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Abstract

Focusing mainly on industrial relations and worgamisation within firms, the
aim of this paper is to shed some light on the dermterrelations between
different institutional and organisational levelsy ithe East German
transformation. On the theoretical level, this papdl attempt to adapt the
path dependency criteria, developed by Arthurh®institutional sphere and to
accurately characterise notions such as rules ganisations, often used in a
loose manner. On the empirical level, using quatiNié and qualitative
material (interviews in particular), this paper worises institutional and
organisational change, in order to elucidate somséndtive features of the
emerging East German capitalism. East Germany avas still is, involved in
some elementary process common to other countrigperiencing
transformatior(notably a deep institutional and organisationange and path-
dependency effects) but with strongly marked speddatures related to its
absorption by the West German state. But the tearedfWest German formal
institutions is part of the story, not the endtoflhe “overnight” transplantation
of formal institutions can be contrasted with thatemtially time-expensive
change of organisations and informal institutiofise interplay between formal
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and informal rules, has led, in East Germany taadtaristic original hybrid
combinations, that is, functioning processes whidh neither reducible to the
West German system nor to Eastern legacies.

KEYWORDS East Germany, formal and informal rules, path depecy,
industrial relations, labour market, work orgarnisat
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Introduction

The case of East German transformatites been widely excluded from
comparative transition studies (Offe 1994 p. 23Bséthhausen 1996 p. 165).
For many analysts the East German path seems sdigpthat no relevant
lessons can be drawn from it. This specificity im@pally related to the West
German institutional system transfer (the so-callestitutionentransfér The
other Eastern bloc countries devoted consideraimiee tto drafting new
constitutions, writing new laws and building newstitutions, whereas East
Germany adopted the West German institutions witlg minor modifications.

Contrasting this view, this paper aims at an ingSthalist standpoint of the
East German trajectory of systemic change. Theoalsvspecificity of the East
German transformation, far from excluding East Gatynfrom the field of
transformation analysis, could on the contrary @mrian institutionalist
approach to transformation. It is precisely becausspresents an extreme case
of transformation that the East German experieaca liemarkable laboratory
for institutionalist theories about the complexempiay between formal and
informal institutions and between institutions ardanisations, as well as the
creative role of individual and collective economaxtors. Institutional
approaches (the French Regulation theory, the aolill the new American
institutionalisms... to name a few), may provide kevant framework to put
this original historical experience in a broademparative perspective on post-
socialist transformation in general.

Nevertheless it is interesting to develop the reasehy those institutional
economists have been poorly interested in East @gymlrhe West German
economic model fascinates institutionalists’ aush@o that it is often not the
East German transformation as such which initiaitgrests them, but much
more the German unification as a cause of decimkas a revelatory factor of
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a more structural crisis in the West German modelStreeck 1998) Till the
mid-nineteen-nineties, approaches to East Gernarsfirmation, originating
mainly from West German scholars, were overwheltgindgominated by
transitional models, East Germany being considexecbound to converge
rapidly toward the West German model. As the sucafshese teleological
views of the East German transformation as a metehimg-up process
declined, some space was left free for a growingiber of micro-studies.
However these studies rarely deliver encompasskpiaratory frameworks
proper to challenge transition and modernisatieoties.

Yet, all this said, twelve years after the Germanifidation, the East German
economy still doesn't really resemble the Rhinela@pitalism. We
find instead of the strong West Germaittelstand one, fragile micro-
enterprises; instead of export-champions, firmseddpnt on local markets and
state orders; instead of a large and competitideistrial sector, a very small
industrial basis. Undeniably, tHastitutionentransferdid not lead to an East
German replication of the West German CapitalisortHermore, despite the
unprecedented amounts of state financial transfieesEast German industrial
collapse was much deeper than in other post-ssc@iuntries.

East Germany was, and still is, involved in somamantary process common
to other countries experiencing transformaijoatably a deep institutional and
organisational change and path-dependency effbatsyvith strongly marked

specific features related to its absorption by YWest German state. The
transfer of West German formal institutions is opbrt of the story. Only the

federal formal rules were directly transferred,tsat the evolution of sector-
based governance and organisational rules showsidewable variations and
many endogenous developments. Moreover the radlgainal institutions has

to be stressed. The “overnight” transplantationfarfnal institutions can be

contrasted with the potentially time-expensive dearof organisations and
informal institutions.

Focusing mainly on industrial relations and worgamisation within firms, this
paper aims at shedding some light on the complésrrigiations between
different institutional and organisational levelhe interplay between formal
and informal rules, led in East Germany to a setluracteristic and very
original hybrid combinatiorfs that is, functioning processes which are neither

! Offers some noticeable exceptions concerning iticpar, industrial relations and labour market
studies (Hyman 1996, Sorge et al. 1996, Andretiatd® 1998)

2For a critical review of the literature on the Ed@erman transformation, see Labrousse (2001).
0ne could refer to the hybridisation model devetoipe Robert Boyer (1996).
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reducible to the West German system nor to Eagtgaties. On the theoretical
level, | will attempt to adapt the path dependeadteria developed by Arthur

to the institutional sphere, as well as to acclyatefine notions such as rules
or organisations often used in a loose manner. @nempirical level, using

quantitative and qualitative material (especiallyteiviews) to scrutinise

institutional and organisational change, | will toy elucidate some distinctive
features of the emerging capitalism in East Germany

Institutional and organisational dynamics in East Germany: a multilevel
model

Economic organisations, rules and regularities

It has become common ground to assess the polys@chywagueness of the
notion of institution: a statement that John R. @mns made in as early as the
early thirties (Commons 1931). As Douglass Nortlsesbed, the distinction
between institutions and organizations is theref@pful. According to him,
institutions are the “rules of the game”, the oiigations and their
entrepreneurs, the players. Organizations are mpdd groups of individuals
bound together by some common purpose, to achiestailc objectives. The
interaction between institutions and organisatiehapes the evolution of an
economy (North 1990). Another detailed point magéNbrth is the distinction
between formal and informal institutions: whereasrnfal institutions
correspond to legal constraints, informal instdos “are (1) extensions,
elaborations and modifications of formal rules,, @)cially sanctioned norms
of behaviour, and internally enforced standardscomduct” (p. 40). This
distinction is necessary to understand the Easm@ertransformation: the
formal West German rules which were transferredst Germany are clearly
distinct from the informal East German institutiombich are largely inherited
from the socialist system.

