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Preface

IN THE FIRST EDITION of the Handbook, published
in 1994, we as editors ventured the judgment that,
in the previous 15 years, economic sociology had
enjoyed a remarkable renaissance, following on a
season of relative quiescence. This led us to believe
that the time was ripe for a consolidating publica-
tion that told about the past, assessed the present,
and looked toward the future.

The decade following that volume’s appearance
seemed to validate those assessments, if the amount
of critical attention given, sizable and sustained
sales, and course adoptions are taken as measures.
If anything, the book’s fortunes surpassed our ex-
pectations. Furthermore, the momentum of eco-
nomic sociology as an enterprise has accelerated in
the meantime. The quality and quantity of research
have remained high; new and young talent contin-
ues to flow into the field; sociology departments in
half a dozen or more leading research universities
have established centers of excellence in economic
sociology; courses in economic sociology have be-
come standard fare in the curricula of most colleges
and universities; and a section on economic sociol-
ogy has formed and now thrives in the American
Sociological Association.

All these circumstances have convinced us that a
second, fully updated edition of the Handbook is
needed, and we are more confident of this judg-
ment than we were the first time around. While the
first edition still contains much of value to scholars
and students, the knowledge it contains has in
some cases been superseded by advances in the
meantime. To take these into account—and also to
accelerate the development of economic sociolo-
gy—we had to undertake a wholesale revamping of
the first edition. Fully two-thirds of the chapters in
this second edition are either new or have authors
different from those in the first.

Despite this transformation, we found that the
general intellectual architecture of the first edition
remained a good organizing framework for the sec-
ond. Thus, part I (chapters 1-06) is a series of gen-
eral considerations of the field from a variety of dif-
ferent perspectives; part II (chapters 7-21), which
we call the economic core, deals with economic sys-
tems, economic institutions, and economic behav-

ior. Part III (chapters 22-30) concerns a number of
intersections among the economy and various
noneconomic sectors of the society.

Within this general frame the reader will find the
following substantial thematic changes:

* Two chapters on international and global concerns
(contrasted with the single chapter in the first edi-
tion), with international aspects covered in other
chapters as well

e A chapter on behavioral economics, which continues
as a vibrant subfield of economics

e A chapter by Pierre Bourdicu on economic anthro-
pology; Bourdicu had agreed to write such a chapter
but his untimely death in 2002 prevented this; still
wishing to have him represented, we are printing the
English translation of “Principes d’une anthropolo-
gie économique,” which is published on pp. 233-70
in Les structures sociales de économie (Paris: Seuil,
2000)

e A chapter on new lines of institutional analysis in
economics and sociology

e A chapter on the transitions from socialist econo-
mies (replacing the earlier chapter on socialist econ-
omies themselves)

¢ A chapter on labor markets and trade unions

e A chapter on the sociology of work and the
professions

e A chapter on culture and consumption

e A chapter on the sociology of money and credit

* A chapter on law and the economy

¢ A chapter on technology and the economy

e A chapter on emotions and the economy

We regard these changes as reflecting recent shifts
in emphasis and active lines of research in eco-
nomic sociology.

We now provide a brief supplement to the table
of contents, intended as a guide to readers wishing
to delve selectively into the volume according to
their specific interests. For those interested in
learning about the scope of sociology we recom-
mend chapter 1 (“Introducing Economic Sociolo-
gy”). The remainder of part I contains chapters on
comparative and historical treatments of economy
and society in chapter 2 (“Comparative and His-
torical Approaches to Economic Sociology,” by
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Frank Dobbin), recent developments in institu-
tional analysis of the economy in chapter 3 (“The
New Institutionalisms in Economics and Sociology”
by Victor Nee), Pierre Bourdieu’s critical anthro-
pological formulations in chapter 4 (“Principles of
an Economic Anthropology”), developments in
behavioral economics, which has made its main
business the modification of the psychological as-
sumptions of neoclassical economics and tracing
the implications of these modifications (chapter 5,
“Behavioral Economics,” by Roberto Weber and
Robyn Dawes), and an assessment of the scattered
literature on the role that emotions play in eco-
nomic life (chapter 6, “Emotions and the Econo-
my,” by Mabel Berezin).

The first section of part II takes a look at socio-
logical aspects of economies at the macroscopic—
including the global—level. We introduce the sec-
tion with the chapter by Ian Morris and J. G.
Manning on the economic sociology of the classi-
cal civilizations of Egypt, Greece, and Rome
(chapter 7, “The Economic Sociology of the An-
cient Mediterranean World”). Next comes a gen-
eral chapter on the international economy (chapter
8, “The Global Economy: Organization Gover-
nance, and Development,” by Gary Gereffi), and
one on its governance (chapter 9, “The Political
and Economic Sociology of International Eco-
nomic Arrangements,” by Neil Fligstein). Finally,
Lawrence King and Ivan Szelényi develop a dis-
tinctive perspective on the varieties of transition
from socialist to post-socialist economies (chapter
10, “Post-Communist Economic Systems”).

The second section of part II—“The Sociology of
Economic Institutions and Economic Behavior”—
reaches to the heart of economic activity itself. The
section begins with three chapters on markets, the
core economic institutions. Richard Swedberg
(chapter 11, “Markets in Society”) treats the subject
from a sociological and historical point of view.
Woltgang Streeck (chapter 12, “The Sociology of
Labor Markets and Trade Unions”) concentrates on
the market for labor services, and Linda Brewster
Stearns and Mark Mizruchi (chapter 13, “Banking
and Financial Markets”) deal with a range of mar-
kets that have only recently commanded significant
sociological attention. The sociology of the produc-
tion side of the economic process is the topic of An-
drew Abbott’s contribution (chapter 14, “Sociolo-
gy of Work and Occupations”). Viviana Zelizer
explores the diversity of ways in which cultural fac-
tors infuse consumption (chapter 15, “Culture and
Consumption”), and Bruce Carruthers synthesizes

past and present literature on the social aspects of
money and credit (chapter 16, “The Sociology of
Money and Credit”). Two additional chapters deal
with the less formal aspects of economic life. The
important work on networks in the economy is cov-
ered in chapter 17 (“Networks and Economic Life,”
by Laurel Smith-Doerr and Walter Powell); and the
complex and seemingly contradictory nature of
the informal economy is analyzed in chapter 18
(“The Informal Economy,” by Alejandro Portes
and William Haller).

The third secion of part II—“The Sociology of
Firms, Organizations, and Industry”—draws main-
ly from organization theory and general economic
sociology. Mark Granovetter updates and reassesses
the character of business groups in a comparative
context (chapter 19, “Business Groups and Social
Organization”). Howard Aldrich examines the na-
ture of entreprencurial activity and entrepreneurs in
chapter 20 (“Entreprencurship”), and Gerald Davis
examines a number of environments of business
firms—especially other business firms—in chapter
21 (“Firms and Environments”).

Part III—“Intersections of the Economy”—
deals with the mutual penetration of economic ac-
tivity and many “noneconomic” sectors of society.
Three chapters address the most important aspects
of the economy and the polity. The first is on the
state in general (chapter 22, “The State and the
Economy,” by Fred Block and Peter Evans). Lau-
ren Edelman and Robin Stryker focus on law as a
special aspect of state activity (chapter 23, “A So-
ciological Approach to Law and the Economy”),
while Evelyne Huber and John Stephens assess re-
cent developments in the welfare state and a num-
ber of assessments of those developments (chapter
24 “Welfare States and the Economy”). Two ad-
ditional chapters deal with economic intersections
with the institutions of education (chapter 25,
“Education and the Economy,” by Mary Brinton)
and religion (chapter 26, “New Directions in the
Study of Religion and Economic Life,” by Robert
Wuthnow). Chapters 27 (“Gender and Economic
Sociology,” by Paula England and Nancy Folbre)
and 28 (“The Ethnic Economy,” by Ivan Light)
deal with the embeddedness of the socially con-
structed dimensions of gender and ethnicity in
economic life. The volume is rounded out by a
chapter on technology (chapter 29, “Technology
and the Economy,” by Giovanni Dosi, Luigi Or-
senigo, and Mauro Sylos Labini), and one on eco-
nomic-environmental relations (chapter 30, “The
Economy and the Environment,” by Allan Schnai-



berg). Both these final topics have significant in-
ternational aspects.

We conclude with the hope that the stocktaking
of economic sociology contained in this Hand-
book, as well as its attempts to drive the field for-

Preface ix

ward by selecting a few new important areas, will
be successful. Economic sociology, we are con-
vinced, currently represents one of the leading
edges of sociology, as well as one of its most im-
portant interdisciplinary adventures.
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1 Introducing Economic Sociology

Neil J. Smelser and Richard Swedbery

As A DESIGNATED FIELD of inquiry, economic soci-
ology is not much more than a century old, even
though its intellectual roots are identifiable in older
traditions of philosophical and social thought.!
During the past quarter-century it has experienced
an explosive growth, and now stands as one of the
most conspicuous and vital subfields of its parent
discipline. In this introduction we first define the
field and distinguish it from mainstream econom-
ics. Next we trace the classical tradition of econom-
ic sociology, as found in the works of Marx, Weber,
Durkheim, Schumpeter, Polanyi, and Parsons-
Smelser. Finally, we cite some more recent develop-
ments and topics of concern in economic sociolo-
gy. Throughout our discussion in this chapter we
emphasize the importance of paying attention to
economic interests and social relations.

THE DEFINITION OF ECONOMIC SOCIOLOGY

Economic sociology—to use a term that Weber
and Durkheim introduced>—can be defined simply
as the sociological perspective applied to ecomomic
phenomena. A similar but more elaborate version is
the application of the frames of refevence, varviables,
and explanatory models of sociology to that complex
of activities which is concerned with the production,
distribution, exchange, and consumption of scarce
poods and services’ One way to make this definition
more specific is to indicate the variables, models,
and so on, that the economic sociologist employs.
When Smelser first put forth that definition (1963,
27-28; 1976, 37-38), he mentioned the sociolog-
ical perspectives of personal interaction, groups,
social structures (institutions), and social controls
(among which sanctions, norms, and values are
central). Given recent developments, we would
add that perspectives of social networks, gender,
and cultural contexts have also become central
in economic sociology (e.g., Granovetter 1974,
1985a, 1995; Zelizer 1988). In addition, the in-
ternational dimension of economic life has as-
sumed greater salience among economic sociolo-

gists, at the same time as that dimension has come
to penetrate the actual economies of the contem-
porary world (Makler, Martinelli, and Smelser
1982; Evans 1995).

MAINSTREAM ECONOMICS AND ECONOMIC
Soc1oLoGY COMPARED

We now compare economic sociology and main-
stream economics as a way of further elucidating
the sociological perspective on the economy. This
is a useful exercise only if qualified by the caution
that both bodies of inquiry are much more com-
plex than any brief comparison would suggest. Any
general statement almost immediately yields an ex-
ception or qualification. To illustrate the caution
on cach side of the comparison:

1. In economics the classical and neoclassical
traditions have enjoyed a certain dominance—
hence the label mainstream—but the basic as-
sumptions of those traditions have been modified
and developed in many directions. In a classic
statement, Knight ([1921] 1985, 76-79) stressed
that neoclassical economics rested on the premises
that actors have complete information and that in-
formation is free. Since that time economics has
developed traditions of analysis based on assump-
tions of risk and uncertainty (for example, Sandmo
1971; Weber 2001) and information as a cost (for
example, Stigler 1961; Lippmann and McCall
2001). In addition, numerous versions of econom-
ic rationality—for example, Simon’s (1982) em-
phasis on “satisficing” and “bounded rationali-
ty”—have appeared. Still other variations on
rational behavior have been developed in behav-
ioral economics, which incorporates many psycho-
logical assumptions at variance with the main-
stream (Mullainthan and Thaler 2001; Camerer,
Loewenstein, and Rabin 2004 ). Looking in the di-
rection of sociology, some economics now incor-
porates “norms” and “institutions,” though with
meanings different from those found in the socio-
logical tradition.
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2. Sociology lacks one dominant tradition. Vari-
ous sociological approaches and schools differ
from and compete with one another, and this cir-
cumstance has affected economic sociology. For
example, Weber was skeptical about the notion of
a social “system,” whether applied to economy or
society, while Parsons viewed society as a system
and economy as one of its subsystems. Further-
more, even if all economic sociologists might ac-
cept the definition of economic sociology we have
offered, they focus on different kinds of economic
behavior. Some do so following Arrow’s hint
(1990, 140) that sociologists and economists ask
different questions—about consumption, for ex-
ample. Others, including what is called new eco-
nomic sociology (see Granovetter 1990 for a pro-
grammatic statement), argue that sociology should
concentrate directly on core economic institutions
and problems.

These caveats recorded, a comparison between
the central features of mainstream economics and
economic sociology will clarify the specific nature
of the sociological perspective. The following dit-
ferences are most salient.

The Concept of the Actor

To put the matter baldly, the analytic starting
point of economics is the individual; the analytic
starting points of economic sociology are typically
groups, institutions, and society. In microeconom-
ics, the individualistic approach finds its origins in
early British utilitarianism and political economy.
This orientation was elucidated systematically by
the Austrian economist Carl Menger and given the
label methodological individualism by Schumpeter
(1908, 90; for a history of methodological indi-
vidualism, see Udehn 2001). By contrast, in dis-
cussing the individual, the sociologist often focus-
es on the actor as a socially constructed entity, as
“actor-in-interaction,” or “actor-in-society.” Often,
moreover, sociologists take the group and the
social-structural levels as phenomena sui generis,
without reference to the individual actor.

Methodological individualism need not be logi-
cally incompatible with a sociological approach. In
his theoretical chapter introductory to Economy
and Society, Weber constructed his whole sociolo-
gy on the basis of individual actions. But these ac-
tions are of interest to the sociologist only insofar
as they are social actions or “take account of the
behavior of other individuals and thereby are ori-
ented in their course” (Weber [1922] 1978, 4).
This formulation underscores a second difference
between microeconomics and economic sociology:

the former generally assumes that actors are not
connected to one another; the latter assumes that
actors are linked with and influence one another.
We argue below that this difference has implica-
tions for how economies function.

The Concept of Economic Action

In micoeconomics the actor is assumed to have
a given and stable set of preferences and to choose
that alternative line of action which maximizes util-
ity. In economic theory, this way of acting consti-
tutes economically rational action. Sociology, by
contrast, encompasses several possible types of
economic action. To illustrate from Weber again,
economic action can be either rational, traditional,
or affectual (Weber [1922] 1978, 24-26, 63-68).
Except for residual mention of “habits” and “rules
of thumb,” economists give no place to tradition-
al economic action (which, arguably, constitutes its
most common form; see, however, Akerlof 1984;
Schlicht 1998).

Another difference between microeconomics
and economic sociology in this context concerns
the scope of rational action. The economist tradi-
tionally identifies rational action with the efficient
use of scarce resources. The sociologist’s view is,
once again, broader. Weber referred to the con-
ventional maximization of utility, under conditions
of scarcity, as formal rationality. In addition, how-
ever, he identified substantive rationality, which
refers to allocation within the guidelines of other
principles, such as communal loyalties or sacred
values. A further difference lies in the fact that
economists regard rationality as an assumption,
whereas most sociologists regard it as a variable
(see Stinchcombe 1986, 5-6). For one thing, the
actions of some individuals or groups may be more
rational than others (cf. Akerlof 1990). Along the
same lines, sociologists tend to regard rationality as
a phenomenon to be explained, not assumed.
Weber dedicated much of his economic sociology
to specifying the social conditions under which
formal rationality is possible, and Parsons ([1940]
1954) argued that economic rationality was a sys-
tem of norms—not a psychological universal—
associated with specific developmental processes in
the West.

Another difference emerges in the status of
meaning in economic action. Economists tend to
regard the meaning of economic action as derivable
from the relation between given tastes, on the one
hand, and the prices and quantities of goods and
services, on the other. Weber’s conceptualization
has a different flavor: “the definition of economic



action [in sociology] must . . . bring out the fact
that all ‘economic’ processes and objects are char-
acterized as such entirely by the meaning they have
for human action” ([1922] 1978, 64). Meanings
are historically constructed and must be investigat-
ed empirically, and are not simply to be derived
from assumptions and external circumstances.

Finally, sociologists tend to give a broader and
more salient place to the dimension of power in
economic action. Weber ([1922] 1978, 67) insist-
ed that “[it] is essential to include the criterion of
power of control and disposal ( Verfiigungsgewalt)
in the sociological concept of economic action,”
adding that this applies especially in the capitalist
economy. By contrast, microeconomics has tended
to regard economic action as an exchange among
equals, and has thus had difficulty in incorporating
the power dimension (Galbraith 1973, 1984). In
the tradition of perfect competition, no buyer or
seller has the power to influence price or output. It
is also true that economists have a tradition of an-
alyzing imperfect competition—in which power to
control prices and output is the core ingredient—
and that the idea of “market power” is used in
labor and industrial economics (e.g., Scherer
1990). Still, the economic conception of power is
typically narrower than the sociologist’s notion of
economic power, which includes its exercise in so-
cietal (especially political and class), as well as mar-
ket, contexts. In a study of the power of the U.S.
banking system, for example, Mintz and Schwartz
(1985) analyze how banks and industries interlock,
how certain banks cluster into groups, and how
banks sometimes intervene in corporations in
order to enforce economic decisions. More gener-
ally, sociologists have analyzed and debated the
issue of the political implications of wealth in-
equality and the extent to which corporate leaders
constitute a “power elite” in the whole of society
(e.g., Mills 1956; Dahl 1958; Domhoft and Dye
1987, Keister 2000).

Constraints on Economic Action

In mainstream economics, actions are con-
strained by tastes and by the scarcity of resources,
including technology. Once these are known, it is
in principle possible to predict the actor’s behavior,
since he or she will always try to maximize utility
or profit. The active influence of other persons and
groups, as well as the influence of institutional
structures, is set to one side. Knight codified this
in the following way: “Every member of society is
to act as an individual only, in entire independence
of all other persons” ([1921] 1985, 78). Sociolo-
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gists take such influences directly into account in
the analysis of economic action. Other actors facil-
itate, deflect, and constrain individuals’ action in
the market. For example, a friendship between a
buyer and a seller may prevent the buyer from de-
serting the seller just because an item is sold at a
lower price elsewhere (e.g., Dore 1983). Cultural
meanings also affect choices that might otherwise
be regarded as “rational.” In the United States, for
example, it is difficult to persuade people to buy
cats and dogs for food, even though their meat is
as nutritious and cheaper than other kinds (Sahlins
1976, 170-79). Moreover, a person’s position in
the social structure conditions his or her econom-
ic choices and activity. Stinchcombe (1975) evoked
the principle that structural constraints influence
career decisions in ways that run counter to con-
siderations of economic payoft. For example, for a
person who grows up in a high-crime neighbor-
hood, the choice between making a career stealing
and getting a job has often less to do with the
comparative utility of these two alternatives than
with the structure of peer groups and gangs in the
neighborhood.

The Economy in Relation to Society

The main foci for the mainstream economist are
economic exchange, the market, and the economy.
To a large extent, the remainder of society lies be-
yond where the operative variables of economic
change really matter (see Quirk 1976, 2—4; Arrow
1990, 138-39). Economic assumptions typically
presuppose stable societal parameters. For exam-
ple, the long-standing assumption that economic
analysis deals with peaceful and lawful transactions,
not with force and fraud, involves important pre-
suppositions about the legitimacy and the stability
of the state and the legal system. In this way the
societal parameters—which would surely affect the
economic process if the political legal system were
to disintegrate—are frozen by assumption, and
thus are omitted from the analysis. In recent times
economists have turned to the analysis of why in-
stitutions arise and persist, especially in the new in-
stitutional economics and game theory. They have
varied the effects of institutional arrangements in
various logical experiments (see, e.g., Eggertsson
1990; Furubotn and Richter 1997). Nevertheless,
the contrast with economic sociology remains.
When economists talk about institutions, norms,
and the like, their vocabulary is identical to that of
sociologists, but they often mean something quite
different. It is still very common, for example, for
economists to treat the economic arena as lacking
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norms and institutions. The latter only emerge
when markets cannot be constructed or when tra-
ditional rational choice analysis fails. Economic so-
ciology, on the other hand, has always regarded
the economic process as an organic part of society.
As a consequence, economic sociology has usually
concentrated on three main lines of inquiry: (1)
the sociological analysis of economic process; (2)
the analysis of the connections and interactions be-
tween the economy and the rest of society; and (3)
the study of changes in the institutional and cul-
tural parameters that constitute the economy’s so-
cietal context.

Goals of Analysis

As social scientists, both economists and sociol-
ogists try to explain phenomena encompassed by
their respective subject matters. Within this com-
mon interest, however, different emphases emerge.
Economists tend to be critical of descriptions—
they condemn traditional institutional economics
as too descriptive and atheoretical. Instead they
stress the importance of prediction. Sociologists,
by contrast, offer fewer formal predictions, and
often find sensitive and telling descriptions both
interesting in themselves and essential for explana-
tion. As a result of these differences, sociologists
often criticize economists for generating formal
and abstract models and ignoring empirical data,
and economists reproach sociologists for their
“post factum sociological interpretations” (Merton
1968, 147-49). Though these differences have be-
come part of the professional cultures of econo-
mists and sociologists, it should be noted that the
last 10 years have seen a new interest for model
building and game theory among sociologists, and
a new interest in culture and use of empirical ma-
terial among economists (e.g., Greif 1998, forth-
coming; Swedberg 2001). It is also possible that
the fields of economics and economic sociology
may one day agree on some methodological com-
promise, say along the lines of “analytic narratives”
(Bates et al. 1998).

Models Employed

The emphasis on prediction constitutes one rea-
son why mainstream economists place such high
value on expressing hypotheses and models in
mathematical form. Though the advantages of this
formal theorizing are readily apparent, economists
themselves have at times complained that it tends
to become an end in itself. In his presidential ad-
dress to the American Economic Association in
1970, Wassily Leontief criticized his profession’s

“uncritical enthusiasm for mathematical formula-
tion” (1971, 1). When economists do turn to em-
pirical data, they tend to rely mainly on those gen-
erated for them by economic processes themselves
(for example, aggregated market behavior, stock
exchange transactions, and official economic statis-
tics gathered by governmental agencies). Sample
surveys are occasionally used, especially in con-
sumer economics and in labor economics; archival
data are seldom consulted, except by economic
historians; and ethnographic work is virtually non-
existent. By contrast, sociologists rely heavily on a
great variety of methods, including analyses of cen-
sus data, independent survey analyses, participant
observation and fieldwork, and the analysis of
qualitative historical and comparative data.

Intellectunl Traditions

Sociologists not only rely on different intellectu-
al traditions that overlap only slightly, but they also
regard those traditions differently. Evidently influ-
enced by the natural science model of systematic
accumulation of knowledge, economists have
shown less interest than sociologists in study and
exegesis of their classics (with notable exceptions
such as Adam Smith and David Ricardo). Corre-
spondingly, economics reveals a sharp distinction
between current economic theory and the history
of economic thought. In sociology these two
facets blend more closely. The classics are very
much alive, and are often required reading in the-
ory courses.

Despite these differences, and despite the per-
sisting gulf between the traditions of economics
and economic sociology, some evidence of synthe-
sis can be identified. Major figures such as Alfred
Marshall, Vilfredo Pareto, and Talcott Parsons
have attempted theoretical syntheses. Certain
other figures, notably Weber and Schumpeter,
have excited interest among both economists and
sociologists. In addition, economists and sociolo-
gists find it profitable to collaborate in specific
problem areas such as poverty and labor markets.
Later in the chapter we will reraise the issue of
intellectual articulation among economists and
sociologists.

THE TRADITION OF ECONOMIC SOCIOLOGY

There exists a large and rich tradition of eco-
nomic sociology, which roughly begins around the
turn of the twentieth century. This tradition has
generated both important concepts and ideas and



significant research results, which we now present
and set in perspective. Economic sociology has
peaked twice since its birth: in 1890-1920 with
the classic theorists (who were all interested in and
wrote on the economy), and today, from the carly
1980s onwards. A small number of important
works in economic sociology—Dby economists as
well as sociologists—were also produced during
the period in between. A major thread in the tra-
dition of economic sociology is that investigation
must combine the analysis of economic interests with
an analysis of social relations.

Classical Economic Sociology and Its Predecessors

The first use of the term economic sociology seems
to have been in 1879, when it appears in a work by
British economist W. Stanley Jevons ([1879]
1965). The term was taken over by the sociologists
and appears, for example, in the works of Durk-
heim and Weber during the years 1890-1920 (so-
ciologie économique, Wirtschaftssoziologie). It is also
during these decades that classical economic soci-
ology is born, as exemplified by such works as The
Division of Labor in Society (1893) by Durkheim,
The Philosophy of Money (1900) by Simmel, and
Economy and Society (produced 1908-20) by
Weber. These classics of economic sociology are
remarkable for the following characteristics. First,
Weber and others shared the sense that they were
pioneers, building up a type of analysis that had
not existed before. Second, they focused on the
most fundamental questions of the field: What is
the role of the economy in society? How does the
sociological analysis of the economy differ from
that of the economists: What is an economic
action? To this should be added that the classical
figures were preoccupied with understanding capi-
talism and its impact on society—“the great trans-
formation” that it had brought about.

In hindsight it is clear that several works pub-
lished before the 1890-1920 period in one way or
another prefigure some of the insights of econom-
ic sociology. Important reflections on, for example,
the role of trade can be found in The Spirit of the
Laws by Montesquieu, as well as a pioneer compar-
ative analysis of the role of various economic phe-
nomena in republics, monarchies, and despotic
states (Montesquicu [1748] 1989). The role of
labor in society is emphasized in the work of Saint-
Simon (1760-1825), who also helped to popular-
ize the term industrialism (cf. Saint-Simon 1964).
That the work of Alexis de Tocqueville (1805-
1859) is full of sharp, sociological observations is
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something that most sociologists would agree on.
That he also made contributions to economic soci-
ology is, however, less known (Tocqueville [1835-
40] 1945, [1856] 1955; cf. Swedberg 2003, 6-8).
Of these various precursors we will concentrate
only on Karl Marx, a towering figure in nineteenth-
century thought, even though he was active before
the birth of modern sociology.

Karl Marx

Karl Marx (1818-1883) was obsessed with the
role of the economy in society and developed a
theory according to which the economy deter-
mined society’s general evolution. What drives
people in their everyday lives, Marx also argued,
are material interests, and these also determine the
structures and processes in society. While Marx
wanted to develop a strictly scientific approach to
society, his ideas were equally infused by his polit-
ical desire to change the world (e.g., [1843] 1978,
145). The end result was what we know as “Marx-
ism”—a mixture of social science and political
statements, welded into a single doctrine.

For a variety of reasons much of Marxism is er-
roneous or not relevant to economic sociology. It
is far too tendentious and dogmatic to be adopted
as a whole. The task that confronts economic soci-
ology today is to extract those aspects of Marxism
that are useful. In doing so, it is useful to follow
the suggestion of Schumpeter, and distinguish be-
tween Marx as a sociologist, Marx as an economist,
and Marx as a revolutionary (Schumpeter [1942]
1994, 1-58). We now turn to a preliminary effort
to pull out the relevant ingredients for economic
sociology.

