, Industrial Relations and European State Traditions (Oxford: Oxford University
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Business Organizations, Party Systems, and State Structure in the Age of Innocence,” 185;
“Gonna Party Like It’s 1899: Party Systems and the Origins of Varieties of Coordination.”
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workers.”” More recent work has moved even further, highlighting the role of electoral
politics in shaping different models of economic and welfare system governance in ad-
vanced capitalist democracies.?® Subsidiarity, as a theoretical concept, provides a struc-
tural framework for understanding the bottom-up emergence of patterns of organized
economic production in a setting of sustained political decentralization. The underly-
ing idea is that, for private preferences to be able to coordinate mutual assistance from
below, decentralized actors need to be engaged in self-management in the first place.

Nineteenth Century Implications:
Five Stages to Coordination

The well-established limits to centralized steering in contemporary German capitalism
do not in and of themselves prove that decentralized patterns drove the emergence of
coordinated capitalism in the nineteenth century.”” Indeed, the logic of unintended
consequences has long played a prominent role in historical accounts. Most famously,
BismarcK’s initial state-corporatist plans for social insurance legislation ended up pro-
viding his biggest adversary, the workers’ movement, with an administrative strong-
hold in the evolving system of economic governance.” Following this logic, much of
the political economy literature analyses how twentieth-century democratic politics
came to underpin the coordinated institutions that emerged out of authoritarian im-
position.

The alternative argument—that coordinated capitalism emerged as part of pro-
cesses of state formation from below—becomes more tenable, if Bismarckian social
insurance legislation is situated as a specific episode in the context of a larger bot-
tom-up process. Undoubtedly driven by staunchly illiberal aspirations, the Iron Chan-
cellor’s state-corporatist initiatives, and even their unplanned consequences, appear
less awe-inspiring from such a perspective. Unintended as they certainly were by Bis-
marck himself, the setbacks to his state-corporatist agenda point to the long-term in-
fluence of decentralization patterns. New stages in the continued bottom-up process

27 Hall and Soskice, “An Introduction to Varieties of Capitalism”; Thelen, Varieties of Liberal-
ization and the New Politics of Social Solidarity.

28 Beramendi et al., eds., 7he Politics of Advanced Capitalism (New York: Cambridge University
Press, 2015).

29 Kathleen Thelen, Union of Parts: Labor Politics in Postwar Germany (Ithaca: Cornell Uni-
versity Press, 1991); Peter Hall, “Central Bank Independence and Coordinated Wage Bar-
gaining: Their Interaction in Germany and Europe,” German Politics and Society 31 (Spring
1994): 1-23.

30 Gerhard A. Ritter, Sozialversicherung in Deutschland und England: Entstehung und Grundzii-
ge im Vergleich (Munich: C. H. Beck, 1983).
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reflected the desire of lower-level actors for the coordination of mutual assistance on
hierarchically higher—but not very centralized—Ilevels, as rapid industrialization re-
quired solutions that continued to transcend established local political economies.
Subsidiarity was, as Kees van Kersbergen aptly put it, “a crucial parameter of what
might be called community production.”' The relevant actors included artisans,
craftsmen, and medium-sized businesses, but soon also skilled workers in larger com-
panies, their employers, local administrations and, later, increasingly pragmatic polit-
ical parties. To many of them, Bismarck’s nineteenth-century East-Elbian authoritari-
anism was as challenging as the Habsburgs fifteenth and sixteenth-century
centralization attempts. Just like the embattled Protestants of early modern times,
Germany’s nineteenth century Catholics, targeted by BismarcK’s Kulturkampf, again
invoked subsidiarity as a normative concept. Meanwhile, rapid industrialization was
indeed res nova—the “new thing” invoked in the title of Pope Leo XIII's encyclical,
motivating demands for coordination and assistance on the higher, geographically
broader levels of the quickly emerging national political economy. Bismarck and his
central-state elites were of course important, for instance for the social insurance leg-
islation of the 1880s. Yet the subsequent decade, during which the chancellor at-
tempted to utilize his social insurance plans as a tool against the rise of social democ-
racy, was only one stage in a much longer process of state formation. As a result,
coordinated capitalism developed on a trajectory from lower (private) to higher (pub-

lic) levels, or, following Johannes Althusius, from the particular to the general.”
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Figure 2: Five stages to coordination in nineteenth-century Germany
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This argument reveals a five-stage process within Germany’s turn to coordination (see
Figure 2). Growing out of centuries of early coordination in miners’ brotherhoods,
craft guilds, journeymen associations and their successor organizations, the first stage
of this process began in the 1870s, when (1) auxiliary funds began to provide basic
welfare coverage in cities and at the level of large volume producing companies. In the
1880s, the introduction of (2) social insurance saw workers and employers involved
in the administration of the schemes—building on pre-existing local institutions and
initiatives. The increase in (3) collective bargaining in the 1890s subsequently sparked
greater coordination between organized labour unions and employer associations. This
was not without consequence for party politics, where around 1900, the evolution of
modern interest parties away from parties of notables triggered a rise in (4) political
pragmatism and coordination across the new, capitalist cleavage. Interest parties took
this evolutionary process to its final stage, the (5) electoral reform in some regional
legislations just before the outbreak of the First World War—a topic recently much
debated by political economists, and a first hint at the turn to democracy yet to occur.

