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A b s t r a c t  
 

To explain change in the varieties of capitalism and welfare states, a ‘discursive 

institutionalist’ approach focused on ideas and discourse is a necessary complement to 

older ‘new institutionalist’ approaches.  Historical institutionalist approaches have 

difficulty explaining change, tend to be static and equilibrium-focused, and even where 

they get beyond this through accounts of incremental change, these are more descriptive 

than they are explanatory of change.  The turn to rational choice institutionalist 

approaches for agency and ‘micro-foundations’ to historical institutionalist ‘macro-

patterns’ also does not solve the problems of historical institutionalism.  A turn to 

discursive institutionalism could.  Using examples of reforms in national political 

economies and welfare states in ‘liberal,’ ‘coordinated,’ and ‘state-influenced’ market 

economies, the paper illustrates how ideas and discourse help explain the dynamics of 

change (and continuity). 
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Introduction 
 
Methodological approaches to studies of capitalism and welfare states over the past many 
years have largely been dominated by historical institutionalism. Although this approach 
has yielded great insights into the historical regularities and path dependencies of 
political economic and socio-economic structures and practices, it has done much better 
at explaining institutional continuity rather than change. This results not only from its 
methodological emphasis on institutional ‘stickiness’ but also from the lack of agents in 
historical institutional explanation.  Although the shift in historical institutionalism from 
‘big bang’ theories of change to incremental or evolutionary approaches have gone a long 
way toward accounting for change over time, they still do more to describe what changes 
occur than to explain why change occurs; and where they do explain change, they do so 
mostly by reference to outside (exogenous) events rather than to internal (endogenous) 
agency. Moreover, when they attempt to add agency, historical institutionalists have 
(mostly) turned to rational choice institutionalism, which provides accounts of agency 
based on the strategic calculations of rational actors. The problem with rational choice 
institutionalism is that although it may add more of a micro-foundational logic to the 
macro-historical patterns of historical institutionalism, it does little to explain change 
across time, given its underlying assumptions about fixed preferences and stable 
institutions. Those (fewer) historical institutionalists who have turned instead to 
sociological institutionalism have not fared much better, however, since social agents’ 
reasons for action tend to be subsumed under equally stable macro-cultural norms and 
frames. 

 
In what follows, I propose a different methodological route to endogenizing agency 
which also better helps to explain the dynamics of institutional change (and continuity), 
by using a ‘discursive institutionalist’ approach.  Discursive institutionalism is the term I 
use for all methodological approaches that take ideas and discourse seriously. By this I 
mean all approaches that consider the ideas through which sentient agents conceptualize 
their actions and/or the discourse through which they generate, convey, deliberate, and 
legitimate those ideas according to a logic of communication within a given meaning 
context. Through discursive institutionalism, we can gain insight into why institutions 
change (or continue) by focusing on political actors’ substantive ideas about what they 
were doing and why they altered their practices (or not), and on their discursive 
interactions regarding who spoke to whom in the process of articulating those ideas and 
persuading others to change their ideas and actions (or not).  Moreover, unlike historical 
or rational choice institutionalism, where institutions are conceptualized as rule-
following structures external to agents which constrain their actions, thus making it hard 
to explain how such structures may change, in discursive institutionalism institutions are 
at one and the same time external rule-following structures and constructs internal to 
agents, and therefore serve as constructive opportunities for action as much as obstructive 
constraints to it.   
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The paper seeks to demonstrate that discursive and historical institutionalism are for the 
most part complementary, albeit different, approaches and that historical institutionalism 
can benefit even more from interaction with discursive institutionalism than with 
rational choice institutionalism. But the article notes that discursive institutionalism is 
nevertheless a different methodological enterprise, and it is therefore crucial to explore 
the boundaries between approaches, to see where they are most compatible and where 
they may contradict.    
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The Nature of Ideas and Discourse 
 