Marx’s point of departure is labor and produc-
tion. People have to work in order to live, and this
fact is universal (Marx [1867] 1906, 50). Material
interests are correspondingly universal. Labor is
social rather than individual in nature, since people
have to cooperate in order to produce. Marx se-
verely criticized economists for their use of the iso-
lated individual; and he himself sometimes spoke
of “social individuals” (e.g., [1857-58] 1973, 84—
85). The most important interests are also of a col-
lective nature—what Marx calls “class interests.”
These interests will, however, only be effective if
people become aware that they belong to a certain
class (“class for itself,” as opposed to “class in it-
self”; Marx [1852] 1950, 109).

Marx severely criticized Adam Smith’s idea that
individual interests merge and further the general
interest of society (“the invisible hand”). Rather,
according to Marx, classes typically oppress and
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fight each other with such ferocity that history is as
if written with “letters of blood and fire” ([1867]
1906, 786). Bourgeois society is no exception on
this score since it encourages “the most violent,
mean and malignant passions of the human heart,
the Furies of private interest” ([1867] 1906, 15).
In various works Marx traced the history of the
class struggle, from early times into the future. In
a famous formulation from the 1850s, Marx states
that at a certain stage the “relations of production”
enter into conflict with “the forces of production,”
with revolution and passage to a new “mode of
production” as a result ([1859] 1970, 21). In
Capital Marx writes that he has laid bare “the eco-
nomic law of motion of modern society” and that
this law works “with iron necessity towards in-
evitable results” of revolutionary change ([1867]
1906, 13-14).

A positive feature of Marx’s approach is his in-
sight into the extent to which people have been
willing to fight for their material interests through-
out history. He also contributed to understanding
how large groups of people, with similar economic
interests, under certain circumstances can unite and
realize their interests. On the negative side, Marx
grossly underestimated the role in economic life of
interests other than the economic ones. His notion
that economic interests in the last hand always de-
termine the rest of society is also impossible to de-
fend; “social structures, types and attitudes are
coins that do not readily melt,” to cite a famous
quote from Schumpeter ([1942] 1994, 12).

Max Weber

Among the classics in economic sociology Max
Weber (1864-1920) occupies a unique place. He
proceeded furthest toward developing a distinct
economic sociology, laying its theoretical founda-
tion and carrying out empirical studies (Swedberg
1998). The fact that he had worked as a professor
of economics was no doubt helpful in these efforts
to build bridges between economics and sociology.
Also helpful was the major research task that occu-
pied Weber throughout his career, which was eco-
nomic as well as social in nature: to understand the
origin of modern capitalism. Weber drew heavily
on the theoretical work on interests of his time and
extended that line of work by making it more
sociological.

Weber’s academic training was broad in nature,
and its main emphasis was on law, with the history
of law as his specialty. His two dissertations—one
on medieval trading corporations (lex mercatoria)
and the other on the sale of land in early Rome—

were relevant topics for understanding the rise of
capitalism: the emergence of private property in
land and of property in the firm (as opposed to in-
dividual property). Those works, in combination
with a commissioned study of rural workers,
earned him a position in economics (“political
economy and finance”) in the early 1890s. In this
capacity he taught economics but published main-
ly in economic history and in policy questions.
Weber wrote, for example, voluminously on the
new stock exchange legislation.

Toward the end of the 1890s Weber fell ill, and
for the next 20 years he worked as a private schol-
ar. In these years he produced his most celebrated
study, The Protestant Ethic and the Spirit of Capi-
talism (1904-5), as well as studies of the econom-
ic ethics of the world religions. In 1908 Weber
accepted a position as chief editor of a giant hand-
book of economics. From the very beginning
Weber set aside the topic of “economy and socie-
ty” for himself. The work that today is known as
Economy and Society consists of a mixture of mate-
rial that Weber had approved for publication and
of manuscripts found after his death (see, e.g.,
Mommsen 2000). In 1919-20 Weber also taught
a course in economic history, which, pieced to-
gether a few years later on the basis of students’
notes, was published posthumously as General
Economic History. Though primarily a work in eco-
nomic history, it contains much interesting materi-
al for the economic sociologist.

Much of what Weber wrote in economic sociol-
ogy can be found in Collected Essays in the Sociolo-
2y of Religion (1920-21) and Economy and Society
(1922). The former contains a revised version The
Protestant Ethic, “The Protestant Sects and the
Spirit of Capitalism” (1904-5; revised 1920) and
voluminous writings on the economic ethics of the
Chinese, Indian, and Judaic world religions and a
few other texts (for the latter see Weber [1920]
1958, [1915] 1946a, [1915] 1946b). According
to Weber, the material in Collected Essays concerns
mainly the sociology of religion but is also of in-
terest to economic sociology.

The most influential study is The Protestant
Ethic. This work is centered around Weber’s gen-
eral preoccupation with the articulation of ideal
and material interests and ideas. The believer in as-
cetic Protestantism is driven by a desire to be saved
(a religious interest) and acts accordingly. For var-
ious paradoxical reasons the individual eventually
comes to believe that secular work, carried out in a
methodical manner, represents a means to salva-
tion—and when this happens, religious interest is



combined with economic interest. The result of
this combination is a release of a tremendous force,
which shattered the traditional and antieconomic
hold of religion over people and introduced a
mentality favorable to capitalist activity. The thesis
in The Protestant Ethic has led to an enormous de-
bate, with many scholars—probably a majority—
arguing against Weber (for an introduction to this
debate, see especially Marshall 1982).

While he was writing The Protestant Ethic Weber
published an essay, “ ‘Objectivity” in Social Science
and Social Policy,” that summarized his theoretical
views on economic sociology. In this work he ar-
gued that the science of economics should be
broad and umbrella-like (Sozialokonomaik; Weber
[1904] 1949, 64-65). It should include not only
economic theory but also economic history and
economic sociology. Weber also proposes that eco-
nomic analysis should cover not only “economic
phenomena” but also “economically relevant phe-
nomena” and “economically conditioned phenom-
ena” (64—65). Economic phenomena consist of
economic norms and institutions, often deliberate-
ly created for economic ends—for example, banks
and stock exchanges. Economically relevant phe-
nomena are noneconomic phenomena that under
certain circumstances may have an impact on eco-
nomic phenomena, as in the case of ascetic Protes-
tantism. Economically conditioned phenomena are
those that to some extent are influenced by eco-
nomic phenomena. The type of religion that a
group feels affinity for is, for example, partly de-
pendent on the kind of work that its members do.
While economic theory can only handle pure eco-
nomic phenomena (in their rational version), eco-
nomic history and economic sociology can deal
with all three categories of phenomena.

A somewhat different approach, both to eco-
nomic sociology and to interests, can be found in
Economy and Society. The first chapter of this work
contains a general sociological analysis. Two con-
cepts are important building blocks: “social ac-
tion” and “order” (Ordnunyg). In the former, “ac-
tion,” defined as behavior invested with meaning,
is qualified as “social” if it is oriented to some
other actor. An “order” is roughly equivalent to an
institution, and it comes into being when social ac-
tions are repeated over a period, regarded as ob-
jective, and surrounded by various sanctions.
Economists study pure economic action, which is
action exclusively driven by economic interests (or
“desire for utilities,” in Weber’s formulation;
[1922] 1978, 63). Economic sociologists, howev-
er, study social economic action, which is driven
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not only by economic interest but also by tradition
and emotions; furthermore, it is always oriented to
some actor(s).

If one disregards single actions, Weber says, and
instead focuses on empirical uniformities, it is pos-
sible to distinguish three different types: those in-
spired by “convention,” by “custom” (including
“habit”), and by “interest” ([1922] 1978, 29-30).
Most uniform types of action presumably consist
of a mixture of all three. Actions that are “deter-
mined by interest” are defined by Weber as instru-
mental in nature and oriented to identical expecta-
tions. An example would be the modern market,
where each actor is instrumentally rational and
counts on everybody else to be so as well.

Weber emphasized that interests are always sub-
jectively perceived; no “objective” interests exist
beyond the individual actor. In a typical sentence
Weber speaks of “[the] interests of the actors as
they themselves are aware of them” ([1922] 1978,
30). He also notes that when several individuals
behave in an instrumental manner in relation to
their individual interests, the typical result is col-
lective patterns of behavior that are considerably
more stable than those driven by norms imposed
by an authority. It is, for example, very difficult to
make people do something economic that goes
against the individual’s interest.

A sketch of Weber’s economic sociology in
Economy and Society yields the following main
points. Economic actions of two actors who are
oriented to one another constitute an economic
relationship. These relationships can take various
expressions, including conflict, competition, and
power. If two or more actors are held together by
a sense of belonging, their relationship is “com-
munal”; and if they are held together by interest,
“associative” (Weber [1922] 1978, 38—43). Eco-
nomic relationships (as all social relationships) can
also be open or closed. Property represents a spe-
cial form of closed economic relationship.

Economic organizations constitute another im-
portant form of closed economic relationships.
Some of these organizations are purely economic,
while others have some subordinate economic
goals or have as their main task the regulation of
ecconomic affairs. A trade union is an example.
Weber attaches great importance to the role in cap-
italism of the firm, which he sees as the locus of en-
treprencurial activity and as a revolutionary force.

A market, like many other economic phenome-
na, is centered around a conflict of interests—in
this case between sellers and buyers (Weber [1922]
1978, 635-40). A market involves both exchange
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and competition. Competitors must first fight out
who will be the final seller and the final buyer
(“competition struggle”); and only when this
struggle has been settled is the scene set for the ex-
change itself (“exchange struggle”). Only rational
capitalism is centered around the modern type of
market (Weber [1922] 1978, 164-66). In so-
called political capitalism the key to profit making
is rather the state or the political power that grants
some favor, supplies protection, or the like. Tradi-
tional commerecial capitalism consists of small-scale
trading, in money or merchandise. Rational capi-
talism has emerged only in the West.

Emile Durkheim

As compared to Weber, Emile Durkheim (1858
1917) knew less economics, wrote less about eco-
nomic topics, and in general made less of a contri-
bution to economic sociology (e.g., Steiner 2004 ).
While none of his major studies can be termed a
work in economic sociology, all of them nonethe-
less touch on economic topics (see also Durkheim
[1950] 1983). Durkheim also strongly supported
the project of developing a sociologie économique by
encouraging some of his students to specialize in
this area and by routinely including a section on
economic sociology in his journal L’année soci-
ologique. At one point he gave the following defi-
nition of economic sociology:

Finally there are the economic institutions: institu-
tions relating to the production of wealth (serfdom,
tenant farming, corporate organization, production in
factories, in mills, at home, and so on), institutions re-
lating to exchange (commercial organization, mar-
kets, stock exchanges, and so on), institutions relating
to distribution (rent, interest, salaries, and so on).
They form the subject matter of economic sociology.
(Durkheim [1909] 1978Db, 80)

Durkheim’s first major work, The Division of
Labor in Society (1893), has most direct relevance
for economic sociology. Its core consists of the ar-
gument that social structure changes as society de-
velops from its undifferentiated state, in primor-
dial times, to a stage characterized by a complex
division of labor, in modern times. Economists,
Durkheim notes, view the division of labor exclu-
sively as an economic phenomenon, and its gains
in terms of efficiency. What he added was a socio-
logical dimension of the division of labor—how it
helps to integrate society by coordinating special-
ized activities.

As part of society’s evolution to a more ad-
vanced division of labor, the legal system changes.

From being predominantly repressive in nature,
and having its center in penal law, it now becomes
restitutive and has its center in contractual law. In
discussing the contract, Durkheim also described
as an illusion the belief, held by Herbert Spencer,
that a society can function if all individuals simply
follow their private interests and contract accord-
ingly (Durkheim [1893] 1984, 152). Spencer also
misunderstood the very nature of the contractual
relationship. A contract does not work in situations
where self-interest rules supreme, but only where
there is a moral or regulative element. “The con-
tract is not sufficient by itself, but is only possible
because of the regulation of contracts, which is so-
cial in origin” (Durkheim [1893] 1984, 162).

A major concern in The Division of Labor in
Society is that the recent economic advances in
France may destroy society by letting loose indi-
vidual greed to erode its moral fiber. This prob-
lematic is often cast in terms of the private versus
the general interest, as when Durkheim notes that
“subordination of the particular to the general in-
terest is the very well-spring of all moral activity”
([1893] 1984, xliii). Unless the state or some
other agency that articulates the general interest
steps in to regulate economic life, the result will be
“economic anomie,” a topic that Durkheim dis-
cusses in Suicide ([1897] 1951, 246ft., 259). Peo-
ple need rules and norms in their economic life,
and they react negatively to anarchic situations.

In many of Durkheim’s works, one finds a sharp
critique of economists; and it was Durkheim’s con-
viction in general that if economics was ever to be-
come scientific, it would have to become a branch
of sociology. He attacked the idea of homo eco-
nomicus on the ground that it is impossible to sep-
arate out the economic element and disregard the
rest of social life ([1888] 1978a, 49-50). The point
is not that economists used an analytical or abstract
approach, Durkheim emphasized, but that they
had selected the wrong abstractions (1887, 39).
Durkheim also attacked the nonempirical tenden-
cy of economics and the idea that one can figure
out how the economy works through “a simple
logical analysis” ([1895] 1964, 24). Durkheim re-
ferred to this as “the ideological tendency of eco-
nomics” ([1895] 1964, 25).

Durkheim’s recipe for a harmonious industrial
society is as follows: each industry should be orga-
nized into a number of corporations, in which the
individuals will thrive because of the solidarity and
warmth that comes from being a member of a
group ([1893] 1984, lii). He was well aware of the
rule that interest plays in economic life, and in The



Elementary Forms of Religious Life he stresses that
“the principal incentive to economic activity has al-
ways been the private interest” ([1912] 1965,
390). This does not mean that economic life is
purely self-interested and devoid of morality: “We
remain [in our economic affairs] in relation with
others; the habits, ideas and tendencies which ed-
ucation has impressed upon us and which ordinar-
ily preside over our relations can never be totally
absent” (390). But even if this is the case, the so-
cial element has another source other than the
economy and will eventually be worn down if not
renewed.

Georyg Simmel

Simmel’s works typically lack references to eco-
nomics as such. Simmel (1858-1918), like Durk-
heim, usually viewed economic phenomena within
some larger, noneconomic setting. Nonetheless,
his work still has relevance for economic sociology.

Much of Simmel’s most important study, Sozz-
ologie (1908), focuses on the analysis of interests.
He suggested what a sociological interest analysis
should look like and why it is indispensable to so-
ciology. Two of his general propositions are that
interests drive people to form social relations, and
that it is only through these social relations that in-
terests can be expressed:

Sociation is the form (realized in innumerable difter-
ent ways) in which individuals grow together into a
unity and within which their interests are realized.
And it is on the basis of their interests—sensuous or
ideal, momentary or lasting, conscious or uncon-
scious, causal or teleological—that individuals form
such units. (Simmel [1908] 1971, 24)

Another key proposition is that economic inter-
ests, like other interests, can take a number of dif-
ferent social expressions (206).

Soziologie also contains a number of suggestive
analyses of economic phenomena, among them
competition. In a chapter on the role of the num-
ber of actors in social life, Simmel suggests that
competition can take the form of tertius gaudens
(“the third who benefits”). In this situation, which
involves three actors, actor A turns to advantage
the fact that actors B and C are competing for A’s
favor—to buy something, to sell something, or the
like. Competition is consequently not seen as
something that only concerns the competitors (ac-
tors B and C); it is in addition related to actor A,
the target of the competition. Simmel also distin-
guishes competition from conflict. While a conflict
typically means a confrontation between two ac-
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tors, competition rather implies parallel efforts, a
circumstance in which society can benefit from the
actions of both the actors. Instead of destroying
your opponent, as in a conflict, in competition you
try to do what your competitor does—but better.

Philosophy of Money (1900), Simmel’s second
major sociological work, has always enjoyed a
mixed reputation. Durkheim disapproved of it for
its mix of genres, and according to Weber econo-
mists detested Simmel’s way of dealing with eco-
nomic topics (e.g., Frisby 1978; Durkheim ([1902 ]
1980; Weber 1972). Simmel does mix philosophi-
cal reflections with sociological observations in an
idiosyncratic manner, but Phzlosophy of Money has
nonetheless much to give if it is read in its own
frame. Simmel’s main point is that money and
modernity belong together; in today’s society
there does not exist one exclusive set of dominant
values but rather a sense that everything is relative
(cf. Poggi 1993). Simmel’s work also contains a
myriad of insightful sociological reflections on the
connections of money with authority, emotions,
trust, and other phenomena. The value of money,
Simmel observed, typically extends only as far as
the authority that guarantees it (“the economic
circle”; [1907] 1978, 179ft.). Money is also sur-
rounded by various “economically important sen-
timents,” such as “hope and fear, desire and anxi-
ety” ([1907] 1978, 171). And without trust,
Simmel argues, society could simply not exist; and
“in the same way, money transactions would col-
lapse without trust” (179). In relation to money,
trust consists of two elements. First, because some-
thing has happened before—for example, that peo-
ple accept a certain type of money—it is likely to
be repeated. Another part of trust, which has no
basis in experience and which can be seen as a non-
rational belief, Simmel calls “quasi-religious faith,”
noting that it is present not only in money but also
in credit.

Aftev the Classics

Despite its foundation in the classics, economic
sociology declined after 1920 and would not re-
turn to full vigor before the 1980s. Exactly why
this happened is still not clear. One reason is prob-
ably that neither Weber nor Simmel had any disci-
ples. Durkheim did, however, and the study of
Marcel Mauss, The Gift (1925), should be singled
out. It rests on the argument that a gift typically
implies an obligation to reciprocate and should not
be mistaken for a one-way act of generosity. The
Gift also contains a number of interesting observa-
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tions on credit, the concept of interest, and the
emergence of homo economicus. Evenually, how-
ever, Durkheimian economic sociology declined.

Despite the slowing in economic sociology dur-
ing the years 1920-80, there were several note-
worthy developments, especially the theoretical
works of Joseph Schumpeter, Karl Polanyi, and
Talcott Parsons (for contributions by other sociol-
ogists during this period, see Swedberg 1987,
42-62). All three produced their most important
works while in the United States, but had roots in
European social thought.

Joseph Schumpeter

We preface our notes on Schumpeter (1883-
1950), an economist, by noting some contribu-
tions by economists more generally to economic
sociology. One example is Alfred Marshall (1842-
1924), whose analyses of such topics as industries,
markets, and preference formation often are pro-
foundly sociological in nature (Marshall [1920]
1961, 1919; cf. Aspers 1999). Vilfredo Pareto
(1848-1923) is famous for his sociological analy-
ses of rentiers versus speculators, business cycles,
and much more (Pareto [1916] 1963; cf. Aspers
2001a). The work of Thorstein Veblen (1857-
1929) sometimes appeared in sociological jour-
nals, and his analyses include such topics as con-
sumer behavior (“conspicuous consumption”),
why industrialization in England slowed down
(“the penalty of taking the lead”), and the short-
comings of neoclassical economics (Veblen [1899]
1973, [1915] 1966, [1919] 1990; cf. Tillman
1992). Final mention should also be made of
Werner Sombart (1863-1941), who wrote on the
history of capitalism, on “the economic temper of
our time,” and on the need for a “verstehende eco-
nomics” (1902-27, 1930, 1935).

The contributions of Schumpeter are especially
noteworthy (see, e.g., Swedberg 1991b). His life
spanned two periods in modern economics—the
period around the turn of the century, when mod-
ern economics was born, and the period of a few
decades later when it was mathematized and se-
cured its place as “mainstream.” Schumpeter simi-
larly spanned two distinct periods in sociology—
from Max Weber in the first decade of the 20th
century through Talcott Parsons in the 1930s and
1940s. Schumpeter is also unique among econo-
mists for trying to create a place for economic so-
ciology next to economic theory. In this last effort
Schumpeter was clearly inspired by Weber and, like
the latter, referred to this type of broad economics
as Sozialokonomik, or “social economics.” Schum-

peter defines economic sociology as the study of
institutions, within which economic behavior takes
place (e.g., 1954, 21).

Schumpeter produced three studies in sociology.
The first is an article on social classes that is of in-
terest because of his distinction between econo-
mists” and sociologists’ use of the concept of class.
While for the former, he argues, class is a formal
category, for the latter it refers to a living reality.
The second study is an article about the nature of
imperialism that can be compared to the equiva-
lent theories of Hobson, Lenin, and others.
Schumpeter’s basic idea is that imperialism is pre-
capitalistic and deeply irrational and emotional in
nature—essentially an expression for warrior na-
tions of their need to constantly conquer new areas
or fall back and lose their power. The third study is
perhaps the most interesting one from the view-
point of contemporary economic sociology, “The
Cirisis of the Tax State” (1918). Schumpeter char-
acterizes this article as a study in “fiscal sociology”
(Finanzsoziologie); its main thesis is that the fi-
nances of a state represent a privileged position
from which to approach the behavior of the state.
As a motto Schumpeter cites the famous line of
Rudolf Goldscheid: “The budget is the skeleton
of the state stripped of all misleading ideology
(Schumpeter [1918] 1991, 100).

Schumpeter did not regard Capitalism, Social-
ism, and Democracy (1942) as a work in sociology,
but its main thesis is nonetheless sociological in na-
ture: the motor of capitalism is intact but its insti-
tutional structure is weak and damaged, making it
likely that socialism will soon replace it. On this
point Schumpeter was evidently wrong. His analy-
sis of the forces that are undermining capitalism
may secem idiosyncratic at times. Nonetheless,
Schumpeter should be given credit for suggesting
that the behavior of intellectuals, the structure of
the modern family, and so on, do affect capitalism.
Of special importance are his insights about eco-
nomic change or, as Schumpeter phrased it with
his usual stylistic flair, “creative destruction.”

Entreprencurship is at the heart of Schumpeter’s
treatment of economic change (1912, chap. 2;
1934, chap. 2; 2003). He himself saw his theory of
entrepreneurship as falling in economic theory,
more precisely as an attempt to create a new and
more dynamic type of economic theory. Nonethe-
less, many of his ideas on entrepreneurship are so-
ciological in nature. His central idea—that entre-
preneurship consists of an attempt to put together
a new combination of already existing elements—
can be read sociologically, as can his idea that the



main enemy of the entrepreneur is the people who
resist innovations.

Karl Polanyi

Trained in law, Polanyi (1886-1964) later
taught himself Austrian economics as well as eco-
nomic history and economic anthropology.
Though he was interdisciplinary in approach, his
main specialty was economic history, with an em-
phasis on nineteenth-century England and prein-
dustrial economies.

Polanyi’s most famous work is The Great Trans-
Sformation (1944), conceived and written during
World War II (e.g., Block 2001, 2003). Its main
thesis is that a revolutionary attempt was made in
nineteenth-century England to introduce a totally
new, market-centered type of society. No outside
authority was needed; everything was automatical-
ly to be decided by the market (“the self-regulating
market”). In the 1840s and 1850s a series of laws
was introduced to turn this project into reality,
turning land and labor into common commodities.
Even the value of money was taken away from the
political authorities and handed over to the mar-
ket. According to Polanyi, this type of proceeding
could only lead to a catastrophe. When the nega-
tive effects of the market reforms became obvious
in the second half of the nineteenth century,
Polanyi continues, countermeasures were set in to
rectify them (“the double movement”). These
measures, however, only further unbalanced socie-
ty; and developments such as fascism in the twen-
tieth century were the ultimate results of the ill-
fated attempt in mid-nineteenth-century England
to turn everything over to the market.

Polanyi also cast his analysis in terms of interests
and argued that in all societies, before the nine-
teenth century, the general interests of groups and
societies (“social interests”) had been more impor-
tant than the money interest of the individual
(“economic interest”). “An all too narrow concep-
tion of interest,” Polanyi emphasizes, “must in ef-
fect lead to a warped vision of social and political
history, and no purely monetary definition of in-
terest can leave room for that vital need for social
protection” ([1944] 1957, 154).

The theoretical part of The Grear Transforma-
tion is centered around Polanyi’s concepts of “em-
beddedness” and “principles of behavior” (later
changed to “forms of integration”). The fullest
elaboration of this line of work is to be found in
Trade and Market in the Early Empires (Polanyi,
Arensberg, and Pearson [1957] 1971), and espe-
cially in Polanyi’s essay “The Economy as Institut-
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ed Process” ([1957] 1971). Polanyi criticized eco-
nomic theory for being essentially “formal”—a
kind of logic focused on choice, the means-end re-
lationship, and the alleged scarcity of things that
people want. There is also “the economistic falla-
cy,” or the tendency in economics to equate the
economy with its market form ([1944] 1957, 270).
To the formal concept of economics Polanyi coun-
terposes a “substantive” concept, grounded in re-
ality and not in logic. “The substantive meaning of
economic derives from man’s dependence for his
living upon nature and his fellows” ([1957] 1971b,
243). While the notion of economic interest is di-
rectly linked to “the livelihood of man” in sub-
stantive economics, it is only an artificial construc-
tion in formal economics (Polanyi 1977).

The most famous concept associated with
Polanyi’s work is “embeddedness,” which, howev-
er, he used in a way different from its contempo-
rary use. According to the current use, an eco-
nomic action is in principle always “embedded” in
some form of social structure. According to Polanyi,
economic actions become destructive when they
are “disembedded,” or not governed by social or
noneconomic authorities. The real problem with
capitalism is that instead of society deciding about
the economy, it is the economy that decides about
society: “instead of the economic system being
embedded in social relationships, these relation-
ships were now embedded in the economic sys-
tem” ([1947] 1982, 70).

Another set of conceptual tools for economic so-
ciology is Polanyi’s “forms of integration.” His
general argument is that rational self-interest is too
unstable to constitute the foundation for society;
an economy must be able to provide people with
material sustenance on a continuous basis. There
are three forms of integration, or ways to stabilize
the economy and provide it with unity. These are
reciprocity, which takes place within symmetrical
groups, such as families, kinship groups, and neigh-
borhoods; redistribution, in which goods are allo-
cated from a center in the community, such as the
state; and exchange, in which goods are distributed
via price-making markets (Polanyi [1957] 1971Db).
In each economy, Polanyi specifies, there is usually
a mixture of these three forms. One of them can be
dominant, while the others are subordinate.

Tnicott Parsons

Talcott Parsons (1902-79) was educated as an
economist in the institutionalist tradition and
taught economics for several years before he
switched to sociology in the 1930s. At this time he
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developed the notion that while economics deals
with the means-end relationship of social action,
sociology deals with its values (“the analytical fac-
tor view”). In the 1950s Parsons recast his ideas on
the relationship of economics to sociology, in a
work coauthored with Neil Smelser, Economy and
Society (1956). This work constitutes Parsons’s
major contribution to economic sociology, but
both before and after its publication Parsons pro-
duced a number of studies relevant to economic
sociology (Camic 1987; Swedberg 1991a).