From Auxiliary Funds to Social Insurance

An announcement from the very top of the Wilhelmine state is often portrayed as the
starting point for the emergence of coordinated capitalism in Germany: the imperi-
al message (Kaiserliche Botschaft) of 17 November 1881, outlining the government’s
programme for social insurance legislation and complementing the repressive anti-
socialist laws enacted three years earlier.® However, as early as 1993, Florian Tenn-
stedt—lead editor of the multi-volume collection of sources on the history of German
social policy that has become the standard in the field and upon which this section
draws—quipped: “Only without knowledge of the prehistory, well-documented in
the primary sources, can one arrive at the perception that social policy was designed
on the basis of the programme presented [in the imperial message].”**

In the years preceding the imperial message, local political and economic actors
coordinated assistance in response to the increasingly insufficient fault-based liability
laws and local poor relief schemes. Under the liability law of 1871, an employee could
only be compensated for a workplace accident, if he could prove that the accident was
the employer’s fault. But in the context of steam-driven heavy industrialization, and

33 Ritter, Sozialversicherung in Deutschland und England: Entstehung und Grundziige im Ver-
gleich.

34  Florian Tennstedt, “Sozialpolitik und Innere Reichsgriindung. Politische Rahmenkonstella-
tionen in Europa Als Ausgangspunkt fiir Deutschlands Aufbruch Zum Sozialstaat,” in So-
giale Sicherheit in Europa: Renten- und Sozialversicherungssysteme im Vergleich, ed. Giinther

Lottes (Heidelberg: Physica-Verlag, 1993), 64.
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thus accident-prone factories such as steelworks, this practice became untenable. It
overburdened the basic poor relief schemes of local communities into which injured
workers fell, and thereby cast doubts on the paternalist ambitions of employers for
workplace relations. Political economists have highlighted how employers recognized
the limits of managing the risks of rapid industrialization through private law. This
search for solutions was a driving force behind the 1880/81 proposal for public acci-
dent insurance.”

However, employers were more than the mere providers of blueprints for Bismarck
to turn to, but key instigators of social insurance legislation. Among the business rep-
resentatives—rather than authoritarian government officials—unsuccessfully push-
ing these ideas, between the 1848 revolution and the 1869 North German industrial
code, were Ruhr heavy industrialist Friedrich Harkort, his Saar counterpart Karl Fred-
rich Stcumm, and Eupen factory owner August Wilhelm Hiiffer.*® Reacting to their de-
mands, Bismarck had, in a 1863 letter to the interior ministry, still inquired about the
potential prospects for pension funds. Nonetheless, Bismarck’s interest in the “work-
ers’ question” during the period of conflict over the Prussian constitution had given
way to a rather obstructive positioning by the late 1870s.%” Instead, lower-level actors
led the way during the 1870s. A 1875 newspaper contribution by Ruhr heavy indus-
trialist Louis Baare, for example, lambasted the shortcomings of the liability law.*®
One year earlier, as part of a publication by Gustav Schmoller’s Verein fiir Socialpolitik,
Wiesbaden chemicals producer Fritz Kalle made the case for compulsory auxiliary
funds,” which became the official policy of the industrialists’ association Centralver-
band Deutscher Industrieller (CDI) after its foundation in 1876.%° In 1878, as a mem-
ber of the imperial diet, Stumm reiterated his calls for compulsory invalidity and pen-
sion funds for factory workers, modelled on miners’ brotherhoods (Knappschaften).
In contrast, in 1878, Bismarck’s office notified the Prussian trade ministry that the

35  Mares, The Politics of Social Risk: Business and Welfare State Development, 65.

36 Heinrich Volkmann, Die Arbeiterfrage im PreufSischen Abgeordnetenhaus, 1848—1869, Schrif-
ten zur Wirtschafts- und Sozialgeschichte 13 (Berlin: Duncker & Humblot, 1968).

37  Florian Tennstedt and Heidi Winter, eds., Grundfragen Staatlicher Sozialpolitik. Die Diskus-
sion der Arbeiterfrage auf Regierungsseite Vom PreufSischen Verfassungskonflikt bis zur Reichs-
tagswahl von 1881: Quellensammlung zur Geschichte der Deutschen Sozialpolitik, I. Abteilung
(1867-1881), vol.1 (Stuttgart: Fischer, 1994), 14.