Yet these qualifications are not enough. There different types of rules,
varying according to their domain of validity. Soraee valid at the national
level and are mainly concerned with areas definedfaur of the five

institutional forms of the French Regulation théoryompetition, money and

“However, the fifth institutional form in Regulatititeory, namely the relationship between economy
and state, remains very specific (Delorme 1995%tHhe state can be considered as an organization
itself constituted of different apparatus. Butsitniot an organisation reducible to other organiaas
such as the firm. It is much more a macro-orgafsatverhanging non-statist organisations.
Secondly, a fundamental characteristic of the statkat it generates formal rules. Thirdly, itaiso an
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banking, external relations, and labour relatid@ther rules apply only to a
specific branch (sector-based rules) and are atcthre of the sectoral
governance, as defined by Hollingsworth et al. #)9%ome, such as specific
firm's rules and regulations, are only in use inrtigalar organisations
(organisational rules).

Rules are edicted (or institutionalised) by orgatiisis. Generally speaking,
organisations can be defined as finalised subsygstdraracterised by a certain
degree of closure and openness towards their emagat (Le Moigne 1990).

They are made up, on the one hand, of formal afadnral organisational rules

and on the other hand, of actors organised in n&svand hierarchical

relations. As for rules, there are different kinfdooganisations, which weight

differs: at the national level, the state, at tbetsral level the meso-corporatist
organisations and at the entrepreneurial levelfithe

| will add a final distinction: the one betweenesiland regularities that seems
very important to me although the two notions aeeywoften interwined. The
interplay between formal and informal rules chaanghe behaviour of
economic actors and contributes to the appeararfcanacroeconomic,
mesoeconomic and microeconomic regularitiésterestingly the ‘institutional
transfer’ in East Germany turns out to be onlyaasfer of formal rules and not
of economic regularities.

The creative role of individual and collective astshould be stressed at this
point. Rules do not have an ontological character.exist they have to be

actualised and interpreted by economic actors; @®@&icte Reynaud (2001)

pointed out, rules are fundamentally incomplete ‘arekd to be interpreted in

relation to the information that is contained itext rules” (p. 1). One has to

speak of a network of rules or a system of intatesl rules.

Systemic coherence, hierarchy and interrelatiortsvben levels

We notice a hierarchy between the different ingthal and organisational
levels, a descending “main line of causality” tee uknos Kornai's concept,
although there also exists mutual influences betvikem, in several directions
(Kornai 1992). Figure 1 shows the interrelationsween the levels. At this

actor who can intervene directly in the economy.

® In its controversy with the jurist Rudolf Stammbidax Weber emphasises that rules are a crucial but
non-unique determinant of socioeconomic regulait€olliot-Thélene 2001, chapter 7). Interactionist
dynamics, non-intended consequences of intentiao@bns, as well as contingent environment
elements can play an important role in the emergerficegularities also.
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stage, in a systemic perspective, it is very ingdrtto emphasize the
complementarity of institutions or for the leashet minimal degree of
compatibility between them (Delorme 1996). Accogdito the French
Regulation approach, it is not possible to asdeseperational efficiency of an
institution separately from its connections witle thther institutions of the
system considered. It is ongx post factdhat coherence, whenever this is the
case, can be observed, after a process of trialearat. The regulationist
perspective thus rejects the idea according to whilee most effectively
performing institutional set can be imported in erdo warrant economic
efficiency (see Boyer 2000). It rejects the coniepbf a single best way:
every institutional set-up is embedded in a natidmstorical systefh This
thematic of coherence embraces a double dimenaiinternal compatibility
between rules belonging to the same level (hor&@dargherence) and a vertical
coherence between rules related to different levels

The various adjustments between different rulestaadehaviour of economic
actors underpin the emergence of a regulation nmodg.dynamic perspective,
the mode of regulation has, in turn, a deep infbeempon formal and informal
rules. It triggers the apparition of new informales and the modification of
existent formal rules (institutional reforms). Oceuld think, for instance, of
the overall impact of “regulation trough shortagefi economic actors in
socialist economies: it led to the developmentnfbrimal rules and routines
like labour force and raw material hoarding pregide cope with shortage
problems. A process of circular causation is thérewaking place: these
habituated behaviours induce themselves a deepeiitige regulation trough
shortage calling for institutional reforms.