In The Structure of Social Action (1937) Parsons
launched a forceful attack on utilitarian social
thought, including the idea that interests represent
an Archimedean point from which to analyze soci-
ety. Interest theorists, Parsons notes, cannot handle
the Hobbesian problem of order; they try to get
out of this dilemma by assuming that everybody’s
interests harmonize (what Elie Halévy referred to
as “the natural identity of interests”; Parsons
[1937] 1968, 96-97). What is not understood by
the utilitarians is that norms (embodying values)
are necessary to integrate society and provide order.
Interests are always part of society, but a social
order cannot be built on them (405).

In Economy and Society (1956) Parsons and
Smelser suggested that both sociology and eco-
nomics can be understood as part of the general
theory of social systems. The economy is a subsys-
tem, which interchanges with the other three sub-
systems (the polity, the integrative subsystem, and
the cultural-motivational subsystem). The concept
of a subsystem is reminiscent of Weber’s notion of
sphere, but while the latter refers only to values,
the economic subsystem also has an adaptive func-
tion as well as a distinct institutional structure. It
may finally be mentioned that Economy and Society
got a negative reception by economists and failed
to ignite an interest in economic sociology among
sociologists. Smelser’s attempt to consolidate eco-
nomic sociology in the next decade helped fix
economic sociology as a subfield in the minds of
scholars and in the curricula of colleges and uni-
versities, but did not spawn distinct new lines of re-
search (see especially Smelser 1963, 1965, 1976).

THE CURRENT REVIVAL OF ECONOMIC
SocioLogy (1980s-)

Despite the efforts of Parsons and Smelser in the
mid-1950s and the 1960s to revive economic soci-
ology, it attracted little attention, and by the 1970s
the field was somewhat stagnant. A number of

works inspired in one way or another by the Marx-
ist tradition—and its general revival in the late
1960s and the early 1970s—made their appear-
ance in this period. Among these were Marxist
analyses themselves (e.g., Gorz 1977), dependen-
cy theory (Frank 1969; Cardoso and Faletto
1969), world systems theory (Wallerstein 1974),
and neo-Marxist analyses of the workplace (Braver-
man 1974; Burawoy 1979).

In the carly 1980s, a few studies suggested a
new stirring of interest (¢.g., White 1981; Stinch-
combe 1983; Baker 1984; Coleman 1985). And
with the publication in 1985 of a theoretical essay
by Mark Granovetter—“Economic Action and So-
cial Structure: The Problem of Embeddedness”—
the new ideas came into focus. The same year
Granovetter spoke of “new economic sociology”—
yielding a tangible name.

Why economic sociology, after decades of neg-
lect, suddenly would come alive again in the mid-
1980s is not clear. Several factors may have played
a role, inside and outside sociology. By the ecarly
1980s, with the coming to power of Reagan and
Thatcher, a new neoliberal ideology had become
popular, which set the economy—and the econo-
mists—at the very center of things. By the mid-
1980s economists had also started to redraw the
traditional boundary separating economics and so-
ciology, and to make forays into areas that sociolo-
gists by tradition saw as their own territory. It is
also during this period that Gary Becker, Oliver
Williamson, and others came to the attention of
sociologists. Likewise, sociologists began to recip-
rocate by taking on economic topics.

To some extent this version of what happened
resembles Granovetter’s version in 1985. He asso-
ciated “old economic sociology” with the econo-
my and society perspective of Parsons, Smelser,
and Wilbert E. Moore, and with industrial sociol-
ogy—two approaches, he said, that had been full
of life in the 1960s but then “suddenly died out”
(Granovetter 1985b, 3). Parsons’s attempt to ne-
gotiate a truce between economics and sociology
had also been replaced by a more militant tone.
According to Granovetter, new economic sociolo-
gy “attacks neoclassical arguments in fundamental
ways,” and it wants to take on key economic top-
ics, rather than focus on peripheral ones.

Since the mid-1980s new economic sociology
has carved out a position for itself in U.S. sociolo-
gy. It is well represented at a number of universi-
ties. Courses are routinely offered in sociology de-
partments. A section in the American Sociological
Association has been formed. A number of high-



quality monographs have been produced, such as
The Transformation of Corporate Control (1990)
by Neil Fligstein, Structural Holes (1992) by Ronald
Burt, and The Social Meaning of Money (1994) by
Viviana Zelizer. These three works draw on the in-
sights of organization theory, networks theory, and
cultural sociology, respectively. The subfield has
also seen the appearance of several anthologies,
readers, a huge handbook, a textbook, and a gen-
eral introduction to the field (Zukin and DiMag-
gio 1990; Guillén et al. 2002; Dobbin 2003; Gra-
novetter and Swedberg 1992, 2001; Biggart 2002;
Smelser and Swedberg 1994; Carruthers and Babb
2000; Swedberg 2003).

Granovetter on Embeddedness

While several attempts have been made to pres-
ent general theories and paradigms in new eco-
nomic sociology, the perspective that continues to
command most conspicuous attention is Gra-
novetter’s theory of embeddedness. Since the mid-
1980s Granovetter has added to his argument and
refined it in various writings that are related to his
two major projects since the mid-1980s: a general
theoretical work in economic sociology entitled
Society and Economy: The Social Construction of
Economic Institutions, and a study (together with
Patrick McGuire [1998]) of the emergence of the
clectrical utility industry in the United States.

The most important place in Granovetter’s work
where embeddedness is discussed is his 1985 arti-
cle, which operated as a catalyst in the emergence
of new economic sociology and which is probably
the most cited article in economic sociology since
the 1980s. His own definition of embeddedness is
quite general and states that economic actions are
“embedded in concrete, ongoing systems of social
relations” (Granovetter 1985a, 487). Networks
are central to this concept of embeddedness (491).
An important distinction needs also to be drawn,
according to Granovetter, between an actor’s im-
mediate connections and the more distant ones—
what Granovetter elsewhere calls “relational em-
beddedness” and “structural embeddedness” (1990,
98-100; 1992, 34-37).

The most important addition to the 1985 article
has been connecting the concept of embeddedness
to a theory of institutions. Drawing on Berger and
Luckmann (1967) Granovetter argues that institu-
tions are “congealed networks” (1992, 7). Inter-
action between people acquires, after some time,
an objective quality that makes people take it for
granted. Economic institutions are characterized
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by “the mobilization of resources for collective ac-
tion” (Granovetter 1992, 6).

Granovetter’s argument on embeddedness has
been widely discussed and sometimes criticized. An
attempt to elaborate it can be found in the work of
Brian Uzzi, who argues that a firm can be “under-
embedded” as well as “overembedded,” and that a
firm is most successful when it balances between
arm’s-length market ties and more solid links (Uzzi
1997). Several other critics have pointed out that
Granovetter omits consideration of many aspects of
economic action, including a link to the macroeco-
nomic level, culture, and politics (e.g. Zukin and
DiMaggio 1990; Zelizer 1988; Nee and Ingram
1998). Zukin and DiMaggio suggest that to reme-
dy this lacuna, one should not only talk of “struc-
tural embeddedness,” but also of “political,” “cul-
tural,” and “cognitive embeddedness.”

Contributions Using Structurval Sociology and
Networks

Structural sociology has played a crucial role in
promoting and adding to network analysis in soci-
ology, including economic socioloy. This approach
is centered around the proposition that the rela-
tions of persons and positions are crucial to the so-
cial process (Mullins and Mullins 1973, 251-69).
Its practitioners often use a mathematical ap-
proach, focus on social mechanisms, and avoid re-
gression analysis and similar quantitative methods.
Its most prominent scholars are Harrison White
and his students, such as Mark Granovetter, Scott
Boorman, and Michael Schwartz. White’s work in
economic sociology has concerned networks, va-
cancy chains, and markets. He begins his analysis
from people’s physical dependence on their sur-
roundings but notes that interests are soon em-
bedded in social relations (White 1970, 1981,
1992, 24).

Network studies have been at the center of the
new cconomic sociology. Many studies have been
made of the links between corporations and, more
generally, within  so-called industrial districts
(Ebers 1997; Saxenian 1994). Burt (1992) ana-
lyzes competition by drawing on Simmel’s idea
that you are in a good position if you can play out
two competitors against one another (zertius gau-
dens, or “the third who benefits”). Brian Uzzi’s
study of embeddedness from 1997 also makes use
of networks, as does Granovetter’s essay (1994) on
business groups. A multitude of other fine studies
could be mentioned (see, e.g., Powell and Lisa-
Doerr 1994, this volume). One criticism of the
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network approach is that it has ignored the role in
economic life of politics and culture (Fligstein
1996, 657).

Contributions Using Organization Theory

New economic sociology has been very success-
ful in using organization theory to explore a num-
ber of important topics, such as the structure of
firms and the links between corporations and their
environments. One fine example is Nicole Woolsey
Biggart’s Charismatic Capitalism (1989), which
deals with a very special type of organization: di-
rect selling organizations, such as Tupperware and
Mary Kay Cosmetics. Three theoretical approach-
es in organization theory have been especially im-
portant for the development of new economic so-
ciology: resource dependency, population ecology,
and new institutionalism.

Resource dependency, as its name suggests, rests
on the postulate that organizations are dependent
on their environments to survive. An example of
this approach is work by Burt (1983), who suggests
that three important factors that affect profits are
the number of suppliers, competitors, and cus-
tomers. The more “structural autonomy” a firm
has, the higher its profits; that is, a firm with many
suppliers, few competitors, and many customers will
be in a position to buy cheaply and sell expensively.

In population ecology the main driving force of
organizations is survival. It has been shown that
the diffusion of an organizational form typically
passes through several distinct stages: a very slow
beginning, then explosive growth, and finally a
slow settling down (e.g., Hannan and Freeman
1989). Individual studies of this process in various
industries, such as railroads, banks, and telephone
companies, fill a void in economic sociology (e.g.,
Carroll and Hannan 1995).

New institutionalism is strongly influenced by
the ideas of John Meyer and is centered around
what may be called cultural and cognitive aspects
of organizations (see Powell and DiMaggio 1991).
Meyer argues that organizations seem much more
rational than they actually are, and that specific
models for organizing activities may be applied
widely—including to circumstances they do not fit.
It has been argued that the strength of new insti-
tutionalism is its exploration of “factors that make
actors unlikely to recognize or to act on their in-
terests” and its focus on “circumstances that cause
actors who do recognize and try to act on their in-
terests to be unable to do so” (DiMaggio 1988,
4-5). The possibility of uniting a more traditional
interest analysis with new institutionalism is exem-

plified by Fligstein’s (1990) study of the large cor-
poration in the United States. Fligstein notes that
the multidivisional form of organization spread for
mimetic reasons—but also because this organiza-
tional form made it easier for firms to take advan-
tage of new technology and the emerging national
market.

Contributions Using Cultural Sociology

A group of economic sociologists is committed
to a cultural approach, and a substantial number
also refer to symbols, meaning structures, and the
like in their studies of the economy. Cultural eco-
nomic sociology owes much to the work of its two
most prominent representatives, Viviana Zelizer
and Paul DiMaggio. In a programmatic statement
Zelizer criticized contemporary economic sociolo-
gy for its tendency to reduce everything to social
relations and networks—“social structural abso-
lutism™ (1988, 629). She also rejected the alterna-
tive of reducing everything in the economy to cul-
ture (“cultural absolutism”). The goal should be to
take economic and cultural factors into account.
DiMaggio has been similarly skeptical of a full-scale
cultural analysis of the economy, but argues that it
should include a “*‘cultural” component”—but not
more (DiMaggio 1994, 27; cf. Zukin and DiMag-
gio 1990, 17-18). According to DiMaggio, culture
can be either “constitutive,” referring to categories,
scripts, and conceptions of agency, or “regulative,”
referring to norms, values, and routines.

Viviana Zelizer’s work on culture occupies a
central position (however, see also Dobbin 1994;
Abolafia 1998). Her first major work (1979) was a
study of life insurance in the United States, with
special emphasis on the clash between sacred val-
ues and economic values. Over time the economic
emphasis came to dominate. Later Zelizer pub-
lished Pricing the Priceless Child (1985), which de-
scribes a similar movement, but this time in re-
verse. Children, who in the nineteenth century had
had an economic value, would in the twentieth
century increasingly be seen in emotional terms
and regarded as “priceless.” In her most recent
major study (1994), Zelizer argues that money
does not constitute a neutral, nonsocial substance,
but appears in a variety of culturally influenced
shapes (“multiple monies”).

Contributions Building a Histovical and
Comparative Tradition

A number of comparative and historical studies,
bringing Max Weber’s monumental works to



mind, have been an ingredient of recent economic
sociology (see Dobbin, chap. 2 in this volume). A
few of the works already mentioned draw on his-
torical material (e.g. Granovetter and McGuire
1998; Zelizer 1979, 1985, 1994). To this list
should be added Bruce Carruthers’s study of fi-
nance in seventeenth- and eighteenth-century En-
gland, and several attempts by economic sociolo-
gists to challenge Alfred Chandler’s account of
the rise of the large industrial corporation in the
United States. Carruthers is interested in showing
that not only do economic interests influence pol-
itics, but also the opposite: “political interests in-
fluence economic action” (1996, 7). Using pri-
mary material on the trade in shares in the East
India Company in the early 1700s, he establishes
that political ambitions clearly influenced the
choices of buyers and sellers. The critique of Chan-
dler has similarly emphasized the state’s role in the
emergence of the large industrial corporation.
Chandler’s key idea—that recent advances in tech-
nology had made it necessary around the turn of
the last century to reorganize the large corporation
as a multidivisional unit—has also been criticized
(e.g. Fligstein 1990; Roy 1990, 1997; Freeland
1996, 2001).

Explicitly comparative studies are fewer in num-
ber. One notable work is Forging Industrial Policy:
The United States, Britain, and France in the Rail-
way Age (1994) by Frank Dobbin (see also Evans
1995). The author argues that industrial policy in
these three countries between 1825 and 1900 dif-
fered on important points. In the case of the Unit-
ed States, local self-rule and a weak federal state
meant that railway regulation translated into anti-
monopoly policy and attempts to safeguard private
initiatives. The tradition of a centralized state in
France inspired strong interference from the au-
thorities in the planning and running of the rail-
roads. And the tradition of safeguarding clite indi-
viduals in Britain helped to bring about an
industrial policy that shielded the small, entrepre-
neurial firm.

The Contribution by James Coleman and
Intevest-Based Sociology

The most radical attempt during the last few
decades to develop a sociological interest analysis is
that of James Coleman (1926-1995). His efforts
were initiated in the early 1960s and found final
expression in Foundations of Social Theory (1990).
Coleman’s intention was to use interest as the
foundation for a/l of sociology, and initially he paid
little attention to economic sociology (see, how-
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ever, Coleman 1994). It should be mentioned,
however, that in the same year Granovetter’s essay
on embeddedness appeared, Coleman published a
brief article in which he developed the parallel ar-
gument that economists have failed to introduce
social relations into their analysis (1985, 85).

The key theoretical chapter in Foundations of So-
cial Theory is entitled “Actors, Resources, Interest,
and Control” (chap. 2); it attempts to reconceptu-
alize interest theory and to make it sociological.
Coleman’s point of departure is that it is not suffi-
cient to speak of actors and their interests; “re-
sources” and “control” must be considered. Cole-
man argues that if an actor has something of
interest to another, the two will interact and there-
by create a social system. In Coleman’s terminolo-
gy, if actor A has control over a resource that is of
interest to actor B, they will interact.

Foundations, as well as other works by Coleman,
contains a number of analyses of much relevance to
economic sociology. Three subjects of particular
importance are trust, social capital, and the mod-
ern corporation. Trust is conceptualized by Cole-
man in a manner very different from Simmel.
While the latter emphasized trust as unthinking
belief, Coleman characterizes trust as a conscious
bet: you calculate what you can win and lose by
trusting someone. Social capital is any social rela-
tion that can be of help to an individual in realiz-
ing an interest. “The function identified by the
concept ‘social capital’ is the value of those aspects
of social structure to actors, as resources that can
be used by the actors to realize their interests”
(Coleman 1990, 305). A firm represents, for ex-
ample, a form of social capital—even if social capi-
tal is usually the unintended result of some action,
undertaken for a different purpose. Finally, Cole-
man emphasizes that once people have created a
firm to realize their interests, the firm can develop
interests of its own (see especially Coleman 1974).
To Coleman, the firm is basically a social inven-
tion, and agency theory is particularly useful for
analyzing it.

Bouvdien and Other European Contributions to
Economic Sociology

New economic sociology is primarily a U.S. phe-
nomenon and has only recently begun to spread to
Europe. Many of the major European sociologists
have, however, written on the economy as part of
their general concern with society. This is not only
true of Raymond Aron, Michel Crozier, and Ralf
Dahrendorf, but also of major sociologists with
notable contemporary influence, such as Niklas
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Luhmann, Jirgen Habermas, and Pierre Bourdieu
(cf. also Giddens 1973, 1987). Luhmann (1927-
1998), for example, has written a number of essays
on the economy, which, however, have been some-
what neglected in the current debate. His consis-
tent thesis is that “economic sociology can only
develop if its approach is overhauled and it sets
out . . . from the concept of the economy as a sub-
system of society” (Luhmann [1970] 1982, 221-
22; cf. 1988; Beckert 2002, 201-40). Habermas
has written much less on the economy than Luh-
mann and has not shown any interest in economic
sociology. Nonetheless, his general thesis that in
modern society the lifeworld of the individual has
been uncoupled from the system world, including
the economic subsystem, has been much discussed
(e.g. Habermas 1984-87; cf. Sitton 1998; for
knowledge-constitutive interests, see Habermas
[1968] 1971).

Of the major European sociologists Pierre Bour-
dieu (1930-2002) has shown the most interest in
the economy, from his studies of Algeria in the
1950s to a recent work on the housing market in Les
structures sociales de Péconomie (2000b). Bourdieu
has also devoted issues of his journal Actes de la
recherche en sciences socinles to economic topics, such
as “social capital” (no. 31, 1980), “the social con-
struction of the economy” (no. 65, 1986), and “the
economy and the economists” (no. 119, 1997).
Most importantly, however, he has developed an
important theoretical alternative to the model of
embeddedness and its offshoots, namely the idea of
the economy as a field, with all that this implies.

Bourdieu’s foremost empirical study of interest
to economic sociology—Travail et travailleurs en
Algérie (Work and workers in Algerin; 1963)—can
be described as a rich ethnographic study (for a
shortened version in English, see Bourdieu 1979).
Some of its strength comes from the author’s jux-
taposition of the traditionalistic worldview of the
Algerian peasants with the capitalist worldview of
modern people. While the peasant in Algeria has
an intensely emotional and nearly mystical rela-
tionship to the land, this is not the case in a socie-
ty dominated by wage labor and capital. Work is
not directly related to productivity in Algeria; one
tries to keep busy all the time. Institutions such as
money and credit are seen in a different light.
Money and exchange are seen as inferior to barter;
and credit—which, as opposed to assets, is tied to
the person—is resorted to only in rare circum-
stances such as personal distress. In Algeria com-
mercial ventures are preferred to industrial ones,
since the risk involved is much smaller.

In economic sociology Bourdieu has also devel-
oped a general approach; an application of his gen-
eral sociology, which is centered around the con-
cepts of the field, habitus, and different types of
capital. In 1997 he published an article entitled
“The Economic Field,” which was revised and
given the new title of “Principles of an Economic
Anthropology” a few years later (Bourdieu 1997,
2000a; see chap. 4 in this volume). Since Bourdicu
is very critical of Granovetter’s approach—for ig-
noring the structural dimension embodied in the
notion of the field—one may well be justified in
speaking about two different approaches in con-
temporary economic sociology: that of embedded-
ness and that of fields.

According to Bourdieu, the economy can be
conceptualized as a field (as can an industry and a
firm), that is, as a structure of actual and potential
relations (Bourdieu and Wacquant 1992, 94-120;
Bourdieu 1997; cf. Fligstein 2001). Each field has
its own logic and its own social structure. The
structure of a field can also be understood in terms
of its distribution of capital. Besides financial capi-
tal, three other forms of capital are especially im-
portant: social, cultural, and symbolic. Social capi-
tal is one’s connections of relevance to economic
affairs; cultural capital comes from one’s education
and family background; and symbolic capital has to
do with various items with a cognitive basis, such
as goodwill and brand loyalty (Bourdieu 1997; for
a general account of the different types of capital,
sece Bourdicu [1983] 1986). The individual actors
in the economic field bring with them their “eco-
nomic habitus” (or “economic predispositions”),
which relates their future actions to their past ex-
perience. Homo economicus, Bourdicu says, is “a
kind of anthropological monster” (1997, 61).
Bourdieu’s economic actor does not act in a 7a-
tional way but in a reasonable way.

In addition to the three concepts of field, capital,
and habitus important in Bourdieu’s general soci-
ology, there exists a fourth concept that is equally
important but often ignored: interest, or that which
drives the actor to participate in a field. “Interest is
to ‘be there,” to participate, to admit that the game
is worth playing and that the stakes that are creat-
ed in and through this fact are worth pursuing; it is
to recognize the game and to recognize its stakes”
(1998a, 77; cf. Bourdieu and Wacquant 1992,
115-17). The opposite of interest (or z/lusio) is in-
difference (or ataraxin). Each field has its own in-
terest, even if it masquerades as disinterestedness.
Bourdieu criticizes the economists’ version of in-
terest as ahistorical—“far from being an anthropo-



logical invariant, interest is a historical arbitrary”
(Bourdieu and Wacquant 1992, 116). The econo-
mists are also wrong in thinking that “economic in-
terest” drives everything; “anthropology and com-
parative history show that the properly social magic
of institutions can constitute just about anything as
an interest” (Bourdieu and Wacquant 1992, 117).
The error of assuming that the laws of the eco-
nomic field are applicable to all other fields in soci-
ety Bourdieu terms “economism” (1998a, 83).

Bourdieu’s analysis has been discussed in only
limited ways in contemporary economic sociology.
Distinction (Bourdieu [1979] 1986), for example,
has much to say on preference formation and also
contains a new approach to consumption. Bour-
dieu’s emphasis on economic suffering and his at-
tempt to tie it to the problematic of theodicy is
also of much interest (e.g., Bourdieu et al. 1999).
So is his related effort to discuss the normative as-
pect of economic sociology, for example, in his re-
cent little book on “the tyranny of capital” (1998b;
see also Bourdieu 2002).

It would, however, be incorrect to give the im-
pression that Bourdieu is the only economic soci-
ologist of interest in contemporary France. Luc
Boltanski and Laurent Thévenot’s work ([1987]
1991) on the different ways that an action can be
justified or legitimized is of potential relevance to
economic sociology (e.g., Stark 2000). Their ideas
about the way that people legitimize their actions
by referring to different “worlds” of justification
are hard to summarize, and one example will have
to suffice. A person who works for a firm may jus-
tify his behavior by referring either to efficiency
(“the world of the market”) or to loyalty (“the
domestic world”)—with very different results
(Boltanski and Thévenot [1987] 1991). Boltanski
has also criticized the network approach as ideo-
logical and procapitalistic (Boltanski and Chiapello
1999). In speaking of networks, it must also be
mentioned that Michel Callon has added to net-
work theory by arguing that not only individuals
and organizations, but also objects, can be actors
(e.g., Law and Hassard 1999; cf. Callon 1998). A
machine, for example, can determine what kinds of
actions a machine operator has to perform and also
how she is connected to other people in the process
of production. According to another important ar-
gument of Callon, economic theory often fits real-
ity so well because it has helped to create this real-
ity in the first place (so-called performivity).

Outside of the United States, France has become
something of a center for innovative economic soci-
ology, and to the work just mentioned one should
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also add the studies of Frédéric Lebaron on French
economists, Emmanuel Lazeaga on work in a law
firm, and Philippe Steiner on different types of eco-
nomic knowledge (Lebaron 2000; Lazega 2000;
Steiner 1998, 2001, 2004). There is considerable
research in economic sociology in other European
countries as well. Sociology of money and finance
has, for example, several skillful practitioners in En-
gland and Spain (e.g., Dodd 1994; Ingham 1998,
2004; Izquierdo 2001). An innovative study of in-
heritance has just been published in Germany,
where the sociology of finance is also very strong
(Beckert, forthcoming;; see also Beckert 2002; Knorr
Cetina and Preda, forthcoming; cf. Zuckerman
1999). Industrial districts are being studied in Italy
(e.g., Trigilia 2001). Finally, Knorr Cetina in Ger-
many and Aspers in Sweden have independently of
one another embarked on the project of applying
phenomenology to economic sociology (Knorr
Cetina and Brigger 2002; Aspers 2001b). A few
general introductions to economic sociology have
been published in Europe; there also is a newsletter
exclusively devoted to economic sociology in Eu-
rope (Steiner 1999; Trigilia 2002; see Economic So-
ciology: European Electronic Newsletter, 1999—; see
http://econsoc.mfipg.de).

A CONCLUDING NOTE

Space has constricted our review of both histori-
cal developments and contemporary highlights (the
latter are amply covered in the chapters that follow).
We have seen enough, however, to permit a few,
equally brief, evaluative comments on the field of
economic sociology today, and more particularly on
the relations between economics and sociology.

What is unique about the situation, as it has de-
veloped through the 1990s, is that for the first
time since the nineteenth century, mainstream
economics has begun to analyze economic institu-
tions again. This has already led to a number of in-
teresting developments within economics proper
as well as to a tentative dialogue with sociology
and other social sciences, such as psychology and
history. It is important that efforts be made, by so-
ciologists as well as by economists, to deepen this
dialogue since both disciplines are needed to fill
the void created by nearly a century of neglect of
economic institutions. As an example of coopera-
tion between the economic and the sociological
approach that has occurred since the first edition
of the Handbook, we cite the important work of
Avner Greif (e.g., 1994, forthcoming).
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The “imperialistic” mode, whether in its socio-
logical form or in its economic form, seems un-
promising as a way of dealing with either econom-
ic behavior or economic institutions (or for that
matter, behavior and institutions in general). The
complexity of determinants bearing on every kind
of behavior suggests the greater scientific utility of
approaches that are less monolithic. It is true that
“imperialistic” works have greatly stimulated the
debate over economy and society. Eventually, how-
ever, this approach becomes counterproductive
scientifically, tending to excite territorial battles
rather than dispassionate inquiry.

Correspondingly, it is, in our opinion, more
fruitful to pursue the kind of approach to eco-
nomic sociology taken by Weber and Schumpeter
in their social economics, or Sozialokinomik. Such
an approach is broad-based and multidisciplinary.
Economic sociology, in other words, should have
its own distinct profile as well as cooperate and co-
exist with economic theory, economic history, and
economic anthropology. We also hope that depart-
ments of economics will include economic sociol-
ogy among their courses and hire economic soci-
ologists, as business schools currently do in the
United States.

While the current pluralistic approach has given
economic sociology richness and vitality, the bold-
er, creatively synthesizing efforts of the classics are
notably missing. Without that complementary line
of theorizing, the field of economic sociology—
like any area of inquiry that specializes and subspe-
cializes—tends to sprawl. Continuing efforts to
sharpen the theoretical focus of economic sociolo-
gy and to work toward synthetic interpretations of
its findings are essential.