38  Florian Tennstedt and Heidi Winter, eds., Von der Hafipflichigesetzgebung zur ersten Unfall-
versicherungsvorlage: Quellensammlung zur Geschichte der Deutschen Sozialpolitik, 1. Abteilung
(1867-1881), vol. 2 (Stuttgart: Fischer, 1993), 50.

39  Fritz Kalle, “Eine Deutsche Arbeiter-Invaliden, Wittwen- und Waisen-Casse. Gutachten,” in
Ueber Alters- und Invalidenkassen fiir Arbeiter (Leipzig: Duncker & Humblot, 1874).

40  Ute Frevert, Krankheit als Politisches Problem, 1770—1880. Soziale Unterschichten in PreufSen
Zwischen Medizinischer Polizei und Staatlicher Sozialversicherung (Géttingen: Vandenhoeck
& Ruprecht, 1984), 181.
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chancellor saw no need to “approach the matter” of liability law reform.*" Meanwhile,
liberal politicians were among the most outspoken advocates of local wide-rang-
ing public services—from vocational training institutes and water works to savings
banks—as described by the German term Daseinsvorsorge (“providing for existence”).
The local auxiliary welfare funds within this setup were more than mere templates for
the subsequent social security legislation. Their own substantiveness is reflected in the
gradual processes of legislative expansion and regulatory tightening in Prussia before
1870.% The ambitiousness behind the local Daseinsvorsorge project was summed up
by one of its flagbearers, Frankfurt’s liberal mayor Johannes von Miquel. Upon leaving
his post in 1890, Miquel called for the boundaries still constraining communal pow-
ers in public services provision to be pushed ever further afield.”

Despite these desires for horizontal expansion, however, the model had reached its
vertical limits. Existing liability and poor relief arrangements were under pressure, for
instance, from the increased spatial and professional mobility of workers under rapid
industrialization.* But even the proposals of ambitious Prussian trade ministry official
Theodor Lohmann as of early 1878 still contended themselves with an expansion of
the fault-focused logic under the existing liability law, via a new, standard presump-
tion of employer fault.*” Facing the real limitations of existing arrangements, local
businesses provided the impetus for social insurance. The protocol of a January 1880
board meeting at Baare’s Bochumer Verein steelworks points to preparations for an
accident fund covering the plant’s entire workforce; Negotiations with an insurance
company had been underway since 1878.% After a chance encounter in Berlin in
early February 1880, Baare sent a report to trade secretary Karl Hofmann in April,
suggesting an expansion of his Bochum model to all of Germany: an accident insur-
ance covering all workers, which, in turn, would largely release employers from their
liability for workplace accidents.”” Three months later, in a draft paper to trade secre-
tary Hofmann, Lohmann followed suit and also dropped the fault dogma. Instead, he

41  Tennstedt and Winter, Von der Haftpflichtgesetzgebung zur ersten Unfallversicherungsvorlage,
XXV, 73.

42 Volkmann, Die Arbeiterfrage im PreufSischen Abgeordnetenhaus, 1848—1869, 59.
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200.
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proposed a voluntary accident insurance under private law, based on a new, general
assumption of employer liability for workplace risks (Gefahrdungshafiung), to be co-fi-
nanced jointly by the workers.*® But such was Bismarck’s obstructionist reputation,
that Hofmann feared the chancellor would not accept this plan. Instead of proposing
the new Gefihrdungshafitung plan, he thus reinserted the older, seemingly less radical
fault presumption idea before passing the draft on to the chancellor. This, howev-
er, backfired spectacularly. Bismarck reacted furiously, rejecting the presumption idea
as an institutionalized mechanism for blaming employers. Hofmann was removed
from his post, and Bismarck took on the role of Prussian trade secretary himself.* It
was only during his parting visit later in the summer of 1880 that Hofmann handed
Baare’s initial report to Bismarck. Only now did the chancellor realize that what he
had considered a threat to large employers largely reflected their preferences. This was
the turning point. Working through Baare’s report, Bismarck manually highlighted
the idea of a public insurance authority under imperial auspices. But rather than re-
instating Hofmann, Bismarck made the Bochum-born idea his own, asking its initial
author, Baare, to turn his proposal into a draft bill.*°