Increasing numbers of scholars have been turning to ideas and discourse in recent years to 
make up for the limits of the other three institutionalist approaches.  Their approaches to 
ideas may come at three levels of generality (see Mehta n/a; Schmidt 2008), ranging from 
policy ideas (Kingdon 1984, Hall 1989; Jabko 2006) to programmatic ideas that underpin 
the policy ideas—whether seen as ‘paradigms’ (Majone 1989; Hall 1993), ‘frames of 
reference’ (Jobert 1989; Muller 1995), or ‘programmatic beliefs’ (Berman 1998)—to the 
even more basic philosophical ideas that undergird the policies and programs—whether 
understood as ‘public philosophies’ (Campbell 1998), ‘deep cores’ (Sabatier & Jenkins-
Smith 1993) or worldviews and Weltanshauung.  Such ideas may also come in two types, 
cognitive ideas that serve to justify policies and programs in terms of their interest-based 
logic and necessity (Jobert 1989; Hall 1993; Schmidt 2002, ch. 5) or normative ideas that 
serve to legitimate policies and programs in terms of their appropriateness and resonance 
with the more basic principles and values of public life (March & Olsen 1989; Schmidt 
2000). 
 
As for discourse, it encompasses not only the representation of ideas but also the 
interactive processes by which those ideas are conveyed.  It enables us to consider not 
only ‘what is said’ but also y ‘ois sa 21whas t21om,t21erng
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also remain at the level of civil society, whether in ‘public conversations’ (Benhabib 1996) 
or through ‘deliberative democracy’ (Dryzek 2000).  

 
Institutional context also matters.  Different forms of discourse may be emphasized in 
different formal institutional settings.  In ‘simple polities,’ characterized by majoritarian 
electoral systems, unitary states, and statist policymaking, the channeling of governing 
activity through a single authority makes for a more elaborate communicative discourse 
by political leaders to the general public.  In ‘compound polities,’ characterized by 
proportional representation systems, federal or regionalized states, and/or corporatist 
policymaking, the dispersion of governing activity through multiple authorities makes for 
a more developed coordinative discourse among policy actors (see Schmidt 2002, 2006).   

 
More specific institutional settings are also significant.  Discourses succeed when speakers 
‘get it right’ by addressing their remarks to the ‘right’ audiences at the ‘right’ times in the 
‘right’ ways. Their messages must be both convincing in cognitive terms (justifiable) and 
persuasive in normative terms (appropriate and/or legitimate).   Moreover, the ideas in 
the discourse must not only ‘make sense’ within a particular ‘meaning context,’ the 
discourse itself must be patterned according to a given ‘logic of communication,’ 
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cultural norms that frame action.  For discursive institutionalism, by contrast, institutions 
are internal to sentient agents, serving both as structures (of thinking, saying, and acting) 
that constrain actors and as constructs (of thinking, saying, and acting) created and 
changed by those actors.  This internal capacity to create and maintain institutions is 
what I call agents’ ‘background ideational abilities’ (Schmidt 2008)—which is a generic 
term for what Searle (1995) defines as the ‘background abilities’ which encompass human 
capacities, dispositions, and know-how related to how the world works and how to cope 
with it; for what Bourdieu (1990, p 11) describes as the ‘habitus’ in which humans beings 
act “following the intuitions of a ‘logic of practice’”; and for what the psychology of 
cognitive dissonance illustrates when it shows that people generally act without thinking 
and only become conscious of the rules that might apply if they are contradictory 
(Harmon-Jones and Mills 1999).  These background ideational abilities underpin agents’ 
ability to make sense in a given meaning context, that is, to ‘get it right’ in terms of the 
ideational rules or ‘rationality’ of a given discursive institutional setting.    

 
But institutional action is also predicated on what I call ‘foreground discursive abilities,’ 
through which agents may change (or maintain) their institutions (Schmidt 2008).  This is 
about the logic of communication, and the ways in which ideas are conveyed.  We don’t, 
after all, know what people are thinking or why they act the way they do until they say 
it.  And we don’t for the most part engage in collective action or in collective (re)thinking 
of our actions without the articulation, discussion, deliberation, and legitimization of our 
ideas about our actions. These foreground discursive abilities are key to explaining change 
in public action because they refer to peoples’ ability to think outside the institutions in 
which they continue to act, to talk about such institutions in a critical way, to 
communicate and deliberate about them, to persuade themselves as well as others to 
change their minds about their institutions, and then to take action to change them, 
individually or collectively.   Discourse, in short, works at two levels, at the every-day 
level of generating and communicating about institutions, and at a meta-level, as a kind of 
second order critical communication among agents about what goes on in institutions. 