One promising model of relating the fields of
economics and sociology might be termed “com-
plementary articulation.” Of necessity, any line of
disciplined inquiry focuses on certain operative
variables and determinants, and “freezes” others
into parametric assumptions. Often the ground
thus frozen is that very territory which is problem-
atical from the standpoint of some other line of so-
cial science inquiry. This dialogue about the pre-
cise role of operative variables and the conceptual
status of parameters holds out the promise for
communication and theoretical development in
both economics and sociology. This strategy ap-
pears much more engaging than several others
we have identified in this overview—imperialism,
polemical hostility, mutual separation and tolera-
tion, or shapeless eclecticism.

Given the void after a century’s neglect of eco-

nomic institutions, we also expect that new ques-
tions will be raised that cut across the convention-
al boundaries between economics and sociology.
For this reason it is essential that economists as
well as sociologists be willing to entertain new and
unfamiliar ideas. An opportunity, such as the cur-
rent one, to pull economics and sociology closer to
each other is rare and should not be neglected.

NOTES

1. While this chapter covers much of the same ground as
our chapter in the first edition of the Handbook (“The Soci-
ological Perspective on the Economy”), it has been com-
pletely rewritten and revised for the current edition. We
have also introduced a new theme: the need to pay more at-
tention to interests in economic sociology. For helpful com-
ments we would like to thank Fred Block, Robyn Dawes,
Frank Dobbin, and Viviana Zelizer.

2. The field has been called “the sociology of economic
life,” as in Smelser 1976 and in Granovetter and Swedberg
1992, 2001; Fred Block’s (1990) preferred term is soczology of
economies. We find little if any difference in denotation be-
tween these terms and economic sociology. For convenience we
stay with the term that emerged in the classical literature. As a
term for all social science analysis of the economy—economic
theory plus economic history, economic sociology, and so
on—we agree with Weber, Schumpeter, and Etzioni (1988)
that social economics (Sozinlokonomsik) is an appropriate term.

3. The term economic sociology has also been used to de-
note a rational choice perspective as applied to social behav-
ior in general (see Becker 1990). This usage is, to us, too
broad since it encompasses practically all of sociology
(minus the analysis of the economy proper).

REFERENCES

Abolafia, Mitchel. 1998. “Markets as Culture: An
Ethnographic Approach.” Pp. 69-85 in The Laws of
the Markets, ed. Michel Callon. Oxford: Blackwell.

Akerlof, George. 1984. “A Theory of Social Custom, of
Which Unemployment May Be One Consequence.”
Quarterly Journal of Economics 44:749-75.

. 1990. “Interview.” Pp. 61-78 in Economics and
Sociology, ed. Richard Swedberg. Princeton: Prince-
ton University Press.

Arrow, Kenneth. 1990. “Interview: Kenneth Arrow.”
Pp. 133-51 in Economics and Sociology, ed. Richard
Swedberg. Princeton: Princeton University Press.

Aspers, Patrik. 1999. “The Economic Sociology of Al-
fred Marshall: An Overview.” American Journal of
Economics and Sociology 58:651-67.

. 2001a. “Crossing the Boundary of Economics

and Sociology: The Case of Vilfredo Pareto.”

American Journal of Ecomomics and Sociology 60:

519-46.

. 2001b. A Market in Vogue: A Study of Fashion
Photography in Sweden. Stockholm: City University
Press.

Babb, Sarah. 2001. Managing Mexico: Economists from




Nationalism to Neoliberalism. Princeton: Princeton
University Press.

Baker, Wayne. 1984. “The Social Structure of a Nation-
al Securities Market.” American Journal of Sociology
89:775-811.

Bates, Robert, Avner Greif, Margaret Levi, and Jean-
Laurent Rosenthal. 1998. Amnalytic Narratives.
Princeton: Princeton University Press.

Becker, Gary. 1990. “Interview: Gary Becker.” Pp. 2746
in Economics and Sociology, ed. Richard Swedberg.
Princeton: Princeton University Press.

Beckert, Jens. 2002. Beyond the Market: The Social Foun-
dations of Economic Efficiency. Princeton: Princeton
University Press.

. Forthcoming. Unearned Wealth: Inheritance in
France, Germany, and the United States since 1800.

Berger, Peter, and Thomas Luckmann. 1967. The Social
Construction of Reality: A Treatise in the Sociology of
Knowledge. New York: Doubleday.

Biggart, Nicole Woolsey. 1989. Charismatic Capitalism:
Direct Selling Organizations in America. Chicago:
University of Chicago Press.

, ed. 2002. Readings in Economic Sociology. Ox-
ford: Blackwell.

Block, Fred. 1990. “Economic Sociology.” Pp. 21-45 in
Post-industrial Possibilities: A Critique of Economic
Discourse. Berkeley and Los Angeles: University of
California Press.

. 2001. Introduction. Pp. xvili-xxxviii in 7The

Great Transformation, by Karl Polanyi. Boston:

Beacon Press.

.2003. “Karl Polanyi and the Writing of The Great
Transformation.” Theory and Society 32:275-306.

Boltanski, Luc, and Eve Chiapello. 1999. Le nouvel es-
prit du capitalisme. Paris: Gallimard.

Boltanski, Luc, and Laurent Thévenot. [1987] 1991. De
In justification. Les economies de ln grandeunr. Paris:
Gallimard.

Bourdieu, Pierre. 1963. “Travail et travailleurs en Al-
gérie: Etude sociologique.” Pp. 257-389 in Travail
et traveillenrs en Algérie, by Pierre Bourdieu et al.
Paris: Mouton.

. 1979. “The Disenchantment of the World.” Pp.

1-91 in Algeria, 1960. Trans. Richard Nice. Cam-

bridge: Cambridge University Press.

. [1979] 1986. Distinction: A Social Critique of

the Judgment of Taste. Trans. Richard Nice. Lon-

don: Routledge.

. [1983] 1986. “The Forms of Capital.” Pp.

241-58 in Handbook of Theory and Research in Ed-

ucation, ed. John Richardson. Westport, Conn.:

Greenwood Press.

. 1997, “Le champ economique.” Actes de la

recherche en sciences socinles 119:48-66.

. 1998a. “Is a Disinterested Act Possible?” Pp.

75-91 in Practical Reason: On the Theory of Action.

Trans. Richard Nice, et al. Stanford: Stanford Uni-

versity Press.

. 1998b. Acts of Resistance: Against the Tyranny

Introduction 21

of the Market. Trans. Richard Nice. New York: New

Press.

. 2000a. “Principes d’une anthropologie eco-

nomique.” Pp. 233-70 in Les structures sociales de

Péconomie. Paris: Seuil.

. 2000b. Les structures socinles de économie. Paris:

Seuil.

. 2002. Interventions, 1961-2001. Science socinle
& action politique. Marseille: Agone.

Bourdieu, Pierre, and Loic Wacquant. 1992. An Invita-
tion to Reflexive Sociology. Chicago: University of
Chicago Press.

Bourdieu, Pierre, et al. 1999. The Weight of the World:
Social Suffering in Contemporary Society. Trans.
Priscilla Parkhurst Ferguson. Stanford: Stanford
University Press.

Burawoy, Michael, 1977. Manufacturing Consent:
Changes in the Labor Process under Monopoly Capi-
talism. Chicago: University of Chicago Press.

Burt, Ronald. 1983. Corporate Profits and Cooptation:
Networks of Market Constraints and Divectorate Ties
in the American Economy. New York: Academic Press.

. 1992, Structural Holes: The Social Structure of
Competition. Cambridge: Harvard University Press.

Braverman, Harry. 1974. Labor and Monopology Capi-
tal: The Degradation of Work in the Twentieth Cen-
tury. New York: Monthly Review Press.

Callon, Michel, ed. 1998. The Laws of the Markets. Ox-
ford: Blackwell.

Camerer, Colin, George Loewenstein, and Matthew
Rabin, eds. 2004. Advances in Behavioral Econom-
ics. Princeton: Princeton University Press.

Camic, Charles. 1991. “Introduction: Talcott Parsons
before The Structure of Social Action.” Pp. ix-Ixix in
The Early Essays, by Talcott Parssons. Chicago: Uni-
versity of Chicago Press.

Cardoso, Fernando H., and E. Faletto. 1979. Depen-
dency and Development in Latin America. Berkeley
and Los Angeles: University of California Press.

Carroll, Glenn, and Michael Hannan, eds. 1995. Organi-
zations in Industry. Oxtord: Oxford University Press.

Carroll, Glenn, R., and Michael T. Hannan. 2000. The
Demography of Corporations and Industries. Prince-
ton: Princeton University Press.

Carruthers, Bruce. 1996. City of Capital: Politics and
Markets in the English Financial Revolution. Prince-
ton: Princeton University Press.

Carruthers, Bruce, and Sarah Babb. 2000. Economy/
Society: Mavkets, Meanings, and Social Structure.
Thousand Oaks, Calif.: Pine Forge Press.

Coleman, James. 1974. Power and the Structure of Soci-
ety. New York: W. W. Norton.

. 1985. “Introducing Social Structure into Eco-

nomic Analysis.” American Economic Review 74(2):

84-88.

. 1990. Foundations of Social Theory. Cambridge:

Harvard University Press.

. 1994, “A Rational Choice Perspective on Eco-

nomic Sociology.” Pp. 166-80 in The Handbook of



22 Smelser/Swedbery

Economic Sociology, ed. Neil Smelser and Richard
Swedberg. New York: Russell Sage Foundation;
Princeton University Press.

Dahl, Robert. 1958. “A Critique of the Ruling Elite
Model.” American Political Science Review 52:
436-69.

DiMaggio, Paul. 1988. “Interest and Agency in Institu-
tional Theory.” Pp. 3-21 in Institutional Patterns
and Organizations, ed. Lynn Zucker. Cambridge:
Ballinger.

. 1994, “Culture and Economy.” Pp. 27-57 in
The Handbook of Economic Sociology, ed. Neil
Smelser and Richard Swedberg. New York: Russell
Sage Foundation; Princeton University Press.

Dobbin, Frank. 1994. Forging Industrial Policy: The
United States, Britain, and France in the Railroad
Age. Cambridge: Cambridge University Press.

, ed. 2003. The Sociology of the Economy. New
York: Russell Sage Foundation.

Dodd, Nigel. 1994. The Sociology of Money: Economics,
Reason, and Contemporary Society. Cambridge:
Polity Press.

Dombhoft, William G., and Thomas Dye, eds. 1987.
Power Elites and Organizations. London: Sage.
Dore, Ronald. 1983. “Goodwill and the Spirit of Capi-
talism.” British Journal of Sociology 34:459-82.
Durkheim, Emile. 1887. “La science positive de la
morale en Allemagne.” Revue philosophique de ln
France et de Pétranger 24:33-58, 113-42, 275-84.

. [1897] 1951. Swuicide: A Study in Sociology.

Glencoe, Ill.: Free Press.

. [1895] 1964. The Rules of Sociological Method.

New York: Free Press.

. [1912] 1965. The Elementary Forms of Religious

Life. New York: Free Press.

. [1888] 1978a. “Course in Sociology: Opening

Lecture.” Pp. 43-70 in On Institutional Analysis,

by Emile Durkheim, ed. Mark Traugott. Chicago:

University of Chicago Press.

. [1909] 1978b. “Sociology and the Social Sci-

ences.” Pp. 71-90 in On Institutional Analysis, by

Emile Durkheim, ed. Mark Traugott. Chicago:

University of Chicago Press.

. [1902] 1980. “Georg Simmel, Philosophie des

Geldes.” Pp. 94-98 in Contributions to I’Année So-

ciologique. New York: Free Press.

. [1950] 1983. Professional Ethics and Civic
Morals. Westport, Conn.: Greenwood Press.

—— [1893] 1984. The Division of Labor in Society.
New York: Free Press.

Ebers, Mark, ed. 1997. The Formation of Inter-orga-
nizational Networks. Oxford: Oxford University
Press.

Economic Sociology: European Electronic Newsletter. 1999—-.
http://econsoc.mpifg.de.

Eggertsson, Thrainn. 1990. Economic Behavior and In-
stitutions. Cambridge: Cambridge University Press.

Etzioni, Amitai. 1988. The Moral Dimension: Towards o
New Economics. New York: Free Press.

Evans, Peter. 1995. Embedded Autonomy: State and In-

dustrial Transformation. Princeton: Princeton Uni-
versity Press.

Fligstein, Neil. 1990. The Transformation of Corporate
Control. Cambridge: Harvard University Press.

. 1996. “Markets as Politics: A Political-Cultural

Approach to Market Institutions.” American Socio-

logical Review 61:656-73.

. 2001. The Architecture of Markets: An Economic
Sociology of Twenty-First Century Capitalist Societies.
Princeton: Princeton University Press.

Frank, Andre Gunder. 1967. Capitalism and Under-
development in Latin America. New York: Monthly
Review Press.

Freeland, Robert. 1996. “The Myth of the M-Form:?
Governance, Consent, and Organizational Change.”
American Journal of Sociology 102:483-526.

.2001. The Struggle for Control of the Modern Cor-
poration: Organizational Change at General Motors,
1924-1970. Cambridge: Cambridge University Press.

Frisby, David. 1978. Preface to the 2d ed. Pp. xv—xlii in
The Philosophy of Money, by Georg Simmel. London:
Routledge.

Furubotn, Eirik, and Rudolf Richter. 1997. Institutions
and Economic Theory: The Contribution of New In-
stitutional Ecomomics. Ann Arbor: University of
Michigan Press.

Galbraith, John Kenneth. 1973. “Power and the Useful
Economist.” American Economic Review 63:1-11.

. 1984. The Anatomy of Power. London: Hamilton.

Giddens, Anthony. 1983. The Class Structure of Ad-
vanced Societies. London: Hutchinson.

. 1987. “Social Theory and the Problems of
Macroeconomics.” Pp. 183-202 in Social Theory
and Modern Sociology. Stanford, Calif.: Stanford
University Press.

Gorz, André. 1977. Capitalism in Crisis and Everyday
Life. Trans. John Howe. Atlantic Highlands, N.J.:
Humanities Press.

Granovetter, Mark. 1974. Getting a Job: A Study of Con-
tacts and Careers. Cambridge: Harvard University
Press.

. 1985a. “Economic Action and Social Structure:

The Problem of Embeddedness.” American Jour-

nal of Sociology 91:481-510.

. 1985b. “Luncheon Roundtable Talk on the

‘New Sociology of Economic Life.”” American So-

ciological Association Meeting, August 26. Wash-

ington, D.C.

. 1990. “The Old and the New Old Economic

Sociology: A History and an Agenda.” Pp. 89-112

in Beyond the Marvketplace: Rethinking Economy and

Society, ed. Roger Friedland and A. F. Robertson.

New York: Aldine de Gruyter.

. 1992, “Economic Institutions as Social Con-

structions: A Framework for Analysis.” Acta Socio-

logica 35:3-11.

. 1994. “Business Groups.” Pp. 453-75 in The

Handbook of Economic Sociology, ed. Neil J. Smelser

and Richard Swedberg. New York: Russell Sage

Foundation; Princeton University Press.



http://econsoc.mpifg.de

. 1995. Getting a Job: A Study of Contacts and Ca-
reers. 2d ed. Chicago: University of Chicago Press.

Granovetter, Mark, and Patrick McGuire. 1998. “The
Making of an Industry: Electricity in the United
States.” Pp. 147-73 in The Laws of the Market, ed.
Michel Callon. Oxford: Blackwell.

Granovetter, Mark, and Richard Swedberg, eds. 1992.
The Sociology of Ecomomic Life. Boulder, Colo.:
Westview Press.

, eds. 2001. The Sociology of Economic Life. 2d ed.
Boulder, Colo.: Westview Press.

Greif, Avner. 1994. “Cultural Beliefs and Organization
of Society: Historical and Theoretical Reflections on
Collectivist and Individualist Societies.” Journal of
Political Economy 102:912-50.

. 1998. “Historical and Comparative Institution-

al Analysis.” American Economic Review 88(2):

80-84.

. Forthcoming. Institutions: Theory and History.
Comparative and Historical Analysis. Cambridge:
Cambridge University Press.

Guillén, Mauro, et al., eds. 2002. The New Economic So-
ciology: Developments in an Emerging Field. New
York: Russell Sage Foundation.

Habermas, Jirgen. [1968] 1971. Knowledge and
Human Interest. Trans. Jeremy J. Shapiro. Boston:
Beacon Press.

. 1984-87. The Theory of Communicative Action.
2 vols. Cambridge: MIT Press.

Hannan, Michael, and John Freeman. 1989. Organiza-
tional Ecology. Cambridge: Harvard University Press.

Ingham, Geoffrey. 1998. “On the Underdevelopment of
“The Sociology of Money.”” Acta Sociologica 41:3-18.

. 2004. The Nature of Money. Cambridge: Polity
Press.

Izquierdo, A. Javier. 2001. “Reliability at Risk: The Su-
pervision of Financial Models as a Case Study for
Reflexive Economic Sociology.” European Societies
3(1): 69-90.

Jevons, W. Stanley. [1879] 1965. Preface to the 2d ed.
Pp. xi-liii in The Theory of Political Economy. 5th ed.
New York: Augustus M. Kelley.

Keister, Lisa. 2000. Wealth in America: Trends in Wealth
Inequality. Cambridge: Cambridge University Press.

Knight, Frank. [1921] 1985. Risk, Uncertainty, and
Profit. Chicago: University of Chicago Press.

Knorr Cetina, Karin, and Urs Briigger. 2002. “Global
Macrostructures: The Virtual Societies of Financial
Markets.” American Journal of Sociology 107:905-50.

Knorr Cetina, Karin, and Alex Preda, eds. Forthcoming.
The Sociology of Financial Markets. Oxtord: Oxford
University Press.

Law, John, and John Hassard, eds. 1999. Actor Network
Theory and After. Oxtord: Blackwell.

Lazega, Emmanuel. 2000. The Colleginl Phenomenon:
Social Mechanisms of Cooperation among Peers. Ox-
ford: Oxford University Press.

Lebaron, Frédéric. 2000. La croyance économique. Les
économistes entre science et politique. Paris: Seuil.

Leontief, Wassily. 1971. “Theoretical Assumptions and

Introduction 23

Nonobserved Facts.” American Economic Review
61(1): 1-7.

Lippmann, S. A., and J. J. McCall. 2001. “Information
Economics.” Pp. 7480-86 in vol. 11 of Interna-
tional Encyclopedia of the Social and Behavioral Sci-
ences, ed. Neil J. Smelser and Paul B. Baltes. Ox-
ford: Elsevier.

Luhmann, Niklas. [1970] 1982. “The Economy as a So-
cial System.” Pp. 190-225 in The Differentintion of
Society. New York: Columbia University Press.

. 1988. Die Wirtschaft der Gesellschaft. Frankturt
am Main: Suhrkamp.

Makler, Harry, Alberto Martinelli, and Neil Smelser, eds.
1982. The New International Ecomomy. London:
Sage.

Marshall, Alfred. 1919. Industry and Trade. London:
Macmillan.

. [1920] 1961. Principles of Economics. 9th (vari-
orum) ed. 2 vols. London: Macmillan. The first edi-
tion appeared in 1890.

Marshall, Gordon. 1982. In Search of the Spirit of Capi-
talism: Max Weber’s Protestant Ethic Thesis. London:
Hutchinson.

Marx, Karl. [1867] 1906. Capital: A Critique of Politi-
cal Economy. New York: Modern Library.

. [1852] 1950. The Eighteenth Brumaire of Louis

Bonaparte. New York: International Publishers.

. [1859] 1970. A Contribution to the Critique

of Political Ecomomy. New York: International

Publishers.

. [1857-58] 1973. Grundrisse: Foundations of the

Critique of Political Economy. New York: Vintage

Books.

. [1843] 1978. “Theses on Feuerbach.” Pp.
143-45 in The Marx-Engels Reader, ed. Robert C.
Tucker. 2d ed. New York: W. W. Norton.

Mauss, Marcel. [1925] 1990. The Gift: The Form and
Reason for Exchange in Avchaic Societies. New York:
W. W. Norton.

Merton, Robert K. 1968. Social Theory and Social Struc-
ture. Enlarged ed. New York: Free Press.

Mills, C. Wright. 1956. The Power Elite. Oxford: Oxford
University Press.

Mintz, Beth, and Michael Schwartz. 1985. The Power
Structure of American Business. Chicago: University
of Chicago Press.

Mommsen, Wolfgang. 2000. “Max Weber’s ‘Grand
Sociology’: The Origins and Composition of Wirt-
schaft und Gesellschaft. Soziologie.” History and The-
ory 39:364-83.

Montesquicu, Charles de Secondat, baron de. [1748]
1989. The Spirit of the Laws. Trans. and ed. Anne
M. Cohler, Basia Carolyn Miller, and Harold
Samuel Stune. Cambridge: Cambridge University
Press.

Mullainthan, S., and R. H. Thaler. 2001. “Behavioral
Economics.” Pp. 1094-1100 in vol. 2 of Interna-
tional Encyclopedin of the Social and Behavioral Sci-
ences, ed. Neil J. Smelser and Paul B. Baltes. Ox-
ford: Elsevier.




24 Smelser/Swedbery

Mullins, Nicholas, and Carolyn Mullins. 1973. Theories
and Theory Groups in Contemporary American Soci-
ology. New York: Harper and Row.

Nee, Victor, and Paul Ingram. 1998. “Embeddedness
and Beyond: Institutions, Exchange, and Social
Structure.” Pp. 1945 in The New Institutionalism
in Sociology, ed. Mary C. Brinton and Victor Nee.
New York: Russell Sage Foundation.

Pareto, Vilfredo. [1916] 1963. The Mind and Society: A
Treatise on General Sociology. 2 vols. New York:
Dover.

Parsons, Talcott. [1940] 1954. “Motivation of Econom-
ic Activities.” Pp. 50-68 in Essays in Sociological
Theory. New York: Free Press.

. [1937] 1968. The Structure of Social Action. 2
vols. New York: Free Press.

Parsons, Talcott, and Neil J. Smelser. 1956. Economy
and Society: A Study in the Integration of Economic
and Social Theory. New York: Free Press.

Poggi, Gianfranco. 1993. Money and the Modern Mind.:
Geory Simmel’s Philosophy of Money. Berkeley and
Los Angeles: University of California Press.

Polanyi, Karl. [1944] 1957. The Greatr Transformation.
Boston: Beacon Hill.

. [1957] 1971. “The Economy as Instituted

Process.” Pp. 243-69 in Trade and Market in the

Early Empires, ed. Karl Polanyi, Conrad Arensberg,

and Harry Pearson. Chicago: Henry Regnery.

. 1977. The Livelibood of Man. New York: Acade-

mic Press.

. [1947] 1982. “Our Obsolete Market Mentali-
ty.” Pp. 59-77 in Primitive, Archaic, and Modern
Economies: Essays of Karl Polanyi, ed. George Dal-
ton. Boston: Beacon.

Polanyi, Karl, Conrad Arensberg, and Harry Pearson,
eds. [1957] 1971. Trade and Market in the Early
Empires. Chicago: Henry Regnery.

Powell, Walter, and Paul DiMaggio, eds. 1991. The New
Institutionalism in Organizational Analysis. Chica-
go: University of Chicago Press.

Powell, Walter, and Laurel Smith-Doerr. 1994. “Net-
works and Economic Life.” Pp. 368-402 in The
Handbook of Economic Sociology, ed. Neil Smelser
and Richard Swedberg. New York: Russell Sage
Foundation; Princeton Princeton University
Press.

Quirk, James. 1976. Intermediate Microeconomics. Palo
Alto, Calif.: Science Research Associates.

Roy, William. 1990. “Functional and Historical Logic in
Explaining the Rise of the American Industrial Cor-
poration.” Comparative Social Research 12:19—44.

. 1997. Socializing Capital: The Rise of the Large
Industrial  Corporation in America. Princeton:
Princeton University Press.

Sahlins, Marshall. 1976. Culture and Practical Reason.
Chicago: University of Chicago Press.

Saint-Simon, Henri de. 1964. Social Organization, The
Science of Man, and Other Writings. New York:
Harper and Row.

Sandmo, Agnar. 1971. “On the Theory of the Compet-
itive Firm under Price Uncertainty.” American Eco-
nomic Review 61(1): 65-73.

Saxenian, AnnaLee. 1994. Regional Advantage: Culture
and Competition in Silicon Valley and Route 128.
Cambridge: Harvard University Press.

Scherer, F. M. 1990. Industrial Marvket Structure and
Industrial Performance. 3d ed. Boston: Houghton
Mifflin.

Schlicht, Ekkehart. 1998. On Custom in the Economy.
Oxford: Clarendon Press.

Schumpeter, Joseph A. 1908. Das Wesen und der Haupt-
inbalt der theovetischen Nationalokonomie. Leipzig:
Duncker and Humblot.

Schumpeter, Joseph A. 1912. Theorie der wirtschaftlichen
Entwicklung. Leipzig: Duncker and Humblot.
Schumpeter, Joseph A. 1934. The Theory of Economic

Development. Cambridge: Harvard University Press.

Schumpeter, Joseph A. 1954. History of Economic
Analysis. London: Allen and Unwin.

Schumpeter, Joseph A. [1918] 1991. “The Crisis of the
Tax State.” Pp. 99-140 in The Economics and Soci-
ology of Capitalism, by Joseph A. Schumpeter, ed.
Richard Swedberg. Princeton: Princeton University
Press.

Schumpeter, Joseph A. [1942] 1994. Capitalism, So-
cialism, and Democracy. London: Routledge.

Schumpeter, Joseph A. 2003. “Unternchmer [Entrepre-
neur].” Annual Review of Austrian Economics
6:235-66.

Simmel, Georg. [1908] 1955. “Competition.” Pp.
57-85 in Conflict and the Web of Group-Affiliation.
New York: Free Press.

. [1908] 1971. “The Problem of Sociology.” Pp.

23-35 in On Individuality and Social Forms, by

Georg Simmel, ed. Donald Levine. Chicago: Uni-

versity of Chicago Press.

. [1907] 1978. The Philosophy of Money. London:
Routledge. The first edition appeared in 1900.
Simon, Herbert. 1982. Models of Bounded Rationality. 2

vols. Cambridge: MIT DPress.

Sitton, John. 1998. “Disembodied Capitalism: Haber-
mas’ Conception of the Economy.” Sociological
Forum 13:61-83.

Smelser, Neil. 1963. The Socioloyy of Economic Life. En-
glewood Cliffs, N.J.: Prentice-Hall.

. 1976. The Sociology of Economic Life. 2d ed. En-
glewood Cliffs, N.J.: Prentice-Hall.

——, ed. 1965. Readings on Ecomomic Sociology. En-
glewood Cliffs, N.J.: Prentice-Hall.

Smelser, Neil, and Richard Swedberg, 1994. The
Handbook of Economic Sociology. New York: Russell
Sage Foundation; Princeton: Princeton University
Press.

Sombart, Werner. 1902-27. Der Moderne Kapitalismus.
3 vols. Leipzig: Duncker und Humblot.

. 1930. Die Drei Nationakikonomien. Geschichte

und System der Lehre von der Wirtschaft. Leipzig:

Duncker und Humblot.




. 1935. Das dkonomische Zeitalter. Berlin: Buch-
holz und Weisswange.

Stark, David. 2000. “The Sociology of Wealth.” Depart-
ment of Sociology, Columbia University.