By setting up a competition for the best draft bill between public servants and
private industrialists, Bismarck ensured that the outcome was a solution under public
rather than private law, an “imperial or state insurance” without workers’ monetary
contributions. Baare and Lohmann were unhappy with this top-down path towards
welfare state formation in line with older, paternalistic visions for centralized insur-
ance demanded by industrialists like Stumm since the 1860s. The Reichstag—elected
under relatively democratic suffrage—removed Bismarck’s main paternalistic tools,
including a financial contribution from the federal government and an imperial in-
surance authority. This, in turn, prompted Bismarck to engineer an upper house veto
against his own, severely altered bill in 1881.°" Central state authorities were con-
strained, not least by a lack of the required tax revenues—the quest for which was
repeatedly blocked by the traditionally powerful regional states. This further increased
the role of contributions from workers and employers and, in turn, the influence of
these groups.*
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The accident insurance would only come into force in 1884. Like the health insur-
ance passed in the previous year and the pension insurance completing the edifice by
1889, the groundbreaking accident insurance ended up taking a more decentralized
shape than Bismarck had intended. Yet, this also meant that social insurance came
much closer to what its local instigators had initially intended. Neither Bismarck’s
disinterested obstruction in the 1870s, nor his authoritarian enthusiasm in the de-
cade that followed proved very durable within the context of ultimately limited cen-
tral state powers. Instead, social insurance emerged in a process of state formation
from below, a densification process in which differentiated interests—from factory
owners to municipal administrations, insurance companies and the imperial govern-
ment—coordinated the provision of social insurance as a new type of higher-level
assistance required under rapidly industrializing capitalism.

From Social Insurance to Collective Bargaining

The institutional architecture of the new social insurance bodies famously included
elected worker representatives. This benefitted labour union centralization, an orga-
nizational stabilizer that would turn out to be crucial for the further development
of Germany’s welfare state.”® However, the limitations and shortcomings were just
as important. As of the 1890s, lower-ranking actors coordinated the provision of as-
sistance through a self-administered industrial relations system that neither existing
administrative bodies of social insurance nor the central government could or wanted
to provide. The context was provided by the end of the anti-socialist laws in 1890.
The share of workers organized in free unions rose from 5 to 18 percent between 1895
and 1903.>* As the economy continued to expand by the mid-1890s,” one result
was a significant increase in strike activity.”® The anti-socialist laws had slowed the
development of a functioning industrial relations system from below, but an 1889
report by the Berlin police president to the Prussian interior minister still counted
some 240,000 union members.”” A decade of restrictive measures seemed to have

53  Manow, Social Protection, Capitalist Production.

54  Klaus Schonhoven, Expansion und Konzentration. Studien zur Entwicklung der Freien Gewerk-
schafien im Wilhelminischen Deutschland 1890 bis 1914 (Stuttgart: Klett-Cotta, 1980), 114.

55 Gerhard A. Ritter and Klaus Tenfelde, Arbeiter im Deutschen Kaiserreich, 1871 bis 1914, Ge-
schichte der Arbeiter und der Arbeiterbewegung in Deutschland seit dem Ende des 18. Jahr-
hunderts 5 (Bonn: J.H.W. Dietz, 1992), 65.

56  Klaus Tenfelde and Heinrich Volkmann, Streik. zur Geschichte des Arbeitskampfes in Deutsch-
land wibrend der Industrialisierung (Munich: C. H. Beck, 1981), 295.

57 Wilfried Rudloff, ed., Arbeiterrecht. Quellensammiung zur Geschichte der Deutschen Sozial-
politik, 1. Abteilung (1881—1890), vol. 4 (Darmstadt: Wissenschaftliche Buchgesellschaft,
2008), 415.



State Formation from Below 43

left business and state elites with the worst of both worlds: a labour movement that
remained well-organized, but had little incentive to cooperate with the authorities
that had criminalized it. Well-organized workers threatened to disappear into the wil-
derness of unregulated industrial action. Assistance was required in the form of an
industrial relations framework.

An 1890 bill introduced special courts staffed equally by workers and employers,
to help with the resolution of industrial conflicts, while the 1891 industrial code re-
form paved the way for the introduction of company-level work charters and worker
councils.’® The underlying Neuer Kurs (new path) agenda had been announced in Wil-
helm II’s 1890 February decrees. Under pressure from shifting Reichstag majorities, he
connected to older and much longer lasting coordination efforts by lower-level actors,
which had thus far been obstructed by authoritarian elites. Employers, including even
some conservative heavy industrialists, had begun to discover the value of coordinated
industrial relations, of co-determination and the expansion of employment laws, as
an effective tool for preventing the organizational disintegration of their work forc-
es and, consequently, “wild” strikes. As early as 1886, newspapers reported that the
small-business Deutsche Volkspartei (DtVP) had publicly called for the introduction
of industrial courts staffed by workers and employers.”” Where such courts already
existed, employers reverted to them to get workers to end their strikes, as indicated by
court reports from industrially advanced regions such as Leipzig.®® In an 1887 report
to Bismarck, Diisseldorf district president Hans von Berlepsch highlighted the courts’
role as arbitration boards in the local small iron and metal industries.®' But in contrast
to various Reichstag initiatives for such industrial courts beginning in 1886, even a
progressive central state civil servant like Lohman, in an 1888 note, still expressed his
relative scepticism towards the immediate need to act.®

This changed with the great Ruhr miners” strike of 1889. In white papers and
reports, public servants pondered possible strategies to limit the impact of such in-
dustrial action.®® In their absence, even traditionally liberal actors such as the lead-
er of Essen-based mining industry association Friedrich Hammacher—an advocate
for a negotiated solution to the Ruhr miners’ strike—saw no other way but to urge
the government to take a tougher line against “contract breaching” employees not
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returning to work.** Eventually, the government changed its stance. In a report to
Bismarck, interior state secretary Karl Heinrich von Boetticher suggested the tableing
of an amendment to yet another, liberal bill under consideration in parliament, which
designated industrial courts as “arbitration offices,”® namely as facilitators of collec-
tive agreements rather than just examiners of individual employment issues.