® One might find an interesting application of thertiatic of systemic coherence in the East German
case. Even if West German institutions have préwduk relatively consistent and efficient since the
Second World War, it is erroneous to believe that West German institutional system was per se
adapted to East Germany, particularly in the cagetransformation process. This explains,
rather, the very ambivalent effects the “institntidtransfer’ had on the East German
economy(Labrousse 2002a). Another aspect of this questidine clash that often emerged between
formal and informal institutions in East Germanyhé&kéas the formal institutions are a blueprinthe t
West German ones, the informal institutions hawentieeply shaped by the socialist system and its
“regulation through shortage”.
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Figure 1 : Interrelations between institutional and organieatl systems
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What happens, then, when hierarchically superionéd rules are transplanted
to an ‘alien territory’ like in the former GDR? Titeeis a strong probability of
incoherence between imported elements and the dglreisting ones
(organisational rules for instance). One has toktim terms of compatibility or
convertibility of the elements implanted, in retatito the imported ones. It is a
matter of relative obsolescence. Relative obsolesgebecause 1) it should not
be forgotten that different rules are compatibleaincommon institutional
systend and 2) because rules generally need to be integhadong with other
rules (Reynaud 2001). Moreover the interpretatiire of rules brings about
a kind of malleability and plasticity to institutial arrangements permitting
small functional adaptations.

Pace of change

A different path and pace of change correspond aoh enstitutional and
organisational level. The “overnight” transplantatiof formal institutions can
be contrasted with the potentially time-expensikiange of organisations and
informal institutions. It is known that some infoaim institutions and

7 Otherwise it would be a functionalist view contcaaty to the theoretical frame developed here.
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organisations can evolve rapidly, in particularesasbut it is not possible to
change them all simultaneously from the top andnfrecratch, in the same
manner as formal institutions. Yet, the evolutidrorganisations and informal
institutions cannot be considered separately floenimpact of the transplant of
formal Western institutions, as it has completésrupted the game rules East
German people were accustomed to. Furthermoreast not only institutions
that were transplanted: German unification alseeg#e to a massive influx of
Western politicians and civil servants, judges tawlyers, entrepreneurs and
managers, consultants and academics. The condittwnsnterprise survival
and the way the human capital is valued changedplstety, at an amazing
tempo. To sum up, organisations and individualsveempelled to conform to
the new rules. But, as we will see, they did ititleavn way. But, first of all,
one has to qualify which kind of evolutionary pélle different kinds of rules
follow. Here, the notion of path-dependence comés play.

Path-dependent rulestrajectories

Why has the East German economy not convergecetiVidsst German model,
contrarily to the transition analysis? It seemsrte that the notion of path-
dependency, when cautiously applied to rules trajexs can be relevant to
understand the specificity of many East Germanrasgéional and behavioural
patterns. It is a powerful antidote to the tele@abbias of transition models.

From technological standards to rules in post-stisiaransformation

Indeed there is a strong contrast between thelégjeal and functionalist view
favoured by mainstream economics and the genealogiad historical

perspective introduced in the notion of path depend (David 1985, Arthur
1988). The later underlines the role of small andtingent historical events
that lastingly shape-up the present. Transposetheofield of post-socialist
transformation, path-dependent analyses have that gnerit to provide an
alternative to ‘tabula rasa’ approaches (Stark 19%he statement “history
counts” illustrates the strength and weaknesseasdlstudies. In their empirical
part, they generally remain sketchy, at best, wiheomes to shed some light
on the exact workings of path dependence (fixediscogarning effects,

network externalities or the role of random higtalievents). In other words,
the notion is often reduced to the mere role ofithge’ (see for instance in the
literature about East Germany, Grabher 1996, Gradue Stark 1997, Thomas
1997). Well-constructed in its original domain (ieological standards), the
concept has lost a great deal of its accuracy.
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Thus it is necessary to qualify the conditions teféxport to the institutional
field on which | am focusing. The idea of inertifaroles is not new: Schmoller
or Veblen had already elaborated it. More receriflguglas North argues in
favour of an analogy (1990, see especially p. 98)He alleges rather than
elucidates the factors of resemblance with techgicdd evolution. Paul David

(1994) is more precise when he discusses institsitias the ‘carriers of
history’. According to him, three main points petrrto draw a parallel with

technological systems:

- historical experience leads to mutually consisexpectations;

- information channels and codes work like highlyahle capital assets;

- the interrelatedness of rules and the compatitilétween elements of the
same structure constrain future options on newsrulat have to be
consistent with existing ones.

These are common features to many kinds of iniiiat For instance the
interrelatedness of West German formal rules peswid sound — but non-
exclusive — explanation of the choice of the ingiihal status quoto the
detriment of a selective incorporation within theified German institutional
system of East German institutions proved to bieiefft. From a West German
point of view, this eventuality appeared very opstlecause even minor
modifications of some rules would have called foremcompassing reshaping
of all the other interrelated rufesvioreover, there are different sources of path
dependence for different types of institutions. Example, the modification of
formal rules necessitate some kind of deliberapivecedure — more or less
time-expensive - whereas the tacit, even impligitdkof routines is widely
impeding an intentional change. There is unforteliyaho place here to detalil
this issue. So, let us plunge without deep themaktiraining in the cold
empirical waters.

Path-dependent behavioural patterns in East Germdalyour market and
work organisation

In the following section, | will focus on informalules and habits, in the
veblenian sense of the term, or to use a more motem, routines Their

8 For instance the introduction of the East GermanlyBlinic system would have triggered a deep
reform of the West German health services as aewhol

9 In the economic literature, one can find very djirg definitions of routines. They are definedehas
situated and tacit device of problem solving.
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already mentioned implicit nature makes an inqugifficult. | have therefore
decided to concentrate my investigations on rostiaed rules related to
shortage regulation, which are in many cases vetlagtablished empirically.