 
By calling this interactive externalization of our internal ideational processes ‘foreground 
discursive abilities,’ I offer a generic term close to Habermas’ (1989) ‘communicative 
action’ (although without the normative prescriptions) and to deliberative and discursive 
theories of democracy (e.g., Dryzek 1990, 2000).  These foreground discursive abilities 
also provide a direct response to continental philosophers and macro-sociologists who 
assume that elites with a monopoly on power dominate the production of ideas (e.g., 
Bourdieu 1994, Foucault 2000). Foreground discursive abilities enable people to reason, 
debate, and change the ideas they use—a point also brought out by Gramsci (1971) on the 
role of intellectuals.  But beyond this, the term points to the importance of public debates 
in democratic societies in serving to expose the ideas which serve as vehicles for elite 
domination and power or, more simply, the ‘bad’ ideas, lies and manipulations in the 
discourse of any given political actor or set of actors.  An approach that takes ideas and 
discourse seriously, in short, assumes that the clash in ideas and discourse is just as 
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institutions that act as structures of incentives.  If institutions change all the time—as this 
incremental approach suggests—then it becomes difficult to theorize how institutions 
structure individual actors’ incentives. Moreover, if some individual actors accept the 
institutions while others are seeking to redirect or reinterpret them, then actors’ 
preferences are differentially affected by the institutions, and it is impossible a priori to 
know which ones. Empirical investigation of actors’ motivations, their interests, and their 
ideas within macro-institutional context seems to be the only answer here.    

 
In a jointly authored paper by Thelen and Peter Hall (Hall and Thelen 2006), however, 
we do get a clearer theoretical picture of how rationalist and historical institutionalist 
approaches might fit together in such a way as to explain agency.  Here, institutions are 
defined in classical historical institutionalist terms as sets of regularized practices with 
rule-like qualities, whether backed by sanctions, enforced by statute or formal 
organizations, or relying on mutual monitoring and perceptions of shared interests.  
Change is difficult and institutions are stable not only for historical institutionalist 
reasons of path-dependency but because of rationalist uncertainties about new 
institutions serving interests better, difficulties in shifting to new coordinating 
institutions, complexities of institutional interactions that might require new strategies, 
and institutionalized power relations. But change nonetheless occurs because such 
institutions are the target of rationalist strategic action by economic actors who use them 
as resources to achieve their goals and are always testing the limits of their power, 
probing the intentions of others, basing their decisions on perceived interests rather than 
objective ones.  The rationalist ‘routes’ to institutional change are:  1) deliberation among 
relevant actors and government policy; 2) defection, when action occurs without 
deliberation with other actors; and 3) reinterpretation, when practices gradually change 
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Moreover, once preferences are seen as ‘subjective,’ this leaves the way open to 
considering the role of ideas in helping to change actors’ perceptions and preferences and 
discourse in the process of deliberation and reinterpretation of institutions.  In fact, Peter 
Hall (2005, p. 151) himself in a piece on preference formation seems to suggest just this 
when he concludes by suggesting that we should look at how issues are framed and how 
“the actor tries to make sense of his actions in his eyes and those of others,” seeking to 
balance “multiple interests, often linked to multiple identities” referencing “a set of 
narratives that draw heavily on past experiences and the interpretations of them that 
have authority in their community.” But then, how do we do this?  Only by turning to 
discursive institutionalist analysis, by investigating the ideas that lead to ‘bricolage’ or the 
‘layering’ of one institution over another, the discourse surrounding the ‘reinterpretation’ 
of an institution, and the debates that preceded the ‘conversion’ of agents to another 
institution.  
 