The unusually democratic Reichstag suffrage provided a transmission channel for
lower-level initiatives towards new fora for modern industrial relations. Between the
1878 and 1887 elections, the socialist vote share rose from 7.6 to 10.1 percent. In the
February 1890 polls, it almost doubled to 19.7 percent, while the Catholic Centre
party remained the strongest force in the Reichstag.®® Even if these votes did not trans-
late into comparable seat shares under the majoritarian electoral system, the election
results demonstrated the failure of the anti-socialist laws of the 1880s and sealed the
end of Bismarck’s “cartel.” More moderate local representatives like Berlepsch could
no longer be disregarded. Having attempted to mediate in the miners’ strike in his
region earlier in 1889, he argued in an autumn report to Bismarck for the introduc-
tion of work councils, arbitration boards and equally staffed chambers in the mining
sector.”’

The growing influence of such lower-level voices in government and parliament
set the stage for not only a more pragmatic stance, but also Bismarck’s eventual de-
parture in the following year. The protocol of the Prussian crown council meeting
of 24 January 1890 documents Wilhelm II’s desire to mitigate the risk of renewed
strikes with new social policy initiatives, while his chancellor insisted instead on an
extension of the anti-socialist laws—even if the new lack of Reichstag majorities had
become obvious in a vote just a day earlier.’® Berlepsch took over from Bismarck as
Prussian trade secretary just before the disastrous 1890 elections that were followed
by the chancellor’s departure.”” The new trade secretary continued to draw on previ-
ous legislative work passed, at times unanimously, in the Reichstag, while Wilhelm II
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chaired the relevant state council meeting based on a word-by-word outline prepared
by senior civil servants.”

The emperor rebranded what were, in fact, lower-level initiatives. The industrial
code reform of 1891was intended to increase public regulation of private industrial
relations. Larger companies were required to introduce internal workplace charters,
formalizing the terms of previously often verbal employment contracts. Moreover,
workers’ councils were to be introduced. Many heavy industrialists such as Krupp
were opposed, but meeting minutes still note the support of a majority of employers
present at an 1890 Prussian state council gathering.”! As early as 1885, when the
Social Democratic Party (SPD) had called for industrial code reform, the protocols
of Reichstag commission meetings highlighted the political backing not only from
Centre leaders such as the party’s social policy expert Franz Hitze, but also from liber-
als and even moderate conservatives. Back then, the main conflict had been over how
worker representatives on company or industry councils should be elected.”

In the following year, businessman and National Liberal Reichstag MP Wilhelm
Oechelhiuser published a pamphlet in support of equally-staffed work chambers.
Oechelhiuser’s proposal differed from the broadly similar initiatives put forward by
the Social Democrats in that he wanted the chambers to focus on surveillance, media-
tion, and increasing protection for employers from “contract breaches.””* Years before
the government caught up, therefore, the debate in the Reichstag had moved beyond
the question whether industrial relations should become more coordinated; instead,
representatives for worker and employer interests were already bargaining over the
exact power balance in these new institutions, such as worker and industry councils.

Beginning in the 1880s, workers and employers displayed a growing interest in
coordinating assistance by institutionalizing their conflicts. Even conservative Reich-
stag MP Stumm described worker councils as “a blessing” during an 1890 Reichstag
committee meeting.”* Via the works charter enacted at his Saar iron works in 1895,
Stumm hoped to expand his authority into workers’ private lives.”” But protocols from
the meetings of the council of elders at the Marienhiitte ironworks in Silesia—one
of Germany’s oldest worker councils— point to less paternalistic effects. Instead, the
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minutes from the 1880s abound with references to employee self-control.”® Around
the same time, articles in worker publications also praised the “disciplining” effect of
social democratic organization on otherwise wild-striking employees.””

While the government had once again lost interest by the middle of the 1890s,
the workers’ movement’s interest in self-moderation kept growing from below. At an
1899 trade union gathering in Stuttgart, any remaining, orthodox opposition was
dropped and collective bargains with employers were formally endorsed.”® According
to leading trade unionist Carl Legien, strikes were now the exception and no longer
the rule.”” Out of a total of 1625 officially registered strikes and lockouts in 1904,
industrial courts addressed 399%' —a substantial share, considering that the munic-
ipal nature of the courts contrasted with the increasingly supra-regional nature of
industrial action.® Businesses also established specific employer, not just industry,
associations.®> The charter for the nationwide and cross-sectoral central office of em-
ployers’ associations, founded in 1904,% reflects an increased interest in the assistance
provided by collective bargains, even among traditionally independent-minded busi-
ness leaders.