Path dependency can shed some light on behavipattdrns on the labour
“market” or within firms. For instance, the Eastr@an activity rate remains
higher than in West Germany, even if it has supknfi95% in 1991 to 75% in
1998. Labour “demand®, measured by the employment rate, is 5 percentages
lower, and labour “supply” is 7 points of percergdggher in East Germany in
1998 (see graph 1b). With the activity rate of W@&stmany ceteris paribus

the unemployment rate would be sensibly inferioitgaactual level. That is the
reason why the German Government attempted to eettheclabour supply (by
early retirement politics, for instance).

Graph la:Evolution of labour supply and demand in East Gemynin relation
to the population between 15 and 65 years (1998199

100

—&— Labour demand—#— Labour supply

Source: Pohl, R. (1999), p. 23.

1% Quotations marks are used to emphasize that lalsmot considered as a commodity.
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Graph 1b:Labor market East and West (1998) in relation te plopulation
between 15 and 65 years

East Germany West Germany

O Labour demand Labour supply

Source: Pohl, R. (1999), p. 23.

A specificity of the East German economy which ramad, is the high rate of
female activity (see graph 2). Let us now focughos example.

Graph 2: Female activity rate in East and West Germany

80
75 \
70

65
—e—Est
60 ?I—I—I—I—I—H.—.
+
55 Ouest|
50
45

40 T T T T T T T T T
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Source : IAB Mikrozensus des Statistisches Bundesamww.iab.de
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How is the heterogeneity of female activity patsein East and West to be
explained? Two hypothesis can be expressed: fistise of the lower level of
household income, East German women tend to be mp@gent on labour
market (neo-classical explanation); second thera islative continuity of
behavioural patterns in the labour market (patheddpncy). An econometric
study by Wolfram Kempe (1998) clearly demonstratest the propensity to
work or search for a job of East German women defrendent of the income
level: “financial factors have almost no influenggon women occupation in
the newLander Thus the results of our estimations are cleasfirett from the
one of studies concerning other industrialised twesm Although there is
usually a strong relation between activity and meo the propensity of East
German women to work is largely independent ofititeme level” (Kempe,
1998, 20). Not only is female work participation,East Germany, independent
of the monthly salary but it is also unrelatedheit husband’s salary. Whereas
in West Germany the occupation of women increasggther with their
potential salary and declines as the husband sglanys. Another important
finding of the investigation is that, in the newndér, children are not an
obstacle to female occupation, contrarily to wes@®ermany, where a strictly
negative relation between occupation and childnembyer was found (Kempe
1998, 20-24). Thus the first hypothesis is empiijcanfounded. On the other
hand, the elements at hand seem to corroboratelyatige path dependency
hypothesis"

(1) Because of labour and social politics oriertmalards an extensive use of
workforce to compensate labour shortage, the feimedepation rate was very
high in the GDR. This is the original function withthe initial configuration.
GDR authorities created incentivesind infrastructures (Kindergarten, day
nursery, after-school centf@smaking female occupation easier;

(2) Women occupation had in turn, a retroactionttoa distribution of ideal-
type roles in the family household with a progressnstitutionalisation of new
behavioural patterns and social expectations in gshese of Berger and
Luckmann (1966, p. 76 in the French edition). Secamomic surveys provide
a strong evidence for this: attitudes toward fenaalgévity, part-time work, the
double income model are shared by East German meérwamen and highly

™ For a deeper analysis of the following outline atetihiled data, see Labrousse (2002 b).
2 According to the estimations of N. Ott et al. (I9@bout 2/3 of « child costs » was financed lay th
GDR State.

13 These facilities were adapted to the working hofissomen (see Spi& Wagner 1994, 1997).
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diverge from the opinions shared by their West Gerroounterparts (see for
instance Braun 1995, Schulze Buschoff 1997, Kr&k8thenk 1998);

(3) The systemic change put an end to the laboarteslle and to the GDR
institutional system. Subsequently the configuratibat led to a high female
employment in East Germany disappeared.

(4) The depth of female unemployment (Beckmann/ethrgch 1999) and
labour politics aiming at reducing the labour sypghould have led to a deeper
contraction of female labour supply. In a functilistgperspective it is a kind of
counter-intuitive outcome. This outcome is all there surprising as the West
German institutional system (family law, social afiscal policies), which
furthered the breadwinner model in the FRG, wasstlanted to the new
Lander.

(5) Indeed, there is a lock-in of behavioural rubesd social expectations,
incorporated in the eastern household model (elf@edness of rules and
consistence of expectations), reinforced by a geoibut decreasing presence
of children care faciliti€é. This explains why, in East Germany, we do nad fin
a return to the West German breadwinner model cheniaed by a lower
female occupation and an extensive use of paitis.tThe dynamic is path
dependent with an inflexion corresponding to armpéatéon to the tremendously
different environment. The logic underlying this o&ition is largely
endogenous. However, the necessary minimal coniligtibbetween
institutional and household systems induced ansaaient trough a decrease of
the birth rate, so that it remains possible fortEzasrman women to conciliate
professional and domestic activities.

Similar mechanisms explain that the level of weeldgrked hours in East
Germany remains notably above the West German I@es graph 3). Part
time work is there, much less widespread than irstv@ermany. Much more
than in West Germany it is a mode of occupationt thaather imposed than
chosen for personal or family reasons (Pohl 1999).