 
Explaining Institutional Change in Discursive Institutionalism 
 
Like historical institutionalism, discursive institutionalism may also explain change as 
coming at critical junctures.  But whereas in historical institutionalism critical moments 
are unexplainable times when structures shift, much like tectonic plates, in discursive 
institutionalism these moments are the objects of explanation, to be considered in depth 
for the ideational and deliberative processes which lend insight into institutional change 
(see Schmidt 2008).  In other words, rather than remaining on the outside of such critical 
junctures, discursive institutionalists look inside, to what public actors say and do that 
lend insight into their ideas, that is, what they think about what to do; into their 
discourse, that is, what they say about what they think about what to do; and into their 
actions, to see if their ideas and discourse actually did make a difference, serving to 
reconstruct their institutions.  Such ‘critical junctures in discursive institutionalism’ may 
be periods of ‘third-order change’ where paradigms change in terms of policy goals as 
well as instruments and objectives, as in Thatcher’s neo-liberal reforms in the UK (Hall 
l993).  They may be times of ‘great transformation’ when ideas serve to recast countries’ 
political economic policies, as in the ‘disembedding’ of liberalism in Sweden and the US 
(Blyth 2002).  They may be ‘critical moments’ in which ‘collective memories’ are made 
and/or changed, as in the agreements in the 1930s establishing the collaborative 
institutions of wage-bargaining in Sweden (Rothstein 2005, Ch. 8). Or they may be 
periods when political leaders’ ‘communicative’ discourse or policy actors’ ‘coordinative’ 
discourse are transformative, and thereby promote lasting reforms to national systems of 
welfare and work—the case for the UK but not New Zealand, despite similar economic 
challenges and institutional configurations, for the Netherlands but not Germany, for 
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historical regularities, scholars trace how ideas are transformed across time.  Thus, for 
example, they may show the shift across the century in social democrats’ political ideas as 
they sought to find workable and equitable democratic solutions to the economic 
challenges of globalizing capitalism (Berman 2006); how a “Paris consensus,” not the 
Washington consensus, was key to conceiving of and promoting the rules that now 
structure the international financial markets from the 1980s on (Abdelal 2006); or how 
globalization has more generally been used as a compelling set of ideas for change 
(Campbell 2004). Alternatively, they may outline how discourses evolve over time, by 
detailing how political leaders in the UK and Ireland crafted communicative discourses 
about the challenges of globalization to legitimate neo-liberal reform (Hay 2001; Hay and 
Smith 2005) or how the bottom-up communicative discourse of the everyday deliberative 
interactions and contestations between state actors and economic actors with incomes 
below the median level helped develop states’ capacity in the international financial order 
(Seabrooke 2006).  
 
One caveat, though.  Discursive institutionalism does not purport to explain all change 
‘from the inside.’  This would be a big mistake since ‘stuff happens,’ material conditions 
do change, and actors often act before thinking about what it is they will do, let alone say 
it.  As the historical institutionalists remind us, processes of change are often  
unconscious—as people may act without any clear sense of what they are doing, creating 
new practices as a result of ‘bricolage’ and destroying old ones as a result of ‘drift’ (Thelen 
2004; Streeck and Thelen 2005).  And there are always unintended consequences of 
intentional action.  As Michel Foucault noted, ‘People know what they do; they 
frequently know why they do what they do; but what they don’t know is what what they 
do does’ (Drefyus & Rabinow, 1982: 187).  Describing the consequences of such action are 
the domain of historical institutionalism, which is extremely useful for understanding 
‘from the outside’ what happens.  

 
Moreover, since discursive institutionalism recognizes that ‘stuff happens,’ it does not 
deny that there is a material reality out there, or interests.  What is does challenge is the 
assumption that there is an ‘objective’ reality attached to the ‘material interests’ as defined 
by rational choice institutionalism.  Rather, material reality is the setting within which 
actors conceive of their interests, and to which actors respond with ideas and discourse 
about their interests.  Although discursive institutionalists agree that interest-based 
behavior certainly exists, they see this as involving ideas about interests that may 
encompass much more than strictly utilitarian concerns, bringing in a wide range of 
strategic ideas (Jabko 2006) and social norms (Seabrooke 2006). In addition, whereas some 
of those interests may be universally recognizable, most of those interests will be 
collectively constructed, while others will be individually formulated. This means that 
discursive institutionalism can accommodate many accounts of ‘interest-based ideas’ from 
rational choice institutionalism, by seeing them as a useful shortcut to the range of 
responses to material realities that can be expected, given what we know about human 
rationality and irrationality. However, such accounts can also serve as a jumping-off point 
for investigation through a more in-depth, discursive institutionalist approach, which 
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may very well show that what was expected
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al. 2005; Crouch 2005; Schmidt 2002, Ch. 3). The main problem is the emphasis on 
coordination and complementarity in capitalist systems, which admits of little change 
other than positive feedbacks effects, with a homeostatic equilibrium in which changing 
any one component leads to adjustments in the other components, but no real 
transformation of the system as a whole or even evolution except at moments of 
‘punctuated equilibrium.’ This is what makes it difficult for classical VOC scholars to 
account for the ways in which globalization, Europeanization, or internal dynamics can 
lead to a loosening of the coordination, let alone to a creeping disaggregation, of the 
system as a whole. Even development and evolution over time become very difficult to 
explain. 