Steiner, Philippe. 1998. Sociologie de ln comnaissance
¢conomigque. Paris: Presses Universitaires de France.

. 1999. La sociologie économique. Paris: Editions la

Découverte.

. 2001. “The Sociology of Economic Knowl-

edge.” European Journal of Social Theory 4:443-58.

. 2004. L’école durkbeimienne et économie, soci-
ologie, religion, et connaissance. Geneva: Droz.

Stigler, George. 1961. “The Economics of Informa-
tion.” Journal of Political Economy 69:213-25.

Stinchcombe, Arthur. 1975. “Merton’s Theory of Social
Structure.” Pp. 11-33 in The Idea of Social Struc-
ture, ed. Lewis Coser. New York: Harcourt Brace
Jovanovich.

. 1983. Economic Sociology. New York: Academic

Press.

. 1986. “Rationality and Social Structure.” Pp.
1-29 in Stratification and Organization. Cam-
bridge: Cambridge University Press.

Swedberg, Richard. 1987. “Economic Sociology: Past
and Present.” Current Sociology 35 (spring): 1-221.

. 1991a. “Thematic Introduction [to Parsons’

Marshall Lectures]—Guest Editor’s Introduction.”

Sociological Inquiry 61(1): 2-9.

. 1991b. Schumpeter—a Biography. Princeton:

Princeton University Press.

. 1998. Max Weber and the Idea of Economic So-

ciology. Princeton: Princeton University Press.

. 2001. “Sociology and Game Theory: Contem-

porary and Historical Perspectives.” Theory and So-

ciety 30:301-35.

. 2003. Principles of Economic Sociology. Prince-
ton: Princeton University Press.

Tillman, Rick. 1992. Thorstein Veblen and His Critics,
1891-1963. Princeton: Princeton University Press.

Tocqueville, Alexis de. [1835-40] 1945. Democracy in
America. Trans. Henry Reeve. 2 vols. New York:
Vintage Books.

[1856] 1955. The Old Régime and the French
Revolution. New York: Doubleday.

Trigilia, Carlo. 2001. “Social Capital and Local De-
velopment.” European Journal of Social Theory 4:
427-42.

.2002. Economic Sociology: State, Market, and So-
ciety in Modern Capitalism. Oxtord: Blackwell.
Udehn, Lars. 2001. Methodological Individualism: Back-

ground, History, and Meaning. London: Routledge.

Uzzi, Brian. 1997. “Social Structure and Competition in
Interfirm Networks: The Paradox of Embedded-
ness.” Administrative Science Quarterly 42:35-67.

Veblen, Thorstein. [1915] 1966. Imperial Germany and
the Industrial Revolution. Ann Arbor: University of
Michigan Press.

. [1899] 1973. The Theory of the Leisure Class.

Boston: Houghton Mifflin.

Introduction 25

. [1919] 1990. The Place of Science in Modern
Civilization and Other Essays. New Brunswick, N.J.:
Transaction Publishers.

Wallerstein, Immanuel. 1974. The Modern World System.
Vol. 1, Capitalist Agriculture and the Origins of the
European World Economy. New York: Academic Press.

Weber, M. 2001. “Risk: Theories of Decision and
Choice.” Pp. 1336468 in vol. 24 of International
Encyclopedin of the Social and Behavioral Sciences, ed.
Neil J. Smelser and Paul B. Baltes. Oxford: Elsevier.

Weber, Max. [1915] 1946a. “Religious Rejections of
the World and Their Directions.” Pp. 323-59
From Max Weber, ed. and trans. Hans Gerth and
C. Wright Mills. Oxford: Oxford University Press.

. [1915] 1946b. “The Social Psychology of the

World Religions.” Pp. 267-301 in From Max

Weber, ed. Hans Gerth and C. Wright Mills. Ox-

ford: Oxford University Press.

. [1920] 1946¢. “The Protestant Sects and the

Spirit of Capitalism.” Pp. 302-22 in From Max

Weber, ed. Hans Gerth and C. Wright Mills. Ox-

ford: Oxford University Press.

. [1904] 1949. “‘Objectivity’ in Social Science

and Social Policy.” Pp. 49-112 in The Methodology

of the Social Sciences. New York: Free Press.

. [1904-5] 1958a. The Protestant Ethic and the

Spirvit of Capitalism. Trans. Talcott Parsons. New

York: Charles Scribner’s Sons.

. [1920] 1958b. “Author’s Introduction.” Pp.

13-31 in The Protestant Ethic and the Spirit of Cap-

italism. New York: Charles Scribner’s Sons.

. 1972, “Georg Simmel as Sociologist.” Social

Research 39:155-63.

. [1922] 1978. Economy and Society: An Outline
of Interpretive Sociology. 2 vols. Berkeley and Los
Angeles: University of California Press.

White, Harrison. 1970. Chains of Opportunity: System
Models of Mobility in Organizations. Cambridge:
Harvard University Press.

. 1981. “Where Do Markets Come From:?”

American Jowrnal of Sociology 87:517-47.

.1992. Identity and Control: A Structural Theory of
Social Action. Princeton: Princeton University Press.

Zelizer, Viviana. 1979. Morals and Markets: The Devel-
opment of Life Insurance in the United States. New
York: Columbia University Press.

. 1985. Pricing the Priceless Child: The Changing

Social Value of Children. New York: Basic Books.

. 1988. “Beyond the Polemics of the Market: Es-

tablishing a Theoretical and Empirical Agenda.” So-

ciological Forum 3:614-34.

. 1994. The Social Meaning of Money. New York:
Basic Books.

Zuckerman, Ezra. 1999. “The Categorical Imperative:
Securities Analysts and the Illegitimacy Discount.
American Journal of Sociology 104:1398-1438.

Zukin, Sharon, and Paul DiMaggio, eds. 1990. Struc-
tuves of Capital: The Social Organization of the Econ-
omy. Cambridge: Cambridge University Press.




2 Comparative and Historical

Approaches to Economic Sociology

Frank Dobbin

INTRODUCTION

Students of economic behavior have long sub-
scribed to the commonsense view that natural laws
govern economic life. In the discipline of econom-
ics, the prevailing view is that economic behavior is
determined exogenously, by a force outside of so-
ciety, rather than endogenously, by forces within.
Self-interest is that force, and it is exogenous to so-
ciety because it is inborn—part of human nature.
Self-interest guides human behavior toward the
most efficient means to particular ends. If eco-
nomic behavior is instinctual, the reasoning goes,
we need to know little about society to predict
behavior.

Sociologists have always found this approach ap-
pealing, not least because it supports the Enlight-
enment view that the universe is knowable—that it
can be understood by science. There is something
inherently attractive about cogent mathematical
formulas that can explain the velocity of light, or
the price people pay for coffee.

However, sociologists have always made com-
parisons across societies and over time, and they
invariably come to the conclusion that the lion’s
share of economic behavior can only be explained
by society itself—by context. Whether you are
running a farm in Croatia or in Sicily matters quite
a bit for how you will behave. We cannot predict
much about how you will run a railroad in Cleve-
land without knowing whether the year is 1880 or
1980. Historical and comparative studies illumi-
nate the role of society in shaping economic be-
havior like nothing else can.

The discipline of sociology was launched by men
who sought to understand modernity. How did
societies come to be organized around progress,
rationality, and science, when for so long they had
been organized around tradition, myth, and ritual?
Sociologists grappled with this question by making
comparisons across societies and over time. These
comparisons were driven by the observation that

social context shapes economic behavior—that
modern rational behavior is learned, not innate.

The comparative and historical method is one
of sociology’s comparative advantages. Sociologists
more frequently use this method than do econo-
mists, and the method itself tends to highlight con-
textual differences in economic behavior. This differ-
ence between the disciplines emerged only gradually,
for the two disciplines began as one. As economics
moved toward highly stylized rational-actor models
and away from comparative and historical studies,
carly analysts who emphasized the role of social in-
stitutions in shaping economic behavior, including
Karl Marx and Max Weber, were rejected by econo-
mists and embraced by sociologists.

Marx, Weber, and Emile Durkheim sought to
understand the rise of modern economic behavior
by comparing precapitalist societies to capitalism.
Marx explored the transition from feudalism to
capitalism; Weber the capitalist impulse that arose
with Protestantism; and Durkheim the rise of cap-
italism’s division of labor. As capitalism was in its
infancy, none was certain that modern industrial
capitalism would take widely different forms,
though Weber described a number of different
forms, including booty, political, imperialist, colo-
nial, adventure, and fiscal capitalism (1978, 164—
67, see also Swedberg 1998, 47). The comparative
and historical methods these men developed were
designed to explain why human behavior varied
over time and across contexts.

Historical analysts often build directly on the
problematic that Marx, Durkheim, and Weber
sketched—how did modern economic practices
come about? Comparative analysts often take an-
other tack, trying to understand the social forces
that cause modern economic systems to differ so
dramatically. If human nature drives the evolution
of economic systems and if human nature is uni-
versal, why do economic systems take such differ-



ent forms? Historical and comparative works in
economic sociology point to society itself, suggest-
ing that societies develop along different trajec-
tories for reasons having to do with history and
happenstance.

In this chapter I review historical and compara-
tive works in economic sociology that seek to ex-
plain the substantial variation found in economic
behavior across time and space. While most sociol-
ogists share the view that economic behavior pat-
terns are driven by social processes rather than by
instinct alone, they have argued that different sorts
of social processes are primary. Some focus on
power relations, others on institutions and social
conventions, and still others on social networks
and roles. Comparative and historical sociologists
once treated these perspectives as alternatives, but
they increasingly treat them as complementary.

Next I review the theoretical underpinnings of
power, institutional, and network approaches.
Then I sketch the analytic methods used by histor-
ical and comparative sociologists before turning to
a review of empirical studies.

How Power, Institutions, and Networks Shape
Economic Behavior

Most economic sociologists proceed inductively,
looking at how economic behavior varies over time
or across countries and tracing that variation to
something about social context. This is quite
different from the approach of most neoclassical
economists, who proceed deductively from the
premise that individual self-interest explains eco-
nomic behavior. Studies of investment among early
Protestants, management of new enterprises in
China’s market-oriented sector, and business strat-
egy among Argentine wine producers have pro-
duced myriad insights about the forces that shape
economic behavior. But one of three different so-
cial processes is usually at the heart of the matter,
and these processes have been spelled out in
power, institutional, and network theories.

Power

Power relations shape economic behavior, both
directly, as when a powerful firm dictates to a weak
supplier, and indirectly, as when a powerful indus-
try group shapes regulation to its own advantage.
The structural theory of power is the direct inher-
itor of Marx’s ideas, even if not all of its practi-
tioners would call themselves Marxists. They in-
clude Neil Fligstein (1990), William Roy (1997),
Beth Mintz and Michael Schwartz (1985), Michael
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Useem (1996), and Charles Perrow (2002). Their
concern is with how powerful groups succeed in
promoting practices and public policies that are in
their intevest as being in the common interest. Marx
described the capitalist state as a tool of the capi-
talist class, which justified its existence under the
guise of political liberalism. His idea was that mod-
ern states serve one group while claiming to em-
body principles that benefit everyone. Structural
theorists of power explore the role that power
plays in determining the state policies, corporate
strategies, and individual behaviors that we take to
be transparently rational. When a particular group
succeeds in promoting its favorite public policy or
business strategy—in making that approach the
new convention—that group can reinforce its own
power or wealth without having to exercise con-
stant coercion.

Institutions

Social institutions—conventions and the mean-
ings they have for people—shape economic action.
Weber (1978) argued that social conventions must
be understood in terms of their subjective meaning
to individuals because we behave in ways that are
meaningful to us—that we understand (see Swed-
berg 1998). Sociological institutionalists under-
stand economic behavior to be regular and pre-
dictable not because it follows universal economic
laws, but because it follows meaningful institution-
alized scripts (Meyer and Rowan 1977; Scott 1995;
Powell and DiMaggio 1991). The meaning under-
lying modern behavior patterns is highly rational-
ized. We know what the decision to downsize the
workforce might mean—that the workforce is larg-
er than need be, or that the stock market expects
higher returns from the firm. Economic customs
thus carry meaning, and economic customs often
spread as fads spread. The fad of downsizing ap-
peared on the horizon, and suddenly firms were
doing it whether they needed to or not (Budros
1997). Since the time of Weber, institutionalists
have also pointed to the ways in which wider social
institutions—religious, educational, labor market—
constrain and shape economic behavior.

Social Networks

Your social network—what sociologists used to
call your peer group and role models—influences
your behavior by providing concrete examples of
how to behave and by enforcing sanctions for mis-
behavior. Network theory builds on Simmel’s and
Durkheim’s ideas about how the individual’s posi-
tion in a social milieu shapes both his behavior and
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his underlying identity. For Durkheim, social net-
works shape the actions of individuals not merely
in a negative sense, of undermining antisocial be-
havior, but in a positive sense, of establishing ac-
cepted behavior patterns. Mark Granovetter (1985)
spells out the implications of the network approach
in an article challenging transaction-cost econo-
mists’ understanding of price gouging, in which
gouging occurs when a supplier finds that she is
the sole seller of a needed good. Granovetter ar-
gues that the norm against price gouging is en-
forced informally by members of an industry net-
work; a seller who price gouges in times of scarcity
will find that buyers turn elsewhere in times of
plenty. Interpersonal networks thus enforce norms
by sanctioning members who do not follow them.
Development theorists find that societies with
strong social networks have an advantage in devel-
opment, in part because they can effectively carry
out both positive and negative sanctioning.

These three camps are in the process of devel-
oping an integrated approach to historical and
comparative economic sociology, as people in each
camp employ ideas from the others. The camps
agree on much. Economic practices—behavior
patterns such as pricing strategies and firm struc-
tures—emerge in networks of actors, via the insti-
tutionalization of scripts for how to behave in
order to achieve particular ends. Powerful actors
try to shape the scripts that are constructed, and to
shape the rules of the game that become institu-
tionalized in public policy. The economic prac-
tices, or scripts, that emerge shape individual cog-
nition, and determine how individuals will respond
to situations in the future. In other words, eco-
nomic practices emerge through distinctly social
processes in which social networks and power re-
sources play roles in the definition of certain prac-
tices as rational. Many of the studies reviewed
below synthesize ideas from two or all three of
these approaches.

The Comparative Method in Economic Sociology

If you begin with the assumption that “history is
efficient,” the (economic) world is your oyster.
Economies develop in a single direction, toward
some optimal form; any change is a change for the
better; and any change reveals the character of nat-
ural economic laws. Present practices are by defini-
tion more efficient than past practices. Advanced
societies are closer to the ideal than less advanced
societies, and in consequence, the problem of
modernization is just a problem of how you get

from Warsaw to New York—how Poland becomes
more like the United States.

If you begin with the assumption that history is
not always efficient, as historical and comparative
economic sociologists do, you are left with a lot to
explain. You have to explain not only why coun-
tries vary today in their economic practices, but
why they have varied in so many different ways in
the past. If we cannot assume that the conglomer-
ate replaced the single-industry firm because it was
more efficient, then we have to go back to the
drawing board.

What kind of scientific method does this ap-
proach imply? Three points are important. First,
sociologists of science suggest that we should re-
serve judgment about the efficiency of practices
whose practitioners make efficiency claims. Sec-
ond, Max Weber suggests that we should try to
understand the meaning of behavior to the actor.
This seems a trivial point, but the deductive
method favored by many economists suggests that
people’s understandings of their own actions are
irrelevant. Third, Emile Durkheim and John Stu-
art Mill counsel that we should use analytic com-
parisons to single out the causal factors underlying
human behavior.

Economic sociologists have built on some of the
ideas of sociologists of science. They reserve judg-
ment about whether a new scientific claim, or
economic practice, is superior to that which it re-
placed. Bloor (1976) argued that sociological ex-
planations of science should be caunsal, in that they
should analyze the origins of knowledge; impar-
tinl vis-a-vis the truth of scientific claims; and
symmetrical, in that they should use the same ap-
proach to analyze both “true” and “false” knowl-
edge claims. The idea is that scientific claims, and
economic claims, emerge and are institutionalized
through a social process, whether they are eventu-
ally proven “right” or “wrong.”

Max Weber insisted that we seek to understand
what Clifford Geertz would later call the “native’s
point of view.” For most economists, people can
behave in ways that are rational without knowing
they are doing so. They can believe they are doing
something for religious reasons, for instance, while
behaving perfectly rationally from the perspective
of economists. Weber, like Marx, believed that the
consequences of an individual’s actions often oc-
curred “behind the back” of the actor—were ob-
scure to her. But he insisted that it was important
to understand the subjective meaning of behavior
to the individual (Weber 1978, 4). People only fol-
low an economic convention because of their un-



derstanding of that convention, and so to grasp
why economic conventions persist, we have to
grasp what they mean to people.

John Stuart Mill (1974) and Emile Durkheim
([1938] 1982) argued that the comparative
method is the only valid method in the social sci-
ences. They followed the earliest precept of the sci-
entific method, which suggested that to establish
causality one must at least show that a causal con-
dition is present where its purported effect is
found and absent where its purported effect is not
found. This requires a comparison of two cases. In
large-scale statistical studies, we sort out the caus-
es of social phenomena by looking for correlation
across many cases. In laboratory studies, we iden-
tify causal relations through randomization, com-
paring subjects exposed to a particular stimulus
with those not exposed. As Smelser (1976) has
pointed out, however, we seldom have such
laboratory-like conditions in comparative analysis.
Countries typically vary on many dimensions of
relevance. Most analysts try, at the minimum, to
show that a cause and its consequence coexist in
one situation (one country, or one time frame) and
that neither exists in another. Skocpol and Somers
(1980) advise comparing countries that are alike
on most dimensions. Charles Ragin (1987) advises
drawing multiple countries into an analysis to try
to control for possible alternative causes.

Many studies make comparisons both across
countries and over time, to rule in certain explana-
tions and rule out others. For instance, to under-
stand the new industrial policies that the United
States, Britain, and France adopted during the
Great Depression, I compared industrial policies
before and during the depression across the three
countries, to find that in each case, the downturn
caused nations to try to reverse the decline by re-
versing their industrial policies (Dobbin 1993).
Roosevelt tried to build cartels. The depression
was a common shock, and each country could be
compared with its predepression self as well as with
the others. All of the studies reviewed here use
comparisons over time and/or space to demon-
strate causality.

The Behavior of Fivms and Nations

Most of the comparative studies I review address
differences in the behavior of firms, national insti-
tutions, or nations. This institutional focus distin-
guishes economic sociology from economics, where
the focus is more often on the behavior of institu-
tions. I review studies in three groups, which vari-
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ously emphasize the causal role of power, of insti-
tutions, and of networks and roles. Many of the
studies could be grouped differently, because many
emphasize more than one of these processes. It is
a huge field, and rather than touching on every im-
portant work in a word or two, I have chosen to
cover works that exemplify important approaches,
while trying to avoid duplication with the other
chapters in this volume. Thus I have sacrificed
breadth for depth.

PowEeR: THE LEGACY OF MARX

Karl Marx pioneered the historical approach to
economic sociology in his studies of the rise of cap-
italism. Marx reacted against Hegel’s view that
human history, including economic history, was
driven by the dialectical evolution of ideas. For
Hegel, ideas were translated into ways of living and
of organizing the economy. Marx saw the world in
quite the opposite way, believing that economic re-
lations shape the ideas of the day.

While Marx’s prophecy that communism would
triumph over capitalism died with the breakup of
the Soviet Union, his method and core insights are
very much alive in economic sociology. His method
of tracing the factors that lead to changes in eco-
nomic behavior patterns over time has shaped all
brands of historical economic sociology. His main
insight was that it is not merely abstract ideas that
drive economic history, but production processes
and social relations. Like neoclassical economists,
Marx argued that self-interest shapes economic be-
havior. But for Marx, individual self-interest leads
people to try to shape the world to their advantage
rather than to simply achieve the best price in every
transaction, as neoclassical economic theory sug-
gests. Marx’s focus on power is reflected in a num-
ber of recent historical studies of the evolution of
business practices.

Marx produced reams of material about eco-
nomic life. Economic sociologists focusing on
labor-management relations, such as Burawoy
(1979) and Biernacki (1995), often build on his
final work and magnum opus, Das Kapital (1994).
But Marx’s early writings on the transition from
feudalism to capitalism have been more widely in-
fluential, including The German Ideology (1974),
The Eighteenth Brumairve of Louis Bonaparte (1963),
The Communist Manifesto (Marx and Engels
[1872] 1972), and the wide-ranging notes for Das
Kapital, The Grundrisse (1971).

How did changes in production alter the relative
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power of the aristocracy and the bourgeoisie, giv-
ing the latter the upper hand in shaping the econ-
omy and the capacity to promote capitalism? In
The German Ideology, Marx chronicles the history
of class conflict in Europe. Under feudalism a nas-
cent class of craftspeople and manufacturers grew
by actively selling their wares and building their
production capacity. They challenged the tradi-
tional political rights and privileges of feudal lords,
encouraging policies that favored industry, such as
free labor and free elections. As they gained re-
sources, they gained the capacity to shape the po-
litical and economic realm to their own advantage.

Both feudalism and capitalism were designed to
suit the classes that controlled the means of
production—the aristocracy and the bourgeoisie,
respectively—and the interesting question for
Marx was how these classes managed to legitimate
economic institutions that favored themselves.
Marx argued that the modern state imposed capi-
talist rules of economic behavior on a society in
which the vast majority were not capitalists, and it
did so under the rhetoric of political liberalism
rather than under that of capitalist domination. In
so doing, modern states made capitalism itself
seem natural and inevitable, and Marx did not see
it as either. Recent power theorists have taken from
this analysis the idea that modern states impose a
particular set of rules, regulations, and institutions
shaping economic life. Citizens of any state tend to
see state policies that create the ground rules for
economic competition as neutral and as conform-
ing to economic laws rather than as the conse-
quence of a series of power struggles. Modern
power theorists point to the role of conflict and
power in creating these ground rules, and in form-
ing conventional business practices.

Power and Change in the Corpovate Form in
America

Next I review the arguments of historical sociol-
ogists about four important changes in the or-
ganization of American firms since the mid-
nineteenth century. In each case, sociologists have
shown that a change that others explain in terms of
efficiency can be traced to power dynamics among
different groups. Why did the huge manufacturing
firm arise in the early textile industry, and later be-
come dominant? Why were so many manufactur-
ing industries consolidated in short order at the
beginning of the twentieth century? Why did the
diversified conglomerate become the dominant
large corporate form after World War 1I? Why did

the conglomerate give way to the single-industry
behemoth by the end of the 1990s?

In cach case, a particular group (textile mill
owners, Wall Street financiers, finance-trained ex-
ecutives, and institutional investors respectively)
changed the strategies of American firms, and the
structure of American industry, because they saw it
as in their own interest to do so. In each case, the
group institutionalized a new model of how to run
a business that would soon become taken for
granted, and that would be backed up by a power-
ful rhetoric of efficiency.

Charles Pervow: The Rise of Giant Firms

Charles Perrow (2002) traces the early rise of
huge textile mills and gigantic railroads in America
not to their greater efficiency but to the fact that
the Constitution gave state officials little power to
regulate industry. The American state, designed as
the antithesis of tyrannical European states, had
meager administrative capacities and was deliber-
ately opened to influence by the very groups it
might have sought to control. This invited the
powerful to reshape property rights—the laws that
govern trade and corporate form—to their own
taste. The American business clite changed proper-
ty rights to the advantage of big corporations early
in the nineteenth century. Wealthy industrialists
won court and legislative decisions giving big cor-
porations all kinds of new advantages over small
ones. In Europe, states protected small firms and
regulated large ones. The result in textiles was that
American mill owners preferred to use capital-
intensive rather than labor-intensive production
methods, even when returns were the same, be-
cause capital-intensive methods made them less
dependent on workers—made them more power-
ful. In moving to capital-intensive methods, textile
mills became larger and more powerful, but in the
process they obliterated a vibrant alternative source
of efficiency—entreprencurialism. Efficiency argu-
ments thus do not explain the rise of America’s
first big businesses.

William Roy: Financiers and the Rise of
Manufoacturing Oligopoly civea 1900

How did the oligopolistic manufacturing firm
become the dominant model after the beginning
of the twentieth century? William Roy, in Socializ-
ing Capital: The Rise of the Large Industrial Cor-
poration in America (1997), argues that power
was key. The initial enforcement of antitrust in
1897 had an unanticipated effect on the balance
of power between small and large firms. While



antitrust was designed to prevent the concentra-
tion of economic power, by preventing collusion
among firms, it gave big firms an advantage over
small ones. Under antitrust a group of small firms
could not set prices together, but if they merged,
the resulting large firm could set a single price.
Roy argues that the advantage big firms had over
small firms was not one of scale economies, pace
America’s preeminent business historian, Alfred
Chandler (1977), who contends that firms com-
bined around the turn of the century because it
was cheaper to produce things in large numbers.
Roy shows that the merger wave also swept across
industries that could not have benefited from scale
economies. When antitrust prevented firms from
joining cartels to set prices, large firms demanded
that smaller competitors sell out or face certain
death in price wars. The ensuing mergers had little
to do with manufacturing efficiency, and much to
do with the fact that antitrust law put an end to the
refuge of small firms, the cartel. The huge concen-
trated firm was born, then, of an unanticipated co-
incidence of public policy and private power.
Timothy Dowd and I (Dobbin and Dowd 2000)
found that antitrust enforcement and a power play
also stimulated a merger wave in railroading. By
1880, American railroads had organized them-
selves into cartels that forestalled destabilizing
price wars. When the Supreme Court enforced an-
titrust law in 1897, financiers, who typically held
stock in many different railroads, decried price
wars and heralded amicable mergers that would
sustain the value of the railroads they held. J. P.
Morgan led financiers in threatening to withhold
future financing from firms that engaged in price
wars. Thus, powerful financiers made amicable
mergers customary, and quashed price wars.

Neil Fligstein: Finance-Trained Executives and
the Rise of the Diversified Conglomerate

Why did the large single-industry companies
that resulted from the processes Perrow and Roy
outline transform themselves into diversified con-
glomerates between 1950 and 19752 Neil Fligstein’s
The Transformation of Corporate Control (1990)
traces competition between three different man-
agement factions for the leadership of American
corporations: production, marketing, and finance
managers. Fligstein’s story of competing elite fac-
tions is reminiscent of Marx’s arguments about
struggles among French elite groups in The Eigh-
teenth Brumairve of Lowis Bonaparte (1963). In The
Visible Hand (1977), Chandler had argued that
management naturally became focused on finance
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and on conglomeration, once they had solved the
problems of marketing.

Fligstein shows instead that a power play by fi-
nance managers was at the heart of the matter.
After the Celler-Kefauver amendments to antitrust
in 1950, which made it more difficult for firms to
expand into related businesses, finance experts
sketched a new theory of the firm in which large
firms should act like investors with diversified port-
folios. Portfolio theory in economics reinforced
the idea that firms should spread their risk and
should invest profits in industries with high growth
potential. Finance managers succeeded largely by
force of argument—by convincing boards and in-
vestors that the diversified conglomerate was the
way of the future and that they, finance managers,
were uniquely qualified to pursue this model of
growth. This group came to hold most CEO posi-
tions. What makes Fligstein’s argument about
power and propaganda compelling, in the context
of Chandler’s pure efficiency arguments, is that the
diversification model has since given way to the
core-competence model. New groups have suc-
ceeded in promoting a corporate form that looks
suspiciously like the preconglomerate form.