4 This density has diminished since 1989 but remaimsultiple of the West German one (Hank/
Tillmann/ Wagner 2001). That is a reason why tresence of children in the household is not a real
hindrance to female occupation in East Germanyraonto West Germany (Kempe, p. 24).
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Graph 3: Weekly work hours in relation to the populatiorivieen 16 and 65
years in East and West Germany
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Source: Das Soziodkonomische Panel, DIW

Path dependence is thus a relevant key to unddrgiavotal and specific
evolutions in the East German labour market. Itaiso very helpful in
explaining many specific organisational feature€aét German firms. In the
same way as for labour markets, many lasting osgdional rules and routines
found in East German enterprises are related toetipgation through shortage.
Informal rules in East Germany were marked by diqadar ‘power®® of the
workers over the firm hierarchy existing in the GDdiRresponse to labour
shortage. For instance, comes to mind the so-cétleslos qualification”, that
is, the development afd hocroutines in order to cope with chronic shortages
(Senghaas-Knobloch 1992, Marz 1992). In socialgtesns, workers were
used to periods of low activity followed by intewsiconcentrations of work, in
order to meet the objectives of the plan. Becadgbe shortage of materials
and machines, workers were used to repair and Iudichines by themselves,
and were able to work at different workstationprépose to call this peculiar
form of flexibility “shortage flexibility”.

These routines were widespread in East Germany. Hast German
entrepreneur describes them very clearly:

151t may be more accurate to speak of a ‘force eftia’ or ‘passive resistance’ of the labour force.
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«The difference between a West German and an Eashdh is the
following: The West German solves all his problemith money.
When a machine doesn’t work, he calls another priger to repair it
and replace the defective part. In the GDR, wherad was out of
service, we had to devise a way to make do and nidmetause we
knew that we wouldn't get this part in a foreseeairhe. We had to
organise solutions, whereas the West German hgstomhake out a
cheque. Contrarily to the present situation, we batlets; there was
no need to seek for new contracts. On the othed,haa had no raw
materials and had to look for it. We had to orgarsiad struggle for it.
| never had an 8-hour day but a 10- or 12- hour. ®agblems were
different but far from being non-existent. There reveforms of
competition but not in the same fields as today. hdé to improvise,
to be creative. It is very useful today. We tookecaf the machines
ourselves and had to repair them. We sometime¢ mathines to
spare some manpower because there was a labotagafr..]. West
German entrepreneurs came to us after the faleoBerlin Wall; they
found a machine very interesting and asked whi¢arprise produced
it. They stared wide-eyed as we told them that idgtdurselves, that
it is unique. These machines are still there ef@reigenerally do not
use them any more. We had to manage on our owr'sTtha reason
why West Germans would all be dead [if they had teaddapt to the
East German system and not the contrary].»

Head manager metallurgical indusfry

In many endogenous East German enterprises, tharpérsistence of informal
behavioural rules guiding the relations between kerxw (high cohesion,
relatively egalitarian relationships), between foem (Meiste) and workers
(strong occurrence of ‘buddy-buddy’-relationship tine socialist system),
between managers and other employees (ascendaacyinderior employees
through technical competencies, dominance of eeginia the managemett)

16 The pieces of interviews quoted here originatmfedfield study in progress in Halle/ Saale (Sanhse
Anhalt). This study is based on semi-directivenitgéa/s conducted in 2001-2002 with head managers
of firms in the metallurgical, machine buildingeetronic and agribusiness industries. | wish to tioen
that none of the interviewed managers is an ‘ngi&talmourning the old GDR time. Among the firms
mentioned here only two existed in the GDR. Albthers were newly founded in the early 1990’s (but
all of them have some antecedents before 1989).

17Ct. Aderhold, J. et al (1994), Windolf, et al (1299
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The following declaration of the manager of a 10@ast German firm
illustrates this point:

«l went around in the area with colleagues for sofdaron to retrieve
from because the enterprise only had a small parthe® amount
necessary to fulfil the plan (...). Today for instanghen it's snowing,
we take our shovel out on weekend to free the prier entrances
(...). It is not unusual to celebrate 40 years lengftlservice in the
firm, you know — | did it myself a while ago — Iwany colleagues’
children growing up, we know each other persondllgave been at
each work station, | know how hard the job can Ibbave not the
authoritarian touch to become a true capitalistl #sk one of my
workers for the impossible because we are in fwihg, he can tell
me, Manfred®, you know very well it can't be done: we have thaisl
that constraint. A head manager, who doesn’t knb& roduction
very well, would remain inflexible. | know the tetbal characteristics
of each workstation. On the other hand, thesessiik very useful and
are strong arguments to convince the employees.»
Head manager metallurgical industry

In the same vein, one of the founders of an erigr{d993), which managed
to become a leader in its market niche, underlihesgalitarian predominance
in work relations:

«What remains of the GDR? This | ask myself tooer€hstill are
specific approaches, the will and ability to imps®y to think about
solutions without resting on one’s laurels. It'sianovative spirit, it's
the ability to venture off the beaten track. Theeipersonal relations
(zwischenmenschliche Beziehungenthe firms remain too: they are
of a family kind, barely formal, little hierarchicakach week, we
organise a breakfast with all the employees from dhrector to the
simple worker. You will hardly find it anywhere eldas in East
Germany]. It is a very good communication tool, discuss problems,
we get to know each other. Every year we have dstmas’ trip
together too.»
Head manager electronic/ computer branch

These enduring behavioural rules are passed dowmetwcomers and
reproduced. Thus, they are embedded in the menfatyecorganisation. It is

18 The name of the person was modified in orderdsgmve the anonymity of the interviewed person.
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the case for instance of a young enterprise whéd® Gehavioural patterns
clearly persist although only the head manageramdccupation before 1989
(the average age of the firm is very low). Herdis answer to my question
“how is it possible that young employees followgbéraditions?”:

«They grow in it ie wachsen da re)nThe think-tank is theredés
Gedankengut ist dal pass ways of thinking on to them. We develop
ideas together and | pass them down. It's thosdskiof things. Its
important.»