By 1907, 10 percent of all workers were covered by collective agreements.®> As
with the existing industrial courts, factory charters and worker councils, the advances
towards collective bargaining preceded any respective legislation on the state level,
which would follow only after the First World War.® Liberal activists and politicians
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such as Karl Flesch ensured a further expansion of employment regulations, thereby
reshaping worker-employer relations from the factory floor up, as “a new economic

order cannot be constructed or decreed.”®”

From Collective Bargaining to Political Pragmatism

By the summer of 1895, Berlepsch had already requested to be removed from his
post. In his resignation letter to Wilhelm II, he complained about the obstruction to
his progressive course exerted by Stumm and other conservative and National Liberal
forces.® The risk was not only that authoritarian elites would revert to outright sup-
pression; orthodox positions in the Catholic and social democratic camps were also
threatening to block further progress. Lower-level actors therefore began to coordinate
assistance in the form of a push for a new pragmatism on the next, higher, stage—na-
tional party politics. Less than five years after the end of the anti-socialist laws, the
government’s so-called subversion bill (Umsturzvorlage) of December 1894 envisaged
new obstacles to Social Democracy. Following the 1896 Hamburg port workers strike,
conservative state elites tried to double down even further, tabling the 1899 prison
bill (Zuchthausvorlage). This bill was rejected not only by the Catholic Centre party,
but also by large segments of the National Liberals, previously members of Bismarck’s
“cartel.” In response, vice chancellor Arthur von Posadowsky-Wehner again steered
the government closer towards the February decrees.*” But overall, the government
remained a volatile veto player.

In contrast, political parties increasingly became key instigators. In terms of in-
tra-party organization, this dynamic rested on greater representation for groups of
lower-level actors; in terms of inter-party relations, cooperation gradually began to
emerge. On the left, the unions were no longer willing to accept the leadership of the
Social Democratic party over the entire workers’ movement; they positioned them-
selves against the desire of politicians for political strikes. Within the Catholic milieu,
Centre party leaders and workers’ representatives pushed the pope to allow Catho-
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lic workers to become members in (formally interdenominational) Christian trade
unions. While the socialists benefitted from their existing organizational status as a
modern mass party,” the Centre’s evolution meant a deeper organizational mutation
from an elite party of notables to a party engaged in interest-based politics.”’ When the
party voted against the government’s plans for army expansion in 1893, this triggered
early elections and concluded a process in which middle class politicians had replaced
aristocratic notables at the Centre’s helm. After 1900, these middle-class forces came
under increasing pressure from the growing Catholic workers’ movement. The high
point of this social Catholic influence was reached in late 1906, when, under Matthias
Erzberger’s leadership, the Centre voted jointly with the Social-Democratic Party in
the Reichstag to withhold further funding from the government’s colonial genocide
campaign against the Nama in Southwest Africa, again triggering early elections. As of
1907, however, middle class forces managed to regain some ground.”

The Centre’s transformation rested on organizations such as the People’s Associa-
tion for Catholic Germany (Volksverein fiir das katholische Deutschland) and on Catho-
lic workers’ associations, whose emergence in the last decade of the nineteenth century
effectively provided the party with its locally rooted mass-movement underpinnings.
These associations were self-help institutions designed to improve worker welfare and
training, with local chapters organized along parish lines and presided by clergymen
and Catholic employers.” This appeared to be in line with Pope Leo XIII's encyclical,
which had rediscovered the concept of subsidiarity as a Catholic response to the chal-
lenges of rapid industrialization. Drawing on the thinking of Bishop Emmanuel von
Ketteler and other German social reformers since the 1860s, the encyclical confirmed
the social Catholic movement’s achievements .

Within local associations, specialist committees emerged for each profession. In the
eyes of Volksverein founder Franz Hitze, the professional sub-associations should coor-
dinate regionally, thereby providing a Catholic alternative to socialist trade unions. But
as this model turned out to lack the unions’ organizational prowess, Catholic workers
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in industrial centres quickly began to set up interdenominational trade unions. Coal
miner August Brust led the way by founding the Professional Association of Christian
Miners (Gewerkverein Christlicher Bergarbeiter) in Essen in 1894.” The Christian trade
unions engaged in collective bargaining, were willing to revert to industrial action,