Davis, Fligstein, and Colleagues: Institutional
Investors and the Rise of the Focused Firm

Why did the diversified conglomerate firm give
way to the focused firm, operating under the the-
ory of core competence, sometime after 1975 By
1990, the pattern of corporate mergers and acqui-
sitions had changed radically from that which Flig-
stein described. In 1970, big firms were buying
firms in other industries to diversify their assets.
General Electric bought NBC, and R. J. Reynolds
bought Nabisco. By 1990, big firms were buying
others in the same industry to take advantage of
their own core competence—of their core mana-
gerial abilities. Now Daimler bought Chrysler.
What happened? As Davis, Diekmann, and Tinsley
(1994) and Fligstein and Markowitz (1993) have
argued, this new model arose because institutional
investors and securities analysts found the diversi-
fied conglomerate difficult to place a value on, and
assigned higher values to single-industry firms. As
institutional securities holdings rose, institutional
investors and analysts had increasing influence over
how firms behaved, through their power to deter-
mine the value of stock. At the same time, firms
were compensating executives based on stock per-
formance rather than profits, and this gave execu-
tives an incentive to cater to investors and analysts.
Meanwhile the invention of the hostile takeover
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gave a new group—takeover specialists—the power
to break up diversified firms that investors and an-
alysts assigned low values to. The result was a
change in corporate strategy, as diversified firms
struggled to please the market—meaning these an-
alysts and investors. This explanation emphasizes
the power of some actors to shape the behavior of
others and particularly the power to define what
rational behavior is.

From the muckraking stories of the abuse of
power among early railway barons and oil magnates
to the stories of the accounting scandals at the
dawn of the twenty-first century, most stories of
power in economic relations are stories of abuse—
of individuals who subvert the rules for their own
purposes. Marx, Perrow, Roy, Fligstein, and Davis,
by contrast, show that power shapes the rules of the
game and prescriptions for how firms should be-
have. Power is endemic in these accounts. Powerful
industries often shape their own regulations (Useem
1984), and it is often power struggles among man-
agement factions that determine what is defined as
rational firm behavior. The studies of Perrow, Roy,
Fligstein, and Davis also use ideas from the institu-
tional and network camps in economic sociology.
In each account, changes in public policy are im-
portant. In each account, a network of managers,
institutional investors, or financiers plays a big role
in defining what is rational.

Power and the Labor Process

Marx was concerned with how power operated
in the modern factory, in no small part because he
thought that the downfall of capitalism would
come as workers recognized that power and ex-
ploitation were at the center of the factory pro-
duction system. For Marx, physical coercion and
the threat of dismissal gave capitalists the power to
dictate to workers and prevent insurgency. Bura-
woy, Biernacki, Kimeldorf, and Shenhav are inter-
ested in why workers resist capitalist class power,
and why they fail to resist.

Michael Burawoy: How Factory Production
Absorbs Class Conflict

Burawoy’s Manufacturing Consent (1979) is an
ethnography of factory production, but it is a work
of historical sociology because Burawoy compares
his experiences with those of Donald Roy, who con-
ducted a similar study in the same factory 30 years
carlier. In both cases, workers were drawn into the
game of increasing production by the character of
the labor process. This machine shop operated on a

piece rate system, and “making out” under this sys-
tem was a game that workers played eagerly. What
changed over this period, and what appeared to Bu-
rawoy to have dampened class conflict and under-
mined worker resistance and activism, was the way
in which work was directed. When Roy was there,
time-and-motion men walked the floor of the facto-
ry, and dissent was political in nature and was di-
rected directly at these management surrogates. By
the time Burawoy arrived, engineering studies were
done by men in faraway offices, and in consequence
the workers were less likely to develop politically
motivated complaints against management. When
the shop seemed to operate as an agent-less abstract
game, the class conflict that Marx had predicted
evaporated.

Richard Biernacki: The Cultural Construction
of Labor

In The Fabrication of Labor (1995), Biernacki
tries to understand why German unions developed
a more Marxian critique of capitalism than did
British unions, which focused on negotiating a
good deal for workers rather than on changing the
capitalist system. Biernacki traces these differences
to different labor institutions and views of the role
of labor in the production process. In Britain, tex-
tile workers were paid for their output and gener-
ally treated as independent contractors. In Ger-
many, workers thought they were being paid for
the labor itselt—for each pass of the shuttle through
the loom—and they were held under the close
tutelage of managers. British workers thus came to
see themselves as independents who contracted
with capitalists, whereas German workers saw them-
selves as the servants of the capitalist class. Bier-
nacki traces differences in working conditions to
the timing of the rise of markets for commodities
and for labor. In Britain, the market for commodi-
ties arose first, and when a free labor market
emerged, workers saw themselves as producers of
commodities. In Germany, the two markets arose
at the same time, and workers came to view the
labor market as a place to sell their labor power
rather than as a place to sell the products of their
labor. In Biernacki’s account, the capitalist class
gained power in the British case from a happen-
stance of history as it shaped collective under-
standings of the factory.

Howard Kimeldorf: When Does the Working
Class Act as o Class?

In Reds or Rackets? (1989), Kimeldorf takes a
comparative tack on what was in some ways Marx’s



central question: what would cause the working
class to see that they are being exploited and to act
as a class? Kimeldorf compares the postdepression
West Coast longshoremen’s union, which became
radicalized, with its East Coast counterpart, which
did not. On the West Coast, longshoremen had
been recruited from autonomous occupations—
seamen and foresters—made up of liberal northern
European immigrants. On the East Coast, long-
shoremen had been recruited from among new,
conservative Catholic, Irish, and then Italian im-
migrants with no tradition of independent work.
Shipping was also organized more monopolistical-
ly on the West Coast, facilitating concerted labor
action. For Kimeldorf, class interest resulted from
a convergence of the past experience of workers
and the structure of the labor market.

Yehouda Shenhav: Engineers and the
Depoliticization of Management

Yehouda Shenhav’s Manufacturing Rationality:
The Engineering Foundations of the Managerial
Revolution (2000) explores how between 1875
and 1925, American managers came to define their
role not as the suppression of labor but as the tech-
nical coordination of workers and work processes.
They did this in a quest for legitimacy, given the
political activism of the working class. Engineers
translated their expertise in systematization and ra-
tionalization into a management rhetoric, and in
the process they won an increasing share of major
management positions. They spread the word
through their journals that the engineering func-
tion could be extended from the design of ma-
chines to the design and rationalization of the
work process itself and that management would
thus come to be based in science rather than in
politics. Shenhav carries on the tradition of Marx,
in Das Kapital, by exploring the ideological un-
derpinnings of the labor process. By basing man-
agement in abstract engineering science, engineers
made it seem less of a political enterprise to man-
agers and workers alike.

Burawoy, Biernacki, and Kimeldorf find that in
the modern factory it is not capitalists’ coercive
power that caused workers to reject radical union-
ism, but something about the organization of the
factory floor, the timing of industrialization, or the
origins of the working class. In all three cases, it is
not power per se that shapes the economic behav-
ior of the working class. Shenhav traces the decline
of working-class activism to an active engineering
movement to depoliticize management. From
studies focusing on how power shapes economic
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behavior, we now turn to studies focusing on how
social institutions shape behavior.

INSTITUTIONS: THE LEGACY OF WEBER

Marx’s work inspired many of the historical
studies of how power and politics shape economic
behavior. Weber’s work inspired many comparative
studies of how social institutions, customs, and
conventions determine economic behavior. In The
Protestant Ethic, in his various studies of the world
religions ([1916] 1951, [1917] 1952, [1916] 1958,
1963), and in his opus on capitalism, Economy and
Society (1978), Weber tried to understand the ac-
tual customs of different societies, the thinking be-
hind those customs, and the forces that lead to
changes in customs. For Weber, it is the beliefs un-
derlying customs that sustain them. Thus he ar-
gued for the importance of understanding the
meaning of an action to the actor. Rationality is
not in the eye of the beholder, but in the mind of
the actor. Institutions are carried forward by the
shared meaning they embody. Weber also argued
for a broad view of the causes of economic be-
havior. In his comparative studies of the world
religions, Weber argued that economic behavior
is influenced by social institutions in different
realms—Iaw and the state, the religious system, the
class system (Swedberg 1998). In those studies, a
society’s different institutional realms are integrat-
ed—under Hinduism as under Protestantism, these
systems operate in conjunction. They reinforce
one another and follow a common logic, of tradi-
tion or of progress, for instance.

Weber’s work inspired studies that look beyond
the focal economic interaction to understand the
institutional framework within which it occurs.
These studies explore the character of societal in-
stitutions, and the meanings that underlie and up-
hold social conventions.

National Economic Institutions

Max Weber: Protestantism, Catholicism, and the

Rise of Capitalism

Max Weber was a professor of economics in
Germany, but with the publication of The Protes-
tant Ethic and the Spirit of Capitalism ([1905]
2002) he became one of the founders of econom-
ic sociology. Weber traces modern (“rational”)
capitalist customs to the rise of a particular brand
of early Protestantism. By contrast to Marx, who
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always saw class relations behind economic con-
ventions, Weber thought that economic customs
could be shaped by class, tradition, or ideology. In
this case, religious sects with a new ethic gave cap-
italism an unexpected boost (on Weber, see also
chapter 1 by Smelser and Swedberg, and chapter
26 by Wuthnow). A decade after writing The
Protestant Ethic, Weber began work on three thick
volumes on the world religions and economies. In
The Religion of China ([1916] 1951), The Reli-
gion of Indin ([1916] 1958), and Ancient Juda-
ism ([1917] 1952) Weber traced economic sys-
tems to religious ethics and to social institutions
more broadly.

Weber saw in Protestantism a religious ideology
that was compatible with capitalism, and won-
dered why such an ethic had appeared under
Protestantism alone among the world religions.
Early Calvinism taught predestination, or the idea
that one’s destiny in the afterlife was fixed at birth.
While one could not earn a place in heaven, God
gave everyone an carthly calling, and for the anx-
ious, working hard and achieving success in busi-
ness might at least signal divine approval. Calvin’s
God also demanded self-denial and asceticism.
The idea of God’s calling led Protestants to de-
vote themselves to their work, and the idea of
asceticism led them to save. Some argue that
Catholicism promoted the same kinds of behavior
(e.g., Novak 1993), and others argue that Protes-
tantism’s main effect was to promote bureaucrati-
zation of the state (Gorski 1993), but what is
novel about Weber is not so much this particular
argument as his vision of how economy and soci-
ety were intertwined.

In comparing the world’s religions, Weber
found that others were oriented to salvation but
that they preached very different routes (Swedberg
1998, 138). In Protestantism salvation was sig-
naled (if not earned) through piety, asceticism, and
devotion to one’s calling. In Chinese Confucian-
ism and Indian Hinduism alike, salvation was
achieved by accepting one’s given station and
withdrawing from the world in prayer. These reli-
gious cthics fostered traditionalism and compla-
cency rather than activism and entreprencurialism.
Ancient Judaism discouraged rational capitalism by
favoring the life of religious scholarship over that
of entreprencurialism. What Weber demonstrated
in these comparative studies, and what he argued
in Economy and Society, was that economic cus-
toms were related to wider social institutions—the
law and the state, religion, class—and that to un-

derstand economic conventions one must under-
stand their links to these other institutions.

Richard Whitley: Parsing National
Business Systems

Richard Whitley’s national business systems ap-
proach does for the varieties of capitalism what
Max Weber did for the world religions, sketching
the logic underlying each form of capitalism to
grasp the meaning of conventions for actors and
linking economic conventions to the wider institu-
tional milieu. Weber had shown that different reli-
gious ideas about salvation correspond to different
prescriptions for how to behave in this world.
Whitley finds that different national ideas about ef-
ficiency, as institutionalized in national business
systems, correspond with different prescriptions
for economic behavior. Whitley finds that a num-
ber of different economic systems appear to be
about equally effective. Weber did not judge the
efficacy of the different roads to salvation.

Whitley begins with national economic and po-
litical institutions, which offer a particular under-
standing of the relationships between state and
industry, buyer and supplier, finance and industry.
Institutions arise for reasons of history and hap-
penstance, but over time ancillary customs and
conventions emerge that hold them in place—a
process that Brian Arthur (1988) terms “lock-in.”
In a famous illustration, Paul David (1985) shows
that while the typewriter keyboard layout was de-
signed to slow typists to the speed of the early
typewriter, once people learned the arrangement
of the keys it became impossible to introduce a
new arrangement of keys. Once in place, the orig-
inal system was difficult to displace because typists
learned it and found that it proved effective enough.
Whitley and other comparativists argue that eco-
nomic conventions become similarly institutional-
ized, as people come to take them for granted and
learn how to operate with them.

Whitley (1992a) first set his sights on East Asian
business systems. In Japan, the large corporation,
or kaisha, dominates; the bank-dominated busi-
ness group, the descendent of the prewar zaibatsu,
brings together large diverse firms; the state ac-
tively promotes exports and plans industry expan-
sion. In Korea, the family-controlled conglomer-
ate, or chaebol, dominates; symbiotic relationships
among conglomerate members characterize inter-
firm relations; and the state actively promotes the
rise and expansion of huge and stable empires. In
Taiwan and Hong Kong, smaller Chinese family



businesses dominate; interfirm relations are rela-
tively unstructured, with a few medium-sized fam-
ily business groups (jztuangiye); and the state leaves
firms largely to their own devices. These ditferent
systems influence all kinds of economic behavior.
For instance, they influence market entry in new
export sectors, with new firms sponsored by busi-
ness groups in Japan; new firms sponsored by fam-
ilies that own small businesses in Taiwan and Hong
Kong; and new firms subsidized by the central state
under the auspices of existing chaebol in Korea.
What is rational under one system—starting up a
company with family backing—would be folly in
another. Whitley argues that the Asian Miracle is
built on at least three different systems (see John-
son 1982; Cumings 1987; Westney 1987), and in
subsequent studies has found just as much diversi-
ty in European business systems (Whitley 1992b;
Whitley and Kristensen 1996).

Frank Dobbin: How the Economy Came to
Resemble the Polity

Weber shows that across different sociceties, early
religious institutions shaped economic practices.
In Forging Industrial Policy: The United States,
Britain, and France in the Railway Age (1994), 1
show that across different societies, early political
institutions shaped government industrial strate-
gies, and industry itself. Modern industrial strate-
gies were based on the logic of state—private sector
relations. In the United States, the polity was orga-
nized around self-governing communities with a
federal state in the role of umpire. Americans ap-
plied the same principles to railroading, and so the
federal government became referee in a free mar-
ket of sclf-governing enterprises. In France, the
polity was organized through a strong central state
designed to dominate intermediate groups that
could threaten its sovereignty—theirs was a form
of democracy antithetical to the American form.
The French applied the principle of central coordi-
nation to railroading, with the state becoming the
ultimate planner and ruler of the system of private
railroads. Britain’s polity produced yet a third form
of democracy, based on the idea of affording max-
imum autonomy to the citizen. When the British
considered the railroads, they could not imagine
that the state would regulate markets as the Amer-
ican state did or plan routes as the French state
did. The British state left railroaders to their own
devices, and to protect them from other railroads,
they created cartels that would quell cutthroat
competition.
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In each country, the structure of the polity had
shaped the understanding of social order, and
thereby shaped the ideas that emerged for organiz-
ing industry. The economy thus came to reflect the
polity, with the federal state as market umpire in
the United States, the central government as the
guardian and planner of key industries in France,
and a state committed to maximizing individual
initiative in Britain.

Agency and Economic Institutions

Many neo-Weberian institutional analyses neg-
lect interest and agency in the formation of insti-
tutions, and that is certainly true of the studies re-
viewed above (Swedberg 2001). Others emphasize
that the agency of individuals shapes, or is shaped
by, economic institutions. Hamilton and Biggart
argue that in the years after World War 11, political
leaders in Japan, South Korea, and Taiwan chose
industrial strategies that built on traditional au-
thority systems—but they emphasize that these
leaders did choose, and could have chosen other al-
ternatives. Guillén shows that politicians, entrepre-
neurs, and managers make use of idiosyncratic in-
dustrial patterns, building strategies based on their
comparative advantages and thereby reinforcing
idiosyncrasies. Kiser and Schneider use agency the-
ory to explain the particular efficiency of the Pruss-
ian tax system. Carruthers shows how early British
stockholders used trading to further their political
aims.

Hamilton and Biggart: Asian Business and
Precapitalist Socinl Relations

Gary Hamilton and Nicole Biggart (1988; Orru,
Biggart, and Hamilton 1991) explain the origins
of different Asian economic systems in terms of
tradition and agency. They trace these systems to
the actions of postwar politicians, who pursued
strategies of legitimation that built on certain as-
pects of traditional authority structures. For Ham-
ilton and Biggart, postwar state-industry relations
arose by design, but history provided the alterna-
tives from which designers chose.

Japan has powerful intermarket industry groups
under a state that helps them to plan and coordi-
nate. After the American occupying regime dis-
solved the prewar zaibatsu, politicians built direct-
ly on the Tokugawa and Meiji authority system, in
which the shogun, or emperor, was “above poli-
tics” and provided a weak center surrounded by
strong but loyal independent powers (Hamilton
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and Biggart 1988, S81). The postwar Taiwanese
and South Korean states built on two different le-
gitimating aspects of the Confucian political sys-
tem. When Korea was embroiled in a civil war, the
state directed industrial growth, and presidential
cronies became leaders of huge empires. The Rhee
and Park regimes drew on the imagery of the
strong, centralized Confucian state, with weak in-
termediate groups. The result was large family-
dominated business groups beholden to the state.
In Taiwan, Chiang Kai-shek modeled the state on
the late imperial Confucian state’s principle of fair
treatment of the population. The postwar Tai-
wanese state allowed private parties to pursue their
own projects. The resulting system mirrored late
imperial China, with small family-run firms that
had direct contacts with suppliers and buyers. In
each case, politicians who were determined to
build new economic institutions that would have
some legitimacy in terms of tradition deliberately
employed aspects of traditional authority struc-
tures that suited their own goals. Old political in-
stitutions shaped new economic institutions, but
only through the agency of calculating politicians.

Mauro Guillén: Constructing Advantages from
National Differences

Mauro Guillén’s (2001) The Limits of Conver-
yence explores the very different firm and industry
strategies found in the emerging economies of Ar-
gentina, South Korea, and Spain. Guillén chal-
lenges the conventional wisdom about conver-
gence, which is that countries will converge on one
set of “best practices” for making each and every
product. Instead, Guillén finds politicians, entre-
preneurs, and managers relishing and building on
their industrial idiosyncrasies as a means to distin-
guish themselves and to develop unique market
niches. Far from converging, these economies
build on their perceived strengths—trying to re-
main different.

What is striking about these countries is that
across industries—wine making, banking, automo-
biles—broad public policy strategies have advan-
taged different sorts of industry structures and
owners. But each of these public policy strategies
has proven highly profitable under the right con-
ditions. South Korea’s ardently nationalistic and
centralized growth policies have favored huge in-
tegrated business groups over multinationals and
smaller firms. Spain’s pragmatic and flexible ap-
proach to regulation has resulted in a large pres-
ence of multinationals, a wide range of smaller

domestic firms, and huge domestic firms in tradi-
tionally oligopolistic sectors. Argentina’s populist
policy orientation has discouraged foreign multi-
national penetration in some sectors, but has pro-
moted business groups that can provide stability
and the economic basis for wider competition.
Across these countries, parallel industries are orga-
nized quite differently. To be sure, there is more
than one effective way to organize these industries.
Once established, a particular system becomes selt-
reinforcing, as individuals develop economic strate-
gies that build up its strengths. In these cases, states
and legal institutions shape economic behavior as
Weber anticipated they would, but individuals built
on the idiosyncrasies that state policies produced.

Kiser and Schneider: Agency and Efficiency in
Early Prussian Taxation

Edgar Kiser and Joachim Schneider (1995) take
a very different tack on Weber, and a very different
tack on agency. Weber had much to say about the
efficiency of the bureaucratic form, and he distilled
an ideal type of modern bureaucracy from the
nation-states of the ecarly twentieth century. He
was interested in what made formal bureaucracy
efficient, and he argued that the early Prussian
state was particularly efficient at collecting taxes
because it was so bureaucratic. Kiser and Schneider
show that the Prussian state was an efficient tax
collector even before it became bureaucratic, and
they use agency theory to show that it was efficient
because it diverged from the bureaucratic ideal in
ways that were particularly effective given the situ-
ation. Agency theory suggests that rulers seek to
maximize tax revenues, their agents (tax collectors)
seek to maximize their own take from taxes col-
lected, and taxpayers seck to minimize payments.
Prussia developed a system that aligned interests to
maximize the take of the ruler, by, for instance, es-
tablishing long-term conditional contracts for tax
farming that could minimize the cost of rent col-
lection. Kiser and Schneider are part of a small
group of economic sociologists who apply rational
choice principles from agency theory.

Bruce Carruthers: How Politics Shapes
Stock Trades

Bruce Carruthers’s analysis of early British stock
trading exemplifies a related tradition in historical
economic sociology, by showing that politics, and
not narrow self-interest alone, drives economic be-
havior. Weber had argued that political institutions
often shape economic behavior. Carruthers finds



that stock trades were driven by politics as well as
by price. City of Capital: Politics and Markets in
the English Financial Revolution (1996) questions
a central tenet of price theory in economics, name-
ly that sellers choose the buyer offering the high-
est price. There were strong political battle lines in
place in the early 1700s, and large companies exer-
cised significant influence over political decision-
making. Who controlled the East India Trading
Company was of some importance, and major
stockholders were aware of this. In consequence
Carruthers finds that, in the case of important
companies, stockholders with clear political lean-
ings were significantly more likely to sell to mem-
bers of their own political party. This did not go
for professional traders so much as for private
stockholders. Sellers might lose money by con-
straining their sales to members of their own party,
but they were more likely to sell to party members
nonetheless. Carruthers shows that purely political
ideals can influence economic behavior, even in
such seemingly pristine economic realms as stock
trading.

Change in National Economic Institutions

The institutional studies reviewed up to this
point echo two of Weber’s points: economic insti-
tutions follow logics that are meaningful to the
participants who enact them; and economic insti-
tutions are shaped by surrounding institutions,
particularly political institutions. Others take up
Weber’s task of explaining change in economic in-
stitutions, which is exemplified in The Protestant
Ethic. Bai Gao looks at how economic thought in-
fluenced the development of Japan’s modern in-
dustrial strategy. Gao’s books build on the Weber-
ian insight that new ideals can alter economic
institutions. John Campbell and colleagues look at
how changes in one part of an institutional config-
uration led to new governance regimes in Ameri-
can industries. Their study builds on Weber’s in-
sight that economic institutions are integrated
with surrounding institutions.

Bai Gao: The Rise of Japan’s Modern
Industrial Policy

In Economic Ideology and Japanese Industrinl
Policy (1997) and Japan’s Ecomomic Dilemma
(2001), Bai Gao asks how Japan’s unique indus-
trial strategy emerged in the years after 1930.
That strategy emphasized strategic planning of the
economy, the restraint of competition through the
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governance of markets, and the suppression of
short-term profit orientation in favor of long-term
orientation. The approach was influenced by eco-
nomic thought from Europe: Marx’s ideas about
the downside of unbridled competition, Schum-
peter’s ideas about innovation, and Keynes’s ideas
about state management of economic cycles. Jap-
anese policymakers and capitalists who favored
economic stability and industry self-governance (as
opposed to cutthroat competition) used these
ideas to formulate Japan’s unique industrial policy
stance.

In Japan’s Economic Dilemma Gao traces the
consequences of this system in the 1990s. Industry
self-governance had worked well when the econo-
my was booming, but in an economic downturn
firms were free to engage in cutthroat competition
and to make ill-conceived investments to counter
declining profits. If Economic Ideology supports the
Weberian notion that ideas can shape economic in-
stitutions, Japan’s Economic Dilemma supports the
Weberian notion that institutions become resilient
to change. Japan found it hard to change its in-
dustrial policy midstream, even when the old poli-
cy had clearly gone awry.

Campbell, Hollingsworth, and Lindbery:
Changes in Industry Structure

John Campbell, Rogers Hollingsworth, and Leon
Lindberg’s Governance of the American Economy
(1991) shows the diversity of industry governance
structures found in the United States, and devel-
ops a Weberian approach to explaining change in
governance. In studies of eight industries, contrib-
utors identify a series of different industry config-
urations—markets, mergers, monitoring systems,
obligational networks, promotional networks, and
associations. Historical change in industry gover-
nance follows a common pattern. Governance
institutions tend to be stable when surrounding
institutions (state regulation, economic theory,
supplier institutions, the practices of consumers)
are stable. But external shocks can destabilize the
existing structure, whether it is a cartel or a com-
petitive market, leading different groups to vie to
define a new structure. Power is key at critical mo-
ments of change. Campbell et al. challenge the
prevailing view from transaction cost economics
(Williamson 1985), which suggests that firms
change governance forms when it is efficient to do
so. Campbell and colleagues show that poor prot-
itability may stimulate a search for new governance
mechanisms, but many other kinds of shocks can
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stimulate change as well. And it is typically power
that determines which alternative will prevail.

National Management Institutions

Now I turn to comparative studies of internal
management systems. These systems are subordi-
nate to the broad economic systems discussed
above. Weber’s arguments suggest that differences
in internal management systems will be related to
differences in wider institutions, and this is what
many studies find.

Reinhard Bendix: Social Structure and
Management Ideology

Reinhard Bendix’s sweeping Work and Authori-
ty in Industry: Ideologies of Management in the
Course of Industrialization (1956) traces the roots
of management practice and ideology in four set-
tings. Why does management vary across coun-
tries? Bendix looked at countries that differed on
two dimensions, early versus mature industry, and
independent versus state-subordinated manage-
ment. His two-by-two table includes early English
industry (independent management), early czarist
Russian industry (state-subordinated management),
mature American industry (independent manage-
ment), and mature East German industry (state-
subordinated management).

Successful management practices emerged
where industry was autonomous, not where it was
merely mature. It was in the two settings where
management was autonomous, mature America
and early Britain, rather than in the two where
management was mature, America and East Ger-
many, that managers developed ideologies that co-
opted workers by suggesting to them that they too
could benefit from social mobility, as current man-
agers had. In czarist Russia and Communist East
Germany, where managers were not autonomous,
they did not succeed in countering the idea that
managers’ positions were undeserved and that
management was a function of state oppression. In
all four settings, the legacy of old ideas about class
relations, and the reality of present class-state rela-
tions, shaped management patterns. For instance,
in early England, the aristocracy’s power vis-a-vis
the state, and its antipathy toward industry, meant
that the state left capitalist enterprises alone. In
czarist Russia, by contrast, the state fostered early
entrepreneurial activities and held early capitalists
in its grasp, just as it held agricultural aristocrats in
its grasp. In the wake of the collapse of Commu-
nism, an important punch line is that where the

state subordinates entreprencurs and industry to
rule workers directly, the chances for the develop-
ment of a successful managerial ideology are weak.