Head manager mechanical engineering industries

Criteria for a selective persistence of rules: Il institutional and
evolutionary approaches

Yet, it is not enough to show the persistence ofiessules and routines. The
post-socialist transformatiois such an encompassing phenomena that one
cannot set aside the deep evolution of the enviesrinm which single rules
take place. It is precisely because rules are sofated but embedded in
hierarchically ordered institutional systems thiatisi necessary to look for
additional criteria for rules persistence or exiime. For example, the transfer
of formal institutional rules has an incidence amgamisational rules. Three
ideal-typical criteria can be outlined: incompdttlyj neutrality and affinity
between formal and informal rules. Moreover somesalo not meet each of
the lock-in criteria detailed above (weak lock-it)jseems to me that one can
distinguish between 6 configurations in the Easin@a case (see table 1).
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Table 1:The persistence of organisational rules: a matrix

Degree of
affinity with the A B C
new
environment | Incompatibility Neutrality, Strong
Clash minimal affinity
compatibility
Degree
of lock-in of
organisational
rules - 0 +
1 High probability Probable Strong endurance of
of exit of the endurance rules, better survival
Strong organisation and Possible survival chance of the
actors of the organisation organisation
incorporating
these rules
+ - + ++
2 Vanishing of | Possible enduranceNoticeable probability of
existing rules, of rules endurance
Weak Emergence of
new ones
- - 0 +

A number of organisational rules, such as ‘shortéepability’ routines, can
have a particular kind of affinity with the new émnment (configuration C1
and C2), as we shall see below. On the contrargnwhe rules of a firm are
locked in a trajectory widely incompatible with thew environment the firm
can abruptly collapse (configuration Al). One cotlithk for instance of the
presence of routines connected to the dominansrimgsliers over buyers and
the correlative lack of client - and market oriehteutines which in many
cases contributed to the closure of East Germanmsfiisee Pohlmann Schmidt
p. 217, p. 223).

This leads us to a fundamental point: the persigteri rules is conditioned by
the maintaining of a critical mass of individuabarollective actors embodying
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them. There is an internal evolution within therfi(trial and errors, emergence
of new rules) as well as an evolution through oigmtional populations (see
Hannan Caroll 1992). The later is fundamental istEaermany. The change
through evolution of organisational populationsweed in a context of harsh
competition, notably in the industrial sector. Astjment in industry was, and
still is, particularly difficult. In contrast to ber branches of the economy, the
opening of the domestic market meant that industrgs exposed to
international competition virtually overnight. Addj to which, at the same
time, the CMEA collapsed and East Germany losttrigglitional markets.
Competition, particularly from West Germany, led twidespread
desindustrialisation. Endogenous rules are thezefor be found mainly in
sectors depending on local markets (craft industopstruction, local services
for example) or occupying market niches, and no#atly exposed to Western
competition. The endogenous enterprises at stareegenerally very small
ones, born out of the break-up and downscalingp@icombines or of start-ups.
These represent 80% of all enterprises, half ofwbeking population, and
34% of the business volume (Grunert et al. 199&)ure 2 shows the link
between dynamics of organisational populationstaadevolution of rules.
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Figure 2: Dynamics of organizational populations and evolutad rules
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This selective persistence of rules has differéapes in each firm: depending
heavily on the local actors’ configurations andiwitial conditions, which are
peculiar to each enterprise. For instance in aerprise with 100% of its
management originating from the old Lander, managemrules will
correspond to Western German rules, but, on therseythe workforce and the
ground flour management will be almost entirelst German. Thus, rules of
work organisation are widely the outgrowth of arsEG@erman heritage, from
worker-foremen relationships to reinterpreted sgetflexibility:

«We work either with two or three shifts, dependiog seasonal
swings, and on Saturday and Sunday if it becomesssary, but we
rarely need to work on Sunday. It's well accept@tanks to this
rotation system, we obtain the required flexibilitfe use overtime
work too, which is compensated in periods of lowivéty. (...) The

old foremen are still employed. Many workers haeerbworking for
us for 30-40 years. The foremen have a huge expmeriand tight
relationships with the other employees, so thatiriks costs. It can
mean a loss of authority but till now the advantageerweight the
inconvenient, and top management have advantage in

Head manager assistant, agrobusiness industry

In the firms where the configurations B1/2 and Cf2table 2 are found,
hybridisation process between persisting rulesreawd ones take place.

Institutional and organisational hybridisation

«[...] every institutional innovation is the stag point of a trial-and-
error-process, so that the emerging equilibriumrasely a mere
blueprint of a foreign institution. It is thus imésting to think in terms
of hybridisation, that is to say a combination @wnand old, of
autochthonous and cosmopolitan, of social and eoans*

Boyer and Freyssenet have studied the transplantafi organisation models
across countries and propose the notion of hylatidis between two
organizational models (1996). It seems to us thit motion of hybridisation
can be transposed to the institutional sphere énBhst German case, since
formal and informal institutions were embedded wo tdifferent economic
systems, namely diversified quality production taiEm and the GDR
regulation through shortage. The transplantatien\whest German institutional

9 Boyer, R. (1995 p. 537, my translation).
159



EAST-WEST Journal ofECONOMICS AND BUSINESS

formal rules and organisational rules led to hyizetion phenomena, as we
shall see below.

Organisational Hybridisation: Work Organisation

In surviving enterprises, one can find enduringanigational rules that are
compatible with and adjusted to the ‘diversifiechlity production’ coined by
Wolfgang Streeck (1991). One can also note cordigoms where these
routines have some affinities with a peculiar sebtmsed functioning.