%6 This may have been facilitated

and worked together with their socialist counterparts.
by a pattern already noted by contemporaries: as Catholic social teaching focused on
morals rather than economics, the Volksverein and other Catholic workers’ organiza-
tions turned to the work of social democratic academics of the time, the so-called
Kathedersozialisten, for intellectual guidance.” Yet, bottom-up attempts at worker
representation and cooperation with Protestants and even socialists did not go unan-
swered. Ecclesial elites used their authority to prevent Catholic workers from joining
non-Catholic (even if Christian, non-socialist) trade unions. The bishop of Trier, Mi-
chael Felix Korum, professed: “Even if the unions had only Catholic members, but
assigned the leadership to a worker, we would have to fight them. What matters is that
the clergy remains in control of Catholic workers.”® In the ensuing trade union strug-
gle (Gewerkschafisstreit), the Volksverein and Catholic workers’ associations pushed for
a pragmatic line devised by social reformers in the urban and industrial centres of the
Rhineland, that was in favour of further democratization and worker emancipation,
and open to interdenominational trade unions. The conflict deeply divided German
Catholicism, including the workers’ associations. In 1912, a papal encyclical decreed a
compromise: workers could become members in Christian trade unions as long as they
remained simultaneously affiliated with a Catholic workers’ association.”

The idea of organized representation for Catholic workers had risen from the bot-
tom to recognition at the very highest level. It now received assistance from Catholic
Germany’s political party, as the Centre veered towards modern interest-group politics
and became increasingly available for pragmatic politics across the class divide. Up
until the First World War, the Centre grew into an integration party with a strong
emphasis on medium-sized businesses.'” Meanwhile, the debates about revisionism
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and reformism pitted orthodox elements against less ideological forces within a Social
Democratic Party that was, in the mass strike debate (Massenstreikdebatte), competing
with pragmatic unions for the leadership of the workers’ movement. From the bottom
up, these dynamics transformed the party politics of the workers’ movement from a
risk factor into a coordinator of assistance for growing cross-class cooperation.

Social Democracy often struggled to attract working-class voters if they were Cath-
olic, Polish, or semi-independent, and especially if they were low-skilled, or worked
in the agricultural sector.'”! However, the fast-growing new middle classes of imperial
Germany— “petty bourgeois” groups such as civil servants and office clerks—gradu-
ally became attainable for the party before the First World War, at least if they were

Protestant.'®

Expanding its electorate to wage earners from all walks of life, social
democracy had to come to programmatic terms with its voters’ preferences in the con-
servative-capitalist society of the Wilhelmine empire. This was complicated by expec-
tations expressed, for instance, by Friedrich Engels, that Germany would turn socialist
by the end of the century.'® Reformists, in contrast, had little interest in grand theory
and its future predictions. Their thinking gained in influence in the practical politics
of local SPD branches, in municipal councils and regional parliaments.’® Among
them was Bavarian SPD leader Georg von Vollmar who called on his party to focus on
improving everyday living and working conditions.'*

However, the SPD’s 1891 Erfurt conference heeded the warnings of its leader Au-
gust Bebel: reformism would undermine the party’s position when the end of capi-
talism was just around the corner.’® In contrast, theorists like Eduard Bernstein saw
how the economic expansion of the later 1890s limited popular appetite for a quick
overthrow of capitalism. He therefore envisaged a “democratic-socialist reform party”
working pragmatically with other forces to improve everyday living conditions for its
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voters.'”” The goal was a revision of Marxist theory, adapting to the—often hardly
progressive—realities of Social Democratic voters’ lives, rather than reacting to the
failure of Marxist revolutionary predictions by scolding the lower classes for what

Gyorgy Lukdcs would soon label their “false consciousness.”'%

But the decisive push
emerged from the changing realities of industrial relations on the ground. The unions’
increasingly pragmatic interactions with employers contrasted with both the desire
for political strikes and the expectations of imminent revolution among national SPD
leaders. Union membership also vastly outperformed that of the SPD.'” Consequent-
ly, the 1906 Mannheim agreement terminated the strike debate in the unions’ favour,
confirming their independence and thus ruling out purely political strikes.'"

This shifting balance also proved popular at the polls. Not only did the SPD be-
come the strongest party in the Reichstag by the First World War,'"! but semi-official
newspapers also noted how, in industrial court elections, social democratic candidates
were supported by small and medium-sized employers.''* These dynamics left their
mark on policies across the political spectrum. For instance, Prussian state ministry
minutes from 1901 noted how it was pressure from the Centre and the National Lib-
erals that left the government with no choice but to endorse a further strengthening
of industrial courts as arbitration offices.'’®> Around the same time, writers in socialist
publications began to drop their previous scepticism towards social insurance, and in

the Reichstag, the SPD voted with the majority on several social insurance reforms.'*