Like Weber, Bendix was interested in the articu-
lation between ideas and economic practices. He
found that broadly similar economic practices
could attain legitimacy in one setting, but not in
another, largely on the basis of how effective the
ideology of management was.

Wolfyanyg Streeck: Industrial Relations in
Developed Countries

Wolfgang Streeck’s comparative studies of in-
dustrial relations systems build on Weber’s insight
that economic conventions are embedded in a
broad set of societal institutions. Social Institutions
and Economic Performance (1992) compares in-
dustrial relations systems across countries and links
those systems to success in the global economy.
For Streeck, history has produced different sorts of
institutional configurations—Ilabor markets, public
employment policies, educational institutions—in
cach country, and these institutional configura-
tions shape the industrial relations system. But what
are the comparative advantages of different indus-
trial relations systems? Nations with strong insti-
tutions (Germany and Japan) can make choices
about how industry and training will be config-
ured, and those choices can give them a compara-
tive advantage over more marketized nations
(Britain and the United States) where decisions are
left to individuals—where the collective is the sum
of individual decisions.

Germany’s strong labor unions and rich educa-
tional system have allowed it to choose to produce
high-value-added products that require skilled em-
ployees. Britain and the United States simply do
not have the institutional capacity to make the
same decision. The German and Japanese cases
suggest that competitiveness in the modern econ-
omy depends on social institutions that permit
countries to pursue collective goals through their
industrial relations systems, educational systems,
and corporations.

Geert Hofstede: Culturve and Work Values

Geert Hofstede (1980) has taken the Weberian
task of characterizing the work orientation of indi-
viduals to its logical conclusion, developing a
scheme for understanding values in 40 different
countries. His study is based on a survey of em-
ployees of a single multinational corporation with
offices in 40 countries. In describing authority re-
lations and work values across countries, he identi-



fies four dimensions: power distance (acceptable
degree of supervisory control), uncertainty avoid-
ance (degree to which people avoid the unknown
to manage stress), individualism (importance of
the individual versus the group), and masculinity
(relative importance of earning and achievement
versus cooperation and atmosphere). Hofstede
correlates cultural types with societal institutions,
arguing that the psyche is shaped by those institu-
tions. One implication is that rational action takes
very different forms across contexts, depending on
whether close supervision is seen as improper,
whether uncertainty elicits stress, whether individ-
uals are valued over and above the group, and
whether achievement is valued over cooperation.
Hofstede thus fleshes out dimensions of the work
ethic that Weber describes in The Protestant Ethic,
and like Weber he identifies societal institutions as
the ultimate cause of differences.

Japanese Management Institutions

Since the postwar Japanese miracle caught the
attention of economic sociologists, many have
sought to bring Weber’s comparisons of East and
West up to date, to understand the characteristics
of Japanese society and workplace that produced
unparalleled growth rates after World War II.

Ronald Dore: Factory Organization in Japan
and Britain

Ronald Dore’s British Factory—Japanese Facto-
ry (1973) pioneered factory comparisons in the
two hemispheres, showing dramatic differences
between Britain’s market-oriented management
system and Japan’s welfare corporatism. In Britain,
Dore found high labor mobility between firms,
wages set by the external market, weak employee
loyalty, paltry fringe benefits, and poor integration
of unions. In Japan he found low external labor
mobility but an elaborate internal labor market
with extensive training; wages set under the inter-
nal career system; high employee loyalty; elaborate
fringe benefits; and enterprise unions that play an
integral role in the workplace.

Dore rejected the idea that culture explains
these differences, tracing them instead to the tim-
ing of industrialization and to the conditions
under which industrialization occurred. Japan’s in-
dustrial form was forged in the postwar period,
with the most advanced management thinking
available at the time—ideas about worker involve-
ment and long-term incentives to orient employ-

ees’ goals to the firm’s goals. In addition the
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American occupying forces encouraged a collabo-
rative relationship between management and labor.
Britain’s factory conditions were forged in a much
earlier era, before modern ideas about employee
motivation were developed and before the idea
that union-management collaboration could be ef-
fective was popular. Dore was one of the first soci-
ologists to argue that countries would sustain their
unique organizational characteristics, and his re-
cent work (Dore 2000) suggests that countries
have converged little. William Ouchi (1981) brought
the case of Japanese management practices to a
much wider audience, showing that the same prac-
tices that worked well in Japan could have a posi-
tive effect on American firms.

Lincoln and Kalleberg: Comparing Work Systems
in the United States and Japan

Weber suggested that the spirit of capitalism
was fueled by Calvinism, but is work ethic also
shaped by concrete workplace conventions? James
Lincoln and Arne Kalleberg’s (1985) study of
some 8,000 workers in the United States and
Japan suggests that work practices are important.
While corporatist practices are more common in
Japan, they increase worker commitment in both
countries. The Japanese wage system presumes
the absence of an external labor market—wages
are shaped by tenure in the firm’s career system.
In the United States, the wage system presumes
competition across firms, and thus wages reflect
job characteristics, position in the hierarchy, and
union representation (Kalleberg and Lincoln
1988; Lincoln et al. 1990). The received wisdom
about differences between Japan and the United
States was that they were cultural—that both
worker commitment and employer commitment
(to the worker) were part of a broader cultural sys-
tem. Lincoln and Kalleberg’s findings show that
work practices themselves shape commitment.
They build on Weber’s foundation to suggest that
local conventions are as important as broader cul-
tural systems in shaping work ethic.

The Diffusion of Management Institutions

While Weber was most interested in how cus-
toms differ among societies, recent works in eco-
nomic sociology have focused on the factors that
facilitate diffusion across organizations or across
societies (Meyer and Rowan 1977; Powell and
DiMaggio 1991). How do social institutions me-
diate the successful diffusion of an economic con-
vention from one society to another?
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Mawnro Guillén: The Spread of
Management Paradigms

Mauro Guillén’s Models of Management: Work,
Authority, and Organization in a Comparative
Perspective (1994) charts the spread of three im-
portant management paradigms in the United
States, Britain, West Germany, and Spain. Guillén
stands on Bendix’s and Weber’s shoulders, explor-
ing the social structural and ideological factors that
shape ideas about management. What determines
the successful spread of scientific management,
with its time-and-motion studies and focus on the
engineering of work; the human relations school,
with its emphasis on treating workers humanely;
and structural analysis, with its focus on the link
between technical demands and the human factor?
What matters most is the institutionalization of
large, bureaucratized firms that can put a new
management technique into practice when they
truly want to.

Religion plays an interesting role that is typical-
ly neglected. In Spain, the Catholic Church sup-
ported the human relations school for its humane
treatment of workers. In Germany, Protestants
supported the scientific management movement
for its emphasis on individualism and self-reliance.
New practices do not diffuse universally; rather,
they diffuse where existing social institutions are
compatible with them and where systems have the
capacity to effect change. This finding supports
Weber’s notion that societal institutions reinforce
one another when they share an “elective affinity.”

Mavie-Laure Djelic: Copying the American
Model of Capitalism

Marie-Laure Djelic’s Exporting the American
Model: The Postwar Transformation of European
Business (1998) explores why France and Germany
succeeded in importing American-style capitalism
after World War II and why Italy failed. What mat-
tered most was the character of institutions, both
international institutions and national political in-
stitutions. France and Germany adopted the cor-
porate structure (rather than independent owner-
ship), the multidivisional form (rather than the
simple unitary form), and enforced price competi-
tion (rather than cartels). Support from interna-
tional institutions, in the form of the Marshall
Plan; from the local political system; and from the
business community mattered. In the case of Italy,
industry resistance to change, the emphasis of
Marshall Plan administrators on infrastructure over

industry, and the disarticulation of the recovery
plan worked against the American model.

Weberian comparative and historical studies
share a focus on the meanings of social conven-
tions to actors and on the articulation of different
social institutions. Economic conventions are only
replicated to the extent that those who enact them
understand them, so understanding is key to the
persistence of conventions. Diverse social institu-
tions must reinforce economic conventions, and
where they do not, conventions tend to change.
These insights were not Weber’s alone, but his
work brought them to the forefront of economic
sociology more than the work of any other single
author.

NETWORKS AND ROLES: THE LEGACY
OF DURKHEIM

Changes in Networks and Roles

Economic behavior is fundamentally role-ori-
ented behavior, in the view of most economic so-
ciologists. Whereas neoclassical economists tend to
see economic behavior as driven by individual cal-
culations, economic sociologists tend to view it as
driven by norms about social roles. Emile Durk-
heim explored how social networks and social roles
varied across different societies, and much of the
comparative and historical work in economic soci-
ology builds on his insights. The network ap-
proach in economic sociology also carries forward
his insights about the role of concrete social con-
nections in shaping economic behavior.

Emile Durkheim: The Division of Labor

Durkheim tried to understand the emergence of
industrial capitalism through the concrete social
networks that gave rise to an increasing division of
labor. For Durkheim, social networks gave to indi-
viduals the roles and scripts they followed in eco-
nomic life. Interpersonal networks varied dramati-
cally among the societies Durkheim studied, from
the totemic, tribal societies of the South Pacific to
the complex industrial societies of early-twentieth-
century Europe.

The division of labor, where the tasks of sustain-
ing life were divided up, set modern socicties
apart. Durkheim’s The Division of Labor in Society
(1933) explores how social attachment was re-
structured with industrialization, as individuals de-
veloped primary attachments to their occupational



or professional groups rather than simply to their
local communities. In Durkheim’s view, econom-
ic behavior was shaped by social role, and in mod-
ern societies role identity was formed increasingly
by occupation. People identify with those in their
occupations, behaving according to occupational
scripts and norms. One implication is that execu-
tives, physicians, accountants, and janitors follow
economic customs rather than making rational
calculations about how to behave in every situa-
tion they face. Occupational conventions may be
based on rational ideas, but day-to-day behavior is
guided by tradition rather than by active rational
choice.

Viviana Zelizer: The Changing Role of Childven
in Industry

How do social roles change in modern society?
Viviana Zelizer (1987) shows how a network of
social reformers altered the role of children under
capitalism, redefining rationalized roles and chang-
ing behavior. With the advent of the custom of sell-
ing labor by the hour under early industrial capi-
talism, the labor of children was bought and sold
just like the labor of adults. In realms ranging from
factory production to life insurance to foster care
to litigation, children were treated as laborers. Life
insurance for children was designed to replace chil-
dren’s income. Foster parents favored older boys
because of their earning potential. The courts
awarded the parents of children killed in accidents
remuneration based on the child’s lost wages.

A network of social reformers sought to protect
children from the industrial labor market by
changing society’s understanding of their role.
They described childhood as a sacred category and
defined children’s value to parents as primarily
emotional rather than economic. Their successes
could be counted in institutional changes. Most
forms of child labor were outlawed. Life insurance
for children was transformed to provide parents
with compensation for their grief over the loss of a
child. Adoptive parents came to favor baby girls,
who were inferior workers but superior objects of
emotional attachment. The courts awarded griev-
ing parents compensation for their emotional loss.
Between 1870 and 1930, new norms about the
role of children in capitalism were institutional-
ized. Employers themselves came to argue that
children’s time was better spent in schooling that
would prepare them for the workforce. This
change was the result of a social movement that
promoted a new theory of the role of children—a
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new rationalization of childhood centered around
education rather than labor.

Julin Adams: The Principal-Agent Problem in
Dutch Colonial Networks

Like Kiser and Schneider, Julia Adams (1996) is
interested in the problem of agency and revenue
collection among carly European states. She com-
bines network and agency approaches, arguing
with Durkheim that identity often causes individu-
als to conform to economic norms. But identity, in
this case as honorable members of the Dutch colo-
nial empire, was not always enough. The Dutch
East India trading network brought revenues back
to Holland, and in its early stages it did so quite
successfully. Adams shows that this was the case
largely because Dutch agents abroad had no alter-
native network through which to move goods and
receive payments. With the growth of Britain’s
parallel East India trading network, Dutch agents
found an alternative trading route, and many of
them became free agents, acting for their own en-
richment rather than for the good of their princi-
pal, the empire. The weak incentives to stick with
the Dutch network were to blame. The British
Empire reduced disincentives to leave the network,
and its agents were less likely to defect. The struc-
ture of the social network, and its efficacy at bind-
ing individuals, were key to predicting whether
agents would stick with their empires.

Networks and Economic Development

Network position also shapes the roles that dif-
ferent nations play in the international order. Marx
recognized this, and so especially did Lenin ([1916]
1976) in his work on imperialism. Neo-Durkheim-
ian studies (Putnam 1993) that emphasize the pos-
itive effects of strong social networks on develop-
ment have come to play an important role in
recent studies, and hence I discuss networks and
development under the heading of Durkheim.

Immannel Wallerstein: The World System

Immanuel Wallerstein’s (1976-80) sweeping
historical studies of the evolution of the world
system suggest that late developers will follow a
different pattern than early developers, in part be-
cause their profits will be drawn toward early de-
veloping countries rather than remaining at home.
Core countries, in Wallerstein’s model, will buy
raw materials and agricultural goods from periph-
eral countries at low prices. Power, in terms of core
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countries’ capacity to make war and control tech-
nology, keeps peripheral countries in subordinate
positions. Wallerstein’s studies built directly on the
work of Paul Baran (1957; Baran and Sweezy
1966), who similarly contended that differences in
a country’s location in the global trade network
would shape the pattern of development, and that
power was the key factor that permitted developed
nations to extract value from underdeveloped
nations.

Cardoso and Faletto: Economic Dependence
and Industrialization

Cardoso and Faletto’s Dependency and Develop-
ment in Latin America (1979) took on the prob-
lem of the economic dependency of underdevel-
oped nations on developed nations. Cardoso is
best known for his stint as Brazil’s president from
1994 to 2002, but he was also arguably the most
important scholar of development in the 1980s.
Baran (1957) had argued that development would
be stalled in underdeveloped nations by the fact
that developed nations extract value from them—
by the fact that they pay little for raw materials—
farm products, wood, oil, minerals. But Baran’s ar-
gument was something of a blunt instrument.

Cardoso and Faletto refine the idea, arguing that
class characteristics of developing countries shape
their relations of dependency with core countries,
thereby influencing industry structure. The power
of different domestic elite groups is key. Cardoso
and Faletto describe different patterns of local class
incorporation in the international economy, repre-
senting typical phases in the evolution of depen-
dency. At first commercial groups are involved in
the transfer of raw materials. Later the urban mid-
dle classes and the industrial bourgeoisie play roles,
as countries begin to trade in manufactured goods.
When a country starts to substitute local products
for imports, a wider range of social groups be-
comes involved in manufacturing. At each stage,
the collaboration of local elites helps to shape the
kind of relationship a dependent country will have
with the core, with export platform manufacturing
requiring a very different pattern of cross-national
class relations than, say, mining and lumbering.
Here, international cross-class networks shape the
pattern of development.

Gary Gereffi: Multinational Strategy and
Dependent Development

Whereas Cardoso and Faletto find that the in-
ternational network shapes how export industries
will be structured in developing countries, Gary

Gereffi’s (1983) systematic analysis of a single in-
dustry in 14 countries shows a similar pattern
based on the strength of multinationals. Using
J. S. Mill’s comparative method, Gereffi shows that
powerful multinationals producing steroids sup-
press the development of domestically owned
competitors in all of these settings—multinational
power trumps all kinds of domestic configurations.
It is their market power and their willingness to
bend the rules, rather than their efficiency, that
keep multinationals in charge of this industry.

Gereffi and colleagues (Gereffi and Korzenie-
wicz 1994) have refocused comparative studies of
development, turning away from the dependent
nation to the production network, or the “com-
modity chain.” They trace goods from the extrac-
tion of raw materials to the consumer. As transna-
tional corporations made the production process
truly global in many industries, commodity chains
became increasingly complex, wending through
many countries. Case studies of different industries
reveal that transnational corporations make use of
unregulated extractive industries in one location,
low wages in another, and advanced manufactur-
ing techniques in a third. They practice the con-
cept of comparative advantage, shopping for the
best wages, environmental regulations, and so on
for each stage in the production process.

Peter Evans: State Strategies and Elite Networks
in Development

Whereas comparative studies of developed eco-
nomic systems suggest that there are many ways to
skin a cat—that different configurations of state and
industry can produce growth—comparative stud-
ies of developing countries typically focus on the
forces that spur development. Peter Evans has
focused on how networks of bureaucrats, multina-
tionals, and local capitalists can foster develop-
ment. Conventional wisdom suggests that laissez-
faire state policies produce growth. In two books,
one principally on Brazil (Dependent Development
[1979]) and one comparing Brazil with South
Korea and India (Embedded Autonomy [1995])
Evans amends this wisdom. First, he finds that in
virtually all successful cases of development, the
state takes an active role in the promotion of in-
dustry. Comparisons across industries in Brazil make
this clear. Second, he suggests that states need to
be auntomomonus—they need to have burecaucratic
insulation from the military and from other socie-
tal groups—to develop successful growth strate-
gies. Weberian norms of rationality make states ef-
fective managers of the economy. Where capitalists



hold state bureaucrats in their pockets, dynamic
growth rarely ensues. Third, in successful cases of
development, states need to be embedded in soci-
etal networks in order to gain information on in-
dustry and to be able to influence industry. A com-
parison of the information technology industries in
Brazil, South Korea, and India provides evidence:
South Korea best exemplified embedded autono-
my and had the greatest success, but in Brazil and
India, segments of the sector where the state got it
right saw significant successes. For successful de-
velopment, bureaucratic rules must contain the
power of societal groups over the state, but the
state must play an active role in development, and
to do so effectively, state elites must be involved in
networks of entrepreneurs and financiers.

Development studies have increasingly empha-
sized the importance of strong social networks to
the successful pursuit of economic growth. Soci-
eties without adequate “social capital” are disad-
vantaged compared to their peers with rich and
dense networks (Woolcock 1998).

Roles and Institutions in the Transition to
Capitalism

The transition to capitalism has provided a sort of
natural laboratory for analyzing rapid shifts in eco-
nomic practices in Eastern Europe, in the former
Soviet Republics, and in China. In the short run,
the plans for transition via “shock therapy” sketched
by economists such as Jeffrey Sachs (1989) ap-
peared to have failed, and this brought greater in-
terest in sociological analyses of the transition. Fol-
lowers of shock therapy believed that by destroying
socialist economic forms, such as collective owner-
ship, they would unleash the power of markets. So-
ciological analyses suggest that no one particular
system fills the void—not American-style neoliberal-
ism, but certainly not Japanese-style state-industry
collaboration either. As Weber would predict, insti-
tutions do not change so easily. As Durkheim would
suggest, social roles and social networks often ex-
plain how systems change. Here I review only a
handful of studies, as the lion’s share are reviewed
by King and Szelényi in chapter 10.

Ivin Szelényi: The Rise of & Bourgeoisie under
Communism

Ivin Szelényi documented the emergence of
protocapitalist enterprises even before socialism
fell, abruptly, in Eastern Europe in 1989. In The
Intellectunls on the Road to Class Power, Konrad
and Szelényi (1979) showed that intellectuals were
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becoming the ruling class under modern socialism.
Yet by the late 1980s, Szelényi and colleagues
(1988) found that a new bourgeois elite was rising
in Hungary, contrary to all expectations. It was a
farming elite, producing agricultural goods for sale
in private markets. Szelényi found that the partici-
pants were typically from families that had been
entrepreneurial even before the advent of Com-
munism in Hungary. Some 40 years later the en-
trepreneurial inclination survived in these families,
and some developed active and quite successful
businesses targeting unmet demand for agricultur-
al goods in private, unregulated, markets. Szelényi
proposes an argument about the continuity of so-
cial roles at the level of the family. In Hungary,
those whose families were on the path to embour-
geoisement in 1944 put their ambitions on hold,
but revived those ambitions as a private, secondary
economy emerged that allowed them to behave as
entrepreneurs.

David Stark: Path Dependence in Postsocialism

David Stark’s (1992a, 1992b; Stark and Bruszt
1998) laboratory is Eastern Europe after the fall of
Communism. His comparative studies of the tran-
sition to capitalism lend support to the idea that
economic institutions are built on the foundation
of previous institutions. Stark finds that the transi-
tion to capitalism is mediated by the economic and
political institutions of Communism. Tradition
matters even when nations are deliberately trying
to shed the old. In the final analysis, societies with
strong social networks that encourage political par-
ticipation have the greatest potential for growth.

Stark’s study of post-1989 privatization strate-
gies challenges the idea of “cookbook capitalism”—
the idea that one can use a single recipe to create
identical capitalist systems everywhere. Countries
pursuing the recipe for privatization built very dif-
ferent systems, based on pre-1989 institutions and
assumptions (1992b). States chose either corpora-
tions or individuals to acquire stock in state-owned
firms, and they distributed stock either to those
who could buy it or to those who, they deemed,
had a right to it. Czechoslovakia and Poland chose
citizens to acquire stock, the former selling it in a
voucher auction and the latter distributing it
through citizen grants. East Germany and Hun-
gary both chose corporations to acquire stock, the
former selling it and the latter reorganizing enter-
prises that would own themselves. The form of
public ownership of corporations under Commu-
nism, and the structure of elite networks, account
for these differences.
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Which kinds of transitions produce growth:?
Stark and Bruszt’s Postsocialist Pathways (1998)
shows that the structure of social ties matters more
than the extent to which nations have approximat-
ed the neoliberal model of the market. Consisten-
cy in the property rights regime is a precondition
to success, and consistency is a consequence of a
society’s network structure. Where there is a “de-
liberative association” of producers that generates
a market that is open and participatory, policy con-
tinuity and growth ensue. The Czech Republic’s
consistent policies are one result, and they contrast
starkly with Hungary’s policy vacillations.

Victor Nee: Social Roles and Economic Incentives
in the Chinese Market Transition

Victor Nee (1989, 1991, 1992, 1996) studies
the ways in which policy institutions have shaped
the interests of elites in the Chinese transition to
capitalism, and the implications for the transition.
The implicit story is that economic practices and
structures persist because they produce a sort of
equilibrium of interests, but that change in policy
can alter interests and economic patterns. When
public policy encouraged entreprencurialism, gov-
ernment officials were the first out of the gate be-
cause they had the requisite knowledge and access
to resources (Nee 1991). Yet when state cadres
used privileges of position to build enterprises,
they created a crisis of legitimacy in party socialism
that further hastened the move toward capitalism
(Nee 1996). Here a change in the incentives cre-
ated by public policy brought about a new set of
economic behaviors that fed back into the political
system. Policy incentives can also shape the form
of enterprises that emerge under capitalism. In
“Organizational Dynamics of Market Transition”
(1992) Nee shows that China’s transformation did
not spawn a single enterprise form, because public
policy continued to support hybrid forms such as
cooperatives and enterprises owned by local gov-
ernments. These forms were not inherently un-
competitive when they came head-to-head with
private enterprises organized on the Western
model. Their competitiveness depended on whether
public policy encouraged efficiency in the particu-
lar form. Nee’s rich analyses point to the impor-
tance of long-standing social networks among clite
cadres for the transition to capitalism.

Douglas Guthrie: American Management
Practices Spread to China

Douglas Guthrie’s Dragon in o Three-Piece Suit:
The Emergence of Capitalism in China (1999)

charts changes in Chinese management practices
during the 1990s, as a growing number of enter-
prises adopted Western management conventions.
The need to reform is not what determines which
enterprises move toward the Western conventions
of bureaucratic wage and promotion systems, mar-
ket pricing, diversification into the profitable ser-
vice sector, and adoption of company law as a gov-
ernance form. Two other factors determine which
enterprises reform. Networks matter, and specifi-
cally links to Western ideas, through the training of
managers or through joint contracts with Western
firms. And enterprises that had received significant
public subsidies in the past change quickly after
being cut off from the public trough. Guthrie thus
finds that institutional theory, with its emphasis on
crises catalyzing change and its emphasis on the
spread of new strategies through networks, better
explains new corporate strategies in China than
does efficiency theory.

Comparative and historical studies of the transi-
tion to capitalism may best exemplify the promise
of economic sociology, because they tend to draw
on all of its best ideas, bringing insights from the
Marxist, Weberian, and Durkheimian traditions to
bear.

CONCLUSION

Karl Marx, Max Weber, and Emile Durkheim
observed that economic institutions and customs
vary significantly across time and space. All three
were intrigued by what set modernity apart—by
what made modern sociceties different from tradi-
tional societies. Thus all three compared modern
societies to traditional societies, seeking clues
about what made rational economic behavior pat-
terns emerge. Historical economic sociology was
born of this search for what made modernity dif-
ferent. Although they arrived at very different con-
clusions about where modern economic customs
came from—from class struggle under feudalism,
from the norms of Protestantism, or from popula-
tion density and the division of labor—they began
with a common insight, that economic behavior
must be explained by social context. Given the
same set of economic options, people from differ-
ent societies will make very different choices, for
society conditions economic choices.

Economic sociologists have moved from the
question of what produced modern economic be-
havior patterns to that of why people exhibit such
different sorts of economic behavior across mod-



ern societies. Whereas Marx, Weber, and Durk-
heim could not be certain that modern societies
would take as many different forms as ancient so-
cieties, time has shown that nations develop a wide
range of economic behavior patterns. Not only are
Japan, Taiwan, and South Korea quite different
from the West, they are different from one anoth-
er. And the West is not of a piece when it comes to
economic institutions, customs, and behaviors.
Germany, France, Britain, Sweden, the United
States—in these countries we find fundamentally
different labor management systems, corporate
strategies, intraindustry firm relations, supplier-
buyer relations, interindustry relations, and state-
industry relations. Modern common sense suggests
that there must be “one best way” to organize
each of these domains. Comparative economic so-
ciologists demonstrate that there are many differ-
ent ways of organizing these domains—and many
that appear to be about equally efficient. If these
countries do not represent different steps on the
stairway to heaven, or to perfect rationality, then
what explains their differences?

Economic sociologists address this question in
studies that are inductive and comparative. Their
method is inductive because they start out with a
tool-kit of theoretical ideas, but with no firm con-
viction that a single process shapes economic be-
havior. Many of the studies reviewed here are thus
hard to categorize because they use insights from
more than one tradition. Their method is compara-
tive, because only through comparisons can they
discern what it is about a society that produces one
pattern of economic behavior or another—that pro-
duces intermarket business groups, cartels, or verti-
cally integrated firms. The comparisons can be over
time, with an eye to identifying the factors that pre-
cede changes in economic behavior, or across
space, with an eye to identifying the factors that
covary with different economic behavior patterns.

It is worth noting that as a group, economic so-
ciologists do not reject the idea that efficiency plays
a role in shaping economic behavior. But the em-
pirical fact of the matter is that many different kinds
of economic systems operate effectively today, and
so for economic sociologists the problem is to ex-
plain this diversity. The question of what kinds of
economic behavior patterns are actually extin-
guished by their inefficiency is an important one,
but it is remarkable how many different behavior
patterns are not extinguished, or have not yet been.