The habits originated from the “shortage flexilgilitnow contribute to the
emergence of forms of flexible working hours in tlewvBundeslanderOften
workers will accept teamwork, as well as working raght and during
weekends. The past is not merely a burden butalssource that economic
actors can actualise in a new context. The inher#aof these routines can
prove very useful in cyclical sectors with very ke seasonal variations, as in
the following case of a fragile small enterprisehiath orders books deeply
fluctuate:

«In theory we work 40 hours a week, namely thellagaking time in
Eastern Germany. But the working distribution igyéregular. |
don't check the working time of my colleagues. leripds of low
activity, | think it's perfectly normal that one af leaves the job af%2
p.mZ. | tell him: go outside, it's a pity to stay hemaen the weather

is so nice. Staying at work would be useless. @nctintrary, in peak
periods, it is obvious that the contract has tdutfdled and we work
late and during the week-ends».

Head manager mechanical engineering industries

The head manager of another firm, also subjecigh tariations of activity,
explains the role of the internal flexibility of @ of his employees, born out
of the regulation through shortage under the pldneeonomy to meet the
exigencies of quality production. This firm is I9D01 certified and banks on
up-market segments:

«It was of great help to us after the unificatidngive you one
example. One of my men is a skilled electrician.dda do everything.
He can dismantle a car and repair it. He has a geog know-how in

2 One has to know that East Germans usually begiwoti at 7 a.m., a common rule in the Eastern
Block, which largely persists in the new Lander.
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lock-smithing, in hydraulic, he’s got a heavy-goodshicle licence.
He takes care of security measures at warbgitsschutgtoo. He is a
much better judge of the utility of one measureaoother, than an
external person who can’t have such a good knowlexfgour work
organisation. | sent him to a training course sat the is now
authorised to carry out the checks here. The régokstipulate that
some of our machines are to be controlled evet shonth. He has a
global vision of the firm. He knows it from A to Be notices at once
when something doesn't quite fit or can be improugd is employed
at different workstations too. During peak perioks,is active in the
production. When something goes wrong, he rephios anticipates
problems. We have very few breakdowns. By now,thads in for a
truck-driver, who is on holiday. In winter, durirtge slack period, he
has a training course. | send him to different kiod training courses
so that he has all the necessary authorisations».

Head manager metallurgy

Other behavioural rules, characterised by the dande of a technical
approach to enterprise organisation and to the ymteinge can lead to a
dangerous defianogs-a-viscommercial and marketing business. But they can
prove efficient particularly in high-tech brancheghen supplemented by an
orientation toward the needs of the customers) #sei following case:

«With products of this kind it is very delicate tmt orders. In a
contract technical characteristics are the crugaft. Of course
commercial tricks play a role but a marginal on@skimportant of all
is the technical side. You can only win clients whgou discuss
thoroughly of technical elements. There is no othey. In our
branch, the customer service is based on a 5 tge&fs relationship
for one single product.»
Head manager mechanical engineering industries

Let me take another example from a less technabgector:

«In most of the enterprises, there are the comiaegciys on the one
side and the technicians on the other. The firgrwekielmingly take
the price of inputs into account. They have no idefa the
consequences upon product quality, which can beookequences.
With our technical competencies, we can bank onlitguaOur
products aren’t cheap but they are well-known lfeirthigh quality.»
Head manager metallurgical industry
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This dominance of the technical side of product aboourse prove harmful to
the firm, but can also permit an insertion intoedsified quality production
along an original path. It is well worth noticindpat the West German
production model, compared with other capitalisstegns, is very much
technical-centred.

Last but not least, a set of routines guiding #solution of technical problems,
inherited from the regulation through shortage, n@sty a positive and

innovative role in the contemporary environmentisltparticularly true for

enterprises doing research and development:

«If you want to understand the very innovativenes&ast German
enterprises - although they are very fragile -, yawe to go back to
the GDR time. The ‘brainwaves’ richness was quighhWe were
constantly compelled to provide new technical aridrgific solutions
because of the shortage of appropriate materiaterel was no
stainless steelHdelstah) for instance. So, we had to find new alloys
so that it doesn'’t rust. That kind of innovativéitatie works till now.
We had to find out new ways to solve problems dnsl tapacity is
very useful today. It is just the same for programgnThe computing
capacity of our computers was very limited. We aflsvhad to find
ways to spare some capacity, to write programs pratedures
optimising the existing capacities. It is our Ideoy today. It plays a
growing role. Energy sparing, optimisation is a tnimsthis gloomy
economic period.»

Head Manager engineering mechanical industries

As for imported management rules, these are intégdrand filtered through
the existing rules. They have to be compatible wfth routines already at
hand: “new management rules are introduced in Gastnany but they are not
similar to the West German practices. The new mamagt concepts are
implemented in a very selective way, borrowing ofiggments of them
(Versatzstick (Brinkmann 1996, p. 241). In the same vein, tHean

managemendalien borrowing piecedrémdesVersatzstiickare transformed by
a managerial rationality of another type” (Meinemqoted by Pohlmann/
Schmidt 1996, p. 225). Regarding West German sigsgidompanies in the
new Lander, the presence of different informal sultan be a source of
incomprehension and conflict but can also be a teagscape from West
German routines: It is for example the case inahi@mobile sector where the
introduction of new production and work organisati®@uteweg 1995) finds a
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foothold on ‘shortage flexibility’ routines. Thesew methods (multiple-shift
working for instance) meet considerable resistamté¥est Germany, notably
because of the trade-unions opposition.