From Political Pragmatism to Electoral Reform

In several regional states, social democrats, liberals, and other “bourgeois” parties be-
gan to partner in more fundamental ways. Around 1900, this cooperation often fo-
cused on attempts at electoral reform, a central concern of the more recent political
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science literature.'"” Given the regional nature of these reforms in Germany, political
economists have drawn on the work of historians to study the interplay between local
patterns of emerging coordination and cross-class coalitions enacting electoral reforms
to improve workers’ representation, such as in Saxony, where small and medium-sized
producers were influential, as well as in parts of the Southwest.''® Not least due to re-
sistance from and within powerful Prussia, until the end of the First World War, prog-
ress on the national level occurred mainly in intellectual debates in which, however,
lower-level progress towards greater coordination began to serve as examples.
Pre-1914 data on Reichstag MP voting patterns and constituency-level alliances
suggest that the political right’s success in forming local coalitions reduced the overall
cohesion of the resulting parliamentary parties.'"” By the turn of the century, there-
fore, the existing majority runoff system created internally fragmented parties on the
right just as increasing party system fragmentation in parliament (namely, the contin-
ued rise of Social Democracy) and increasing supra-local economic integration would
have required the opposite: greater party-internal cohesion enabling the negotiation
of deals that could coordinate political assistance for the cross-class management of
the new, industrialized economy beyond local constituencies. Proportional representa-
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tion delivered this cohesion by incentivizing the formation of party organizations that
could assist with the nationwide coordination of diverse, bottom-up interests.
Meanwhile, the SPD managed to become the strongest party in the 1912 Reichstag
elections, despite the majoritarian system and structural gerrymandering in place. The
SPD could hope for even better Reichstag results under proportional representation,
but it also supported proportional representation on hierarchically lower levels—in-
cluding electoral systems for industrial and mercantile courts, but also to the adminis-
trative bodies of social insurance after 1900—even where it threatened to weaken its
existing position. Donald Ziegler has noted how the Social Democrats, “failed to pro-
duce articulate opposition to proportional representation. “The fact,” concluded one
writer in 1909, ‘that proportional representation could cost us mandates in a number
of social-political organizations cannot be decisive. It will be offset by other gains.””!'®
The publicist quoted by Ziegler was reformist strategist Friedrich Kleeis, writing in the
SPD’s programmatic publication, Die Neue Zeit, where he recounts how SPD deci-
sion-makers supported initiatives for proportional representation time and again after
1900, even when bourgeois forces bet on it to dilute worker dominance of of social
insurance and industrial relations bodies. Kleeis” “other gains” overriding the logic of
mandate maximization lay in the systemic effects of proportional representation on
the workings of these institutions: “A representative body should reflect the views and
demands of the electorate with the greatest possible accuracy so that minorities can
also participate in the activities of these bodies, in accordance with their strength.”'"
On the next higher, more systemic level of electoral “rules of the game,” propor-
tional representation offered a better reflection of the emerging interest-based poli-
tics of the centre-right—something Bismarck had long tried to prevent through his
“cartel.” This expanded on previous developments on the hierarchically lower level of
industrial relations, where the (national) coordination of employer interests had been
aided by encounters with an increasingly organized workers’ movement. The turn
to proportional representation helped encourage the institutionalization of business
interests so that the SPD and the unions could bargain with them. On the national
level, rather than preventing the turn to proportional representation jointly with the
conservatives and the far left, the Centre party had already begun to support electoral
reform before the end of the War.'® Meanwhile, the SPD’s longstanding advocacy for
proportional representation as the most accurate representative system evolved to also
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reflect its benefits for the management of intra-party interest coordination.'”' With
proportional representation already assisting reformist socialists and the moderate
centre-right with the coordination of their coalitions in lower-level, regional-state and
industrial relations bodies, the national-level debate was already decided in favour of
reform before the end of the empire.

Beyond Electoral Reform

This article has argued that the choice for politically and economically coordinated
arrangements in late nineteenth-century Germany should be seen in the wider context
of the politics of state formation under subsidiarity. Across several stages, coordinated
arrangements assisted with the further institutionalization of a particular mode of
public service provision amid ongoing pressures from rapid industrialization and the
absence of top-down solutions. While this article dealt with the specific case of Ger-
many, its results have broader implications for research on capitalist continuity and
change. Analyses on the historical origins of coordinated capitalism should go beyond
notions of strong government that have long flowed through the literature. In Ger-
many, authoritarianism was a normative prism through which ruling elites looked at
the beginnings of coordination, especially during the Bismarckian era. However, the
emergence of coordinated capitalism during that time is, overall, better understood as
the result of bottom-up dynamics based on subsidiarity—this is, the coordination of
mutual assistance under conditions of political decentralization. Indeed, the greater
appreciation for bottom-up dynamics in the recent literature on coordinated capital-
ism should be explored further in comparative studies beyond the scope of this arti-
cle. Historical beginnings as well as recent developments should be reassessed in light
of the role of broader, institutionalized patterns of decentralization. Patterns of state
formation structure discrete political choices by creating incentives and constraints
for the groups of actors engaged in the much-studied electoral politics of modern
capitalist societies.
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