 
Revisionist VOC scholars have suggested one 
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But all of the above are rather underdeveloped in terms of their use of ideas and discourse 
to enrich accounts of the varieties of capitalism. This is why, in what follows, I provide a 
more systematic elaboration of the ways in which discursive institutionalism helps 
answer puzzles that historical institutionalist and rational choice explanations of the 
varieties of capitalism cannot.  I demonstrate the causal influence of ideas and discourse 
by showing that the structural factors related to narrowly-defined rationalist interests and 
historical path dependencies cannot account for the clear changes (or continuities) in 
institutions, whereas political actors’ expressed ideas and discourse can.  The evidence for 
this comes from such methods as the process-tracing of ideas, the mapping of public 
debates and discourse, and the juxtaposition of matched pairs of cases in which all factors 
are controlled for other than the discourse. 
 
 
The Politics of Ideas and Discourse in Liberal Market Economies 
 
We begin with LMEs, where the puzzles are: How did Thatcher and Reagan manage to 
impose neo-liberal reforms, overcoming entrenched interests and path-dependent 
institutions? Why were those policies not reversed when the opposition came back to 
power? Why did reform in the UK go much farther in business and labor markets than in 
welfare?  And why was radical reform more extensive in the UK than in the US?   
 
In an LME like the UK, there can be no doubt that Thatcher’s success in instituting neo-
liberal reform owes a great deal to the UK’s formal macro-institutions, enabling her to 
impose reform as a result of centralized authority and to win elections as a result of a 
divided opposition.  This historical institutionalist analysis is necessary to understanding 
why she was able to impose reform, but it is not sufficient to explaining why such reform 
took hold, lasting despite subsequent changes in government. For this, we need a 
discursive institutionalist explanation. The reform’s holding power owes much to 
Thathcer’s neo-liberal ideas developed in th
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The causal influence of Thatcher’s discourse can also be demonstrated through a contrast 
between the outcome of reform programs in the UK and New Zealand, which in the 
1980s experienced similar economic crises, had similar political institutions, party politics 
and organization, and approaches to welfare provision. Lasting public acceptance for neo-
liberal reform in the United Kingdom was due in large measure to the communicative 
discourse through which Prime Minister Thatcher sought to persuade the public of what 
she believed as she reformed; its lack of acceptance in New Zealand had much to do with 
the lack of communicative discourse of political leaders beginning with Finance Minister 
Douglas, who assumed that people would come to believe what he believed after he 
reformed (Schmidt 2000, 2002b) 

 
This said, whereas Thatcher’s communicative discourse of ‘the enterprise culture’ 
resonated with regard to business and labor reform, her discourse contrasting ‘the worthy 
poor’ with ‘the feckless and the idle’ did not persuade the public with regard to welfare 
reform. This  was evidenced by the fact that Thatcher herself pulled back in a strategic 
calculation (well explained in rational choice terms) related to her fear of electoral 
sanctions in areas where the public (and in particular her own electorate) was clearly 
strongly opposed to any cuts (Pierson 1994; Rhodes 2000). It took Blair to extend the 
Thatcher revolution to the welfare arena, with a communicative discourse that did 
resonate as it appealed to values of equality and compassion as much as to neo-liberalism, 
by promising to “promote opportunity instead of dependence” through positive actions 
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was joined by a persuasive, cooperation-oriented communicative discourse by the Prime 
Minister who even-handedly condemned the violence of the military while also chiding 
the strikers. This then became the basis for a collective memory which in the late 1930s, 
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