For well over a century, economic sociologists
have undertaken these inductive and comparative
studies, and they have identified three broad mech-
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anisms that shape economic behavior. First, power
shapes economic institutions and conventions.
Marx found that the emerging bourgeoisie under
late feudalism used their newfound economic re-
sources to move public policy in their direction, so
that policy favored capitalist activities. The mod-
ern state professes neutrality in matters economic,
but Marx found that it pursues policies that favor
particular groups in the name of the collective
good. Under democratic regimes, the powerful
often win the right to establish the rules by which
firms play, but the state and corporations depict
those rules as oriented to efficiency and progress
rather than as oriented to the interests of particu-
lar groups. By analogy, Fligstein shows that as fi-
nance-trained managers sought to win control of
American corporations, they did so with the claim
that their particular form of expertise was unique-
ly well suited to the problems of modern firms.
And Roy shows that the legal rules that made the
corporation the most profitable governance struc-
ture were backed by a particular group of capital-
ists, who succeeded in convincing society at large
that limited liability and kindred legal forms were
good not only for the owners of corporations but
for society. Power often influences the evolution
of economic institutions and customs, and what
makes power effective is the capacity to frame its
exercise as an exercise in pursuing the good of the
nation or firm.

Second, existing economic institutions and cus-
toms shape the new institutions and customs that
emerge. This happens in part because existing in-
stitutions provide models of how the world should
be organized and resources for organizing new
fields of activity in the way that old fields were
organized. Historical studies find dramatic shifts in
economic behavior and institutions over time, but
they also find that countries build on past experi-
ence. Hamilton and Biggart trace the modern in-
dustrial strategies of Japan, South Korea, and Tai-
wan not to postwar innovations in industrial policy,
but to the strategic use of traditional forms of
state—private sector relations. Cardoso and Faletto
find that the pattern of export-sector development
in emerging markets depends on the character of
preexisting class relations. And I find that the log-
ics of state-society relations in the preindustrial
polities of the United States, Britain, and France
informed later state-industry relations.

Finally, networks are the conduits through which
new economic customs diffuse, and through which
power is exercised. Social networks take very differ-
ent forms, and concrete networks determine what
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is possible in economic life and what is not. Thus as
Davis and colleagues have shown, a network of in-
stitutional investors changed the rules of the cor-
porate game sometime after 1970, making it ditfi-
cult for diversified firms to maintain high stock
prices and thereby encouraging their breakup. For
Nee, the network of state cadres (officials) shaped
the transition to capitalism in China by jumping
into the fray as entrepreneurs. For Gao, the close
ties between state officials and corporations in
Japan, and the resulting absence of formal controls
over corporate activity, played a role in the eco-
nomic collapse of the 1990s. Networks also define
social roles for their members, and many studies
have shown that individuals follow social norms un-
thinkingly in economic life rather than making ra-
tional calculations at every crossroad they meet.

Comparative and historical economic sociolo-
gists may emphasize one process or another when
they are trying to explain new business practices or
public coordination of industry, but increasingly
they find all three of these processes at work (Flig-
stein 2001). Once a national economic institution
or a business practice is put into place, and becomes
taken for granted as the most efficient way to orga-
nize a particular domain, some kind of shock is usu-
ally required to displace it. The shock typically sets
oft'a contest among different groups, with different
ideas about what the new policy or practice should
look like. At this point power comes into the equa-
tion, as groups try to use rhetoric and resources to
ensure that their favored solution is adopted. Net-
works often provide the conduits through which
new practices are tested out, and through which
the word is spread. As powerful agents use their
networks to try to convince others of the efficacy of
the economic policy or business practice they favor,
a new policy or practice becomes institutionalized,
often eliminating competitors in the process. Thus
begins a new cycle, in which taken-for-granted
policies and practices are eventually undermined by
challenges, and in which groups vie to define what
will replace them.

NOTE

Thanks to Richard Swedberg, Neil Smelser, Joseph Man-
ning, Bruce Carruthers, and Fred Block for comments and
suggestions.
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3 The New Institutionalisms

in Economics and Sociology

Victor Nee

THE FOCUS on institutions as a foundational con-
cept in the social sciences has given rise to a variety
of new institutionalist approaches. Not since the
behavioral revolution of the 1950s has there been
so much interest in a cross-disciplinary concept,
one that offers a common theme for exchange and
debate. The writings of Ronald Coase, Douglass
North, and Oliver Williamson on the endogenous
emergence and evolution of economic institutions
have inspired a broadly based movement in econom-
ics. In sociology, neoinstitutionalists—principally
John Meyer, Richard Scott, Paul DiMaggio, and
Walter Powell—have redirected the study of or-
ganizations by analyzing how institutional envi-
ronment and cultural beliefs shape their behavior.
In a parallel shift of analytic attention, economic
sociologists—Peter Evans, Neil Fligstein, Richard
Swedberg, and myself—argue for a new focus to
explain how institutions interact with social net-
works and norms to shape and direct economic ac-
tion. The common starting point of these ap-
proaches is the claim that institutions matter and
that understanding institutions and institutional
change is a core agenda for the social sciences.
This chapter does not seek comprehensiveness
in its coverage of the new institutionalisms in the
social sciences.! Instead I focus selectively on the
new institutionalisms in economics and sociology
as a means to lay out core features of a new insti-
tutional economic sociology, which brings back
into the research agenda a crucial focus on ex-
plaining the workings of shared beliefs, norms, and
institutions in economic life. My aim is to integrate
a focus on social relations and institutions into a
modern sociological approach to the study of eco-
nomic behavior by highlighting the mechanisms
that regulate the manner in which formal elements
of institutional structures in combination with in-
formal social organization of networks and norms
facilitate, motivate, and govern economic action.’
Thus both distal and proximate causal mechanisms
are addressed and incorporated into a comparative

institutional analysis of economic life. This entails
revisiting Weber’s ([1904-5] 2002; [1922] 1968)
view that rationality is motivated and guided by sys-
tems of shared beliefs (religious and cultural), cus-
tom, norms, and institutions. A conceptual frame-
work underscoring such context-bound rationality
serves as the foundation for examining the emer-
gence, persistence, and transformation of institu-
tional structures.

NEW INSTITUTIONAL ECONOMICS

In the view of new economic institutionalists, the
old institutionalism offered penetrating and in-
sightful descriptions of economic institutions (Ve-
blen 1909 [1899], 1934; Mitchell 1937; Com-
mons 1934, 1957), but ultimately failed in the bid
to shape the direction of modern economics. In-
stead, it remained a dissident movement within
economics, which, Coase (1984, 230) quipped,
produced a “mass of descriptive material waiting
for a theory, or a fire.” With the limitations of the
old economic institutionalism in mind, he noted
that “what distinguishes the modern institutional
economists is not that they speak about institutions
. . . but that they use standard economic theory to
analyze the working of these institutions and to
discover the part they plan in the operations of the
economy.” Kenneth Arrow (1987, 734) ofters a
similar assessment in his answer to his rhetorical
question, “Why did the older institutionalist school
fail so miserably, though it contained such able an-
alysts as Thorstein Veblen, J. R. Commons, and
W. C. Mitchell?” The new institutional economics
has been influential, he thinks, not because it offers
“new answers to the traditional questions of eco-
nomics—resource allocation and the degree of uti-
lization,” but because it uses economic theory to
answer “new questions, why economic institutions
emerged the way they did and not otherwise.”

Without question new economic institutionalists
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have sought to differentiate themselves from the
old institutional economics by adapting, rather
than rejecting, as did the earlier institutionalists,
neoclassical economic theory. First, Coase’s theory
of transaction cost corrected an important omis-
sion in neoclassical economics, and shows that
Pigou was wrong in arguing that taxation and reg-
ulation are the only effective way to deal with neg-
ative externalities.’ His use of transaction cost rea-
soning is not essentially different from Stigler’s
adding information costs to correct neoclassical
theory. Second, the idea that human agency is “in-
tendedly rational, but limitedly so” (Simon 1957,
xxiv) can be incorporated into a “thick” view of ra-
tional choice as context-bound; as Posner (1993,
80) points out, “rationality is not omniscience.”*
Third, through concepts like “asset specificity” and
“opportunism,” Williamson extended microeco-
nomic reasoning to understudied topics in eco-
nomics such as vertical integration, corporate gov-
ernance, and long-term contracts to show that
transaction cost economizing can generate predic-
tions about the organizational boundaries and
governance structures of firms competing for sur-
vival and profit in a competitive environment.
Fourth, North’s account of institutional change
views organizations as rational actors in pursuing
marginal gains stemming from changes in relative
prices.

The differences between the old and new insti-
tutionalisms may have been overstated, however
(Rutherford 1994).° The old economic institu-
tionalists were not as lacking in theory as Coase’s
quip suggests. Veblen’s concept of cumulative cau-
sation is consistent with modern ideas about ex-
planation and path dependence. Mitchell (1927),
who founded the National Bureau of Economic
Research (NBER), was not a dust-bowl empiricist,
but espoused the idea of research driven by mid-
dle-range theory. Both old and new economic in-
stitutionalisms argue that the mathematical formal-
ism of neoclassical economics has contributed little
to understanding real-world economic behavior.
Both espouse a realist orientation, which, as Coase
(1984, 230) writes, seeks to study economic be-
havior “within the constraints imposed by real
institutions.”*

Figure 1 provides a schematic view of the causal
model posited by the new institutional economics,
as adapted by Williamson (1994, 80) from Richard
Scott. In this model, the institutional environment
is shaped by the rules of the game (see North
1981). The downward arrow indicates that if shifts
in the broad parameters of the institutional

Institutional
Environment

\
Shift Parameters Strategic

/

Governance

= i

\
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FIGURE 1. A model of new institutional economics

environment—property rights, legal change, and
norms—result in altering the relative prices for
firms, this induces changes in governance struc-
tures or efforts by the firm to lobby government.
The model includes a purposive actor whose be-
havioral attributes—“self-interest secking with
guile”—lie behind many of the transaction costs
that governance structures are designed to address.

The Place of Transaction Cost Reasoning

The core concept of the new institutional eco-
nomics is transaction cost—the cost of negotiat-
ing, securing, and completing transactions in a
market economy. In Coase’s (1988, 15) view, neo-
classical economics “is incapable of handling many
of the problems to which it purports to give an-
swers” because it assumes a world of zero transac-
tion cost in which institutions are superfluous to
economic analysis:

In order to carry out a market transaction it is neces-
sary to discover who it is that one wishes to deal with,
to inform people that one wishes to deal and on what
terms, to conduct negotiations leading up to a bar-
gain, to draw up the contract, to undertake the in-
spection needed to make sure that the terms of the
contract are being observed, and so on. These opera-
tions are often extremely costly, sufficiently costly at
any rate to prevent many transactions that would be
carried out in a world in which the pricing system
worked without cost. (Coase 1960, 15)

Hence in contrast to the world of zero transaction
costs assumed in neoclassical economics, transac-
tion cost reasoning provides a method enabling
economists to “study the world that exists.”

In “The Nature of the Firm” (1937) Coase ap-
plied transaction cost reasoning to explain the en-



dogenous existence of the firm in a competitive
market economy. If market transactions were cost-
less, Coase argued, then there would not be suffi-
cient motivation for entrepreneurs to operate
firms. But, in fact, all solutions to the problem of
measuring the performance of agents and enforc-
ing contracts are costly. Information asymmetry
and uncertainty are found in all institutional envi-
ronments; hence the same agency problems found
in markets also apply to the firm. The distinguish-
ing characteristic of the firm is the suspension of
the price mechanism. The entreprencur has the
power and authority within the limits set by the
employment contract to direct workers from one
part of the firm to another. Thus “firms will
emerge to organize what would otherwise be mar-
ket transactions whenever their costs are less than
the costs of carrying out the transactions through
the market” (1988, 7). In other words, the reason
for the firm’s existence is that the “operation of a
market costs something,” and the firm saves on
this cost.

The new institutional economics includes a di-
verse group of economists with important differ-
ences and ongoing debates.” I focus here on three
distinctive approaches—pioneered by Williamson,
North, and Greif—that are of interest to a new
institutional economic sociology. The unifying
theme of all three is the proposition that social in-
stitutions matter to economic actors because they
shape the structure of incentives.

Williamson builds on Coase’s insight that infor-
mation asymmetry and uncertainty make credible
commitment to agreements difficult to secure, in-
tegrating this insight with other literatures.® His
synthesis emphasizes that corporate governance is
principally concerned with addressing the problem
of opportunism and reducing the risk of malfea-
sance in agents’ performance.” By examining the
comparative costs of planning, adapting, and mon-
itoring agents’ performance, Williamson derives
testable predictions about alternative governance
structures. His prediction turns on three types of
asset specificity—site, physical, and human—that
firms encounter. Because firms compete in Dar-
winian-like selection in markets to survive and re-
main profitable (Hayek 1945), they are under con-
tinuous pressure to adapt by economizing on
transaction costs. Hence, where asset specificity is
greater, principals and agents “will make special
efforts to design” a governance structure with
“good continuity properties” to reinforce incen-
tives for credible commitments to agreements. By
contrast, if “assets are nonspecific, markets enjoy
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advantages in both production cost and gover-
nance cost respects” Williamson (1981, 558).1°
Williamson’s contribution has been to build a
theory-driven research program in which core hy-
potheses derived from Coase have been empirical-
ly verified.

A second research program stimulated by
Coase’s seminal essays emphasizes the importance
of property rights in shaping the incentive struc-
ture (Cheung 1970, 1974; North and Thomas
1973; Alchian and Demsetz 1973; North 1981).
Cheung showed that in a neoclassical world of
zero transaction costs, private property rights can
be dropped without negating the Coase theorem,
an insight that North extended to develop a new
institutionalist property rights approach to explain
economic performance. Because transaction costs
make up a significant part of the cost of production
and exchange, North reasoned that alternative in-
stitutional arrangements can make the difference
between economic growth, stagnation, or decline.
The first of the new institutionalists to explicitly
disavow the efficiency assumption of the function-
alist theory of institutions (Schotter 1981), North
asserts that because incentives are structured in in-
stitutional arrangements, perverse incentives abound
and give rise to property rights that discourage in-
novation and private entreprenecurship. It is fre-
quently profitable and more rewarding for political
actors to devise institutions that redistribute
wealth, which can dampen incentives for innova-
tion and private enterprise.

North’s approach is state-centered in that it fo-
cuses analytic attention on the role of the state in
devising the underlying structure of property
rights in society." In his view, the central task in ex-
plaining economic growth is to specify the events
and conditions that provide incentives for political
actors to establish formal institutional arrange-
ments supporting efficient property rights.'? In the
rise of the West, this entailed the dilution of state
control over resources and the emergence of some
form of political pluralism."

Conceived as “humanly devised constraints that
structure political, economic and social interac-
tions,” institutions in North’s view (1991, 97)
consist of formal rules like constitutions, laws, and
property rights and also informal elements such as
“sanctions, taboos, customs, traditions and codes
of conduct.” Although he was among the first to
point to the informal elements of institutions,
North has consistently emphasized the “funda-
mental rules of the game” or the basic ground
rules provided by constitutions and law. These are
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the rules that govern political actors and shape the
structure of property rights that define and specify
the rules for competition and cooperation in mar-
kets. The importance of formal rules is amplified in
modern market economies, where, North argues,
the growth of long-distance trade, specialization,
and division of labor contributes to agency prob-
lems and contract negotiation and enforcement
problems. Though interpersonal ties, social norms,
and sanctions such as ostracism are very important
elements of institutional arrangements, they are
not sufficient in themselves to enforce credible
commitments to agreements, because “in the ab-
sence of effective impersonal contracting the gains
from defections are great enough to forestall the
development of complex exchange” in modern
economies (North 1991, 100).

North’s theory of institutional change applies
standard marginalist theory in its emphasis on
changing relative prices. His economic history of
the rise of the West showed that institutional
change “comes from a change in the relative bar-
gaining power of rulers versus constituents (or
rulers versus rulers), and, broadly speaking, changes
arise because of major, persistent changes in rela-
tive prices” (1984, 260). Changes in relative prices
are in turn often driven by demographic change,
change in the stock of knowledge, and change in
military technology. The dynamics of institutional
change in North’s theory stem from a continuous
interaction between institutions and organizations
within the context of competition over scarce re-
sources. Because institutions are self-reinforcing,
vested interests in the existing stock of institutions
reinforce path dependence in efforts to revise the
rules. Institutional innovations will come from
states rather than constituents because states gen-
erally do not have a free-rider problem (except
sometimes in international affairs), whereas indi-
viduals and organizational actors are limited in
their capacity to implement large-scale changes
due to the problem of free riding."* Entreprencurs
are the agents of change, and organizations are the
players who respond to changes in relative prices,
which include changes in the ratio of factor prices,
changes in the cost of information, and changes in
technology. Organizations are agents of change
when they lobby the state to initiate institutional
innovations that enable economic actors to survive
and profit from changes in relative price.”

Critical of North’s approach, Greif (forthcom-
ing) argues that its focus on formal rules and state
power does not illuminate why economic actors
follow some rules but not others. Although North

acknowledges the role of ideology, cultural beliefs,
norms, and conventions, Greif contends that his
approach to institutional analysis does not provide
an appropriate framework to study how actors are
endogenously motivated to follow rules not en-
forced by the state. North relegates beliefs and
norms to a black box of informal constraints, and
is unable to show how informal rules and their en-
forcement combine with formal rules to enable,
motivate, and guide economic behavior. Greif’s
own approach, applying game theory to examine
how cultural beliefs shape the principal-agent rela-
tionship, giving rise to and sustaining distinct eco-
nomic institutions, is discussed below, in the sec-
tion on the sociological turn in new institutional
€Conomics.

A COUNTERPERSPECTIVE FROM ECONOMIC
SOCIOLOGY

In his influential article “Economic Action and
Social Structure” (1985) Granovetter points out
that “Actors do not behave or decide as atoms out-
side a social context, nor do they adhere slavishly
to a script written for them by the particular inter-
section of social categories that they happen to oc-
cupy. Their attempts at purposive action are in-
stead embedded in concrete, ongoing systems of
social relations” (487). He proffers the view that
“social relations, rather than institutional arrange-
ments or generalized morality [e.g. shared beliefs
and norms], are mainly responsible for the pro-
duction of trust in economic life” (491). He criti-
cizes Williamson’s use of transaction cost reason-
ing in explaining the boundaries of firms for what
he views as unrealistic assumptions of under- and
oversocialized conceptions of human action, “both
hav[ing] in common a conception of action and
decision carried out by atomized actors” (485).
Williamson’s “state of nature” view of markets,
Granovetter contends, is devoid of reference to the
history of concrete relationships and network
structures, failing to take into account “the extent
to which concrete personal relations and the obli-
gations inherent in them discourage malfeasance,
quite apart from institutional arrangements” (489).
Williamson’s Hobbesian conception of hierarchical
authority is also on shaky ground, given the extent
to which congealed social networks in firms struc-
ture power relations; hence, “Williamson vastly
overestimates the efficacy of hierarchical power
(‘fiat,” in his terminology) within organizations”

(499).



Granovetter thus contributed the seminal theme
of embeddedness to the revitalization of the socio-
logical study of economic life. Asserting that even
when economics tries to take into account social
factors, its conception of human action remains
deeply flawed, since both the under- and over-
socialized versions commonly found in economic
analysis assume atomized actors, Granovetter’s ar-
gument tended to frame this revitalization of eco-
nomic sociology in terms of a disciplinary-based
competition with economics. In contrast to trans-
action cost economics’ emphasis on hierarchies in
solving the problem of trust, economic sociolo-
gists guided by the embeddedness approach “pay
careful and systematic attention to the actual pat-
terns of personal relations by which economic
transactions are carried out” (504). The focus on
concrete interpersonal ties is likely to show “that
both order and disorder, honesty and malfeasance
have more to do with structures of such relations
than they do with organizational form” (502-3).
Interpersonal ties play a crucial role in both mar-
kets and firms in securing trust and serving as a
conduit for useful information.'

We must note, however, that interpersonal ties
entail costs, whether in avoiding and resolving
conflict, or in the accumulation of obligations. In-
deed, social relations can be very costly when con-
flict, disorder, opportunism, and malfeasance erupt
in networks. Transaction cost analysis suggests that
entrepreneurs will take such costs into account in
considering alternative forms of economic organi-
zation, including network-based quasi firms. De-
spite the contrast in focus, the transaction cost and
the embeddedness approaches appear to agree that
firms generally prefer social contexts where negoti-
ating agreements is less problematic and costly. In
essence, the embeddedness approach differs from
transaction cost economics in its emphasis on in-
formal solutions to address the problem of trust, as
opposed to formal institutional arrangements. Not
surprisingly therefore, Williamson’s (1994, 85) re-
sponse to Granovetter’s essay was, “Transaction
cost economics and embeddedness reasoning are
evidently complementary in many respects.”

While Granovetter’s embeddedness approach
laid the basis for the revitalization of the sociolog-
ical study of economic life, his sole emphasis on the
nature of interpersonal ties and the structure of
networks contributed to a narrowing of the scope
of economic sociology from the broader insti-
tutional canvass pioneered by its founders. The
causal imagery of the embeddedness approach,
positing variation in the underlying structure of
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concrete social relationships to explain the work-
ings of markets and firms, relies on a conceptual
framework that limits economic sociology’s ex-
planatory power to proximate causes.”” Moreover,
the approach requires the construction of a taxon-
omy of structural contexts as a necessary step to
become sufficiently abstract to generate a powerful
analytical framework."”® By contrast, the classical
sources of economic sociology in the writings of
Weber, Schumpeter, and Polanyi outlined analyti-
cal approaches that pointed to a broad institution-
al canvass of distal and deeper causal forces.

Another limitation is the absence of a clear spec-
ification of mechanisms that explain why econom-
ic actors sometimes decouple from ongoing
networks to pursue economic interests. If, as Gran-
ovetter asserts, a dense network of personal ties
does more than institutional arrangements to se-
cure trust and useful information crucial for com-
plex transactions, then why do economic actors
routinely decouple from interpersonal ties to trans-
act in market exchanges? A defining feature of an
advanced twenty-first-century market economy as
an institutional order is its capacity to enable eco-
nomic agents to switch virtually seamlessly be-
tween transactions within close-knit networks and
with strangers. In sum, the social relations rather
than institutions orientation of this embeddedness
approach introduced an element of indeterminacy
in the new economic sociology, especially in the
context of a global market economy where the vol-
ume of cross-national transactions has increased
through innovations in information technology
enabling complex transactions between strangers
(Kuwabara, forthcoming).

THE SOoCIOLOGICAL TURN IN NEW
INSTITUTIONAL ECONOMICS

Central among sociology’s concerns from its
origins as a social science has been the goal of ex-
plaining institutions, as exemplified in Max Weber’s
and Emile Durkheim’s seminal works on the sub-
ject. It is not surprising, therefore, that there has
been something of a “sociological turn” in eco-
nomics, motivated by difficulties in explaining in-
stitutions and institutional change within the
framework of economic theory (Furubotn and
Richter 1993). If a sociological turn is in progress,
how is it manifested in the recent work of new in-
stitutional economists? To what extent has eco-
nomic sociology influenced their thinking?

In his article “The New Institutional Econom-
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ics: Taking Stock, Looking Ahead,” Williamson
(2000, 595) confesses that “we are still very igno-
rant about institutions” despite the progress made
over the past quarter-century. “Chief among the
causes of ignorance is that institutions are very
complex. . . . pluralism is what holds promise for
overcoming our ignorance.” Williamson’s multi-
level causal model of the economy outlines “four
levels of social analysis” in which the higher level
imposes constraints on the lower level. “The top
level,” he writes, “is the social embeddedness level.
This is where the norms, customs, mores, tradi-
tions, etc. are located. . . . North poses the query,
‘What is it about informal constraints that gives
them such a pervasive influence upon the long-run
character of economies?’ (1991, 111). North does
not have an answer to that perplexing question,
nor do I.” This embeddedness level influences the
lower three levels: level 2, institutional environ-
ment; level 3, governance; level 4, resource alloca-
tion and employment.” Hence it is important to
identify and explicate “the mechanisms through
which informal institutions arise and are main-
tained” (596). Thus the embeddedness perspective
now is in the process of being incorporated into
the new institutional economics. But Williamson
acknowledges that though level 1 shapes the pa-
rameters of what economists study, it “is taken as
given by most institutional economists.”

A sociological turn is apparent in the influence
of Weber, Marx, Polanyi, and Parsons on North’s
conception of institutions as elaborated in Struc-
turve and Change in Economic History (1981).
More recently, in response to confronting the dif-
ficulties of implementing institutional change as an
economic advisor to reformers in the transition
economies of Eastern Europe, North acknowl-
edges a greater interest in understanding the infor-
mal elements of institutions embedded in social re-
lations. Devising new formal rules to institute
market economies in Eastern Europe and the for-
mer Soviet Union has had only limited success; this
has pointed to the intractable nature of social
arrangements embedded in interpersonal ties, cul-
tural beliefs, norms, and old regime institutional
arrangements studied by economic sociologists.”’
Clearly, “Formal rules are an important part of the
institutional framework but only a part. To work
effectively they must be complemented by infor-
mal constraints (conventions, norms of behavior)
that supplement them and reduce enforcement
costs. If the formal rules and informal constraints
are inconsistent with each other the resulting ten-
sion is going to induce political instability. But we

know very little about how informal norms
evolve” (North 1993, 20).

A sociological turn is further evident in new the-
orizing on the importance of cognitive mecha-
nisms. Because beliefs and norms are unobserv-
able, Greif argues, integrating social variables has
been hampered by the fact that any behavior can
be explained by ad hoc assertions about the beliefs
and norms that motivate it. The integration of so-
cial variables in a manner consistent with econom-
ic methodology requires an analytical framework
that can reconcile two seemingly contradictory
views of institutions: the view of institutions com-
mon in economics as constraints created by indi-
viduals and the structural view of institutions as so-
cial facts external to the individuals common in
sociology. Organizational new institutionalists focus
on diffusion of rules, scripts, and models (Meyer
and Rowan 1977), whereas some new institution-
al economists offer game theoretic models of en-
dogenous motivation stemming from systems of
shared beliefs and norms (Greif [1994] 1998).”
Although game theory does not offer a theory of
institutions, Greif argues that it does offer an ap-
propriate analytical framework to incorporate soci-
ological variables into economic analysis of insti-
tutions. It does not provide a theory of the
constraints defining the parameters of strategic in-
teraction, but it offers deep insights on the dy-
namics of choice within constraints. It provides a
theory of social behavior in which actors’ optimal
course of behavior depends on the behavior and
expected behavior (cultural beliefs and social
norms) of others.”” It also incorporates a realistic
view of the social world in which information is
asymmetric and actors are interdependent and mo-
tivated to act in a particular manner. It offers a
method to examine how strategic interactions give
rise to and sustain self-enforcing institutions. Greif
([1994] 1998) has extended its application to the
comparative institutional analysis of economic be-
havior using cases studies drawn from medieval
European and Mediterranean economic history.
He models the recurrent strategic social interac-
tions that sustain institutions in equilibrium.*

Overall, economists interested in studying social
institutions have found that the more they come to
understand the workings of institutions as endoge-
nous to social processes in society, the more their
work must address questions that lead them to
turn to sociology for answers. New institution-
al economists apparently agree that advances in
understanding institutions requires integrating
sociological variables—shared beliefs, norms, and



social relationships—to understand motivation to
follow rules.