Institutional Hybridisation: Industrial Relations

In order to shed some light on institutional hym&lion processes in the East
German transformation, let us now consider the adsmdustrial relations.
West German formal industrial relation rules wergdduced in their entirety
into East Germany where the role of trade unionigas totally different (Kott
2000). Not only were formal institutions transfetrghe German constitution,
the Tarifvertragsgesetzand the Betriebsverfassungsgesgtbut also West
German trade unions staffed by Western officials.

However, the West German system of industrial i@lat is also based on
informal institutions. For instance, what is oftealled the “dual system” of
German industrial relations, that is, the comboratf collective bargaining by
trade unions and workplace representation correlpanpractice to a system
where unions and work councils are functionally aatganisationally
integrated (Streeck 1979). The formal rules produbg the legislator after
WW?2 aiming at hindering a social democrat modethaf Swedish kind were
gradually modified by the “bottom-up” emergenceardormal rule$’. But only
the formal part of the system has been transfeffbgse formal rules have
combined with East German informal institutions ahd emerging outcomes
are very different from those in West Germany. Rigpendency at the levels
of informal rules modifies the functioning of thedustrial relations system.

For instance, a kind of instrumental relationsloiprade unions has persisted in
East Germany: “East German workers essentially hame instrumental
relationship to trade unions mainly considered exsise agencies” (Heering/
Schroeder 1995, p. 176). The principal value of fdvener Freier Deutscher
Gerwerkschaftsbundias indeed its provision of services (access tiolépand
health facilities for instance). In East Germangay, the major function of
trade unions is to provide legal advice to its memal{fHyman 1996).

In comparison, there has not been any comparablelafment of the
functional integration of trade unions and work rcils - a key feature of the
West German industrial relations system - in Eastnt@ny. A truly “dual

21 The main legislative dispositions establishedasatand regional collective agreements. They aimed
at excluding trade unions from the firm level. Buade unions struggled for more centralised
negotiation practices and a representation of tradin within the enterprise (Thelen 1991).
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system” is emerging. The first work councils imgkoh in East German
enterprises faced an environment of radical unicéytawith a precarious
future. The fear of closure was the first concefworks councils, managers
and workers alike. Subsequently, councils havenaftdlaborated actively with
the managers reviving the “plan fulfilling pact” tie GDR-time. Indeed, at
that time, it was common to find a kind of collusibetween the management
and the work force to develop a “shadow economy'bider to escape the
constraints and inefficiencies resulting from “rkgion through shortage”.
According to Jurgens et al. (1993, p. 236): “worBuccils mobilise the
workforce to do hard and flexible work and seekaavince the West German
managers to invest more in their plant”, an atétuehich strongly evokes the
‘mobilisation function’ of trade union in socialism

Eastern Germany is sometimes regarded as a tesirbethich Western
companies can experiment with Japanese forms df argranisations to which
Western work councils refuse to agree, especiallhé motor industry (Kern,
Voskamp 1994). This being favoured by the fact timteting the planned
output norms in the GDR often necessitated mukshiét working or even
continuous production, whereas such practices wrceptional in the West.
Furthermore, Eastern Germany seems to have sewvddbaratory for the
flexibilisation of collective bargaining (Hyman 1680 This evolution is all the
more crucial as it meets a concomitant trend in tWW@&@srmany towards a
flexibilisation and decentralisation of industrialations.

Rules, culture and “situated path-dependence amsllys

The East German case is indeed a phenomenal laborfar institutional
economics. The distinct origins of formal instiaral rules and informal rules
permits to trace back their respective impact aonemic actors and to shed
some light on their interaction and combinationshbuld be stressed that the
perspective sketched here deeply diverges fronsithplistic culturalist view,
widespread among economists, which often attribalésyed “resistance to
change” or every unforeseen evolution to the vaaneeextra-economic impact
of “culture” The concept of rules, far from delivering a cattlexplanation
for developments remaining unexplained by econamidlels, has to and can
be endogenized in the theoretical framework of #wenomist. There are
cultural rules but they are economic rules too. Hast German case is here
again very instructive. Cultural patterns strictheaking are very closed in East
and West Germany and only play a minor role in a&ixjphg the outcomes of

22 For a “non culturalist” view of the role of culterin firms, see for instance D'Iribarne P. et al.
(2000).
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transformationin this particular case. But socio-economic patteane still
dissimilar: forty years of real existing socialesstonomy had a deep impact on
the way East Germans act in the economic fields,Tihiturn, elucidates some
distinctive features of the East German economynyMedynamics in East
Germany are path dependent. Applied to rules, #ibh dependence approach
may indeed prove very relevant. It is a heuristigploratory tool providing
criteria for empirical inquiry and not anpriori assessment on the presence of
legacies. At this stage, | would like to plead ¥drat | suggest to call “situated
path-dependence analysis”. It seems to me thate thersome kind of
contradiction between the path-dependence framevan® an empirical
analysis relying exclusively on macro data. It izsgible in some cases to
identify some indices of path-dependence at theroni@wel but in order to
shed some light on the effective causal process itecessary to scrutinise
causal mechanisms at the micro-level as well. Bezdhe configurations of
actors bearing different rules are strongly spedii each enterprise, because
initial conditions are highly diverse, because @mdevents are often local, a
micro-founded approach to path-dependence usirg staslies is necessary to
understand specific declinations, variations ofesmegal process such as the
post-socialist transformation. The path dependepeoach that can be traced
back to Schmoller or Veblen is clearly connectedthwihistorical
institutionalism (see especially Veblen 1915). leals with historical
specificity, a crucial issue for economics and abdciences in general
(Hodgson 2001). Therefore, the factors of path ddpace have to be
“situated” in time and space.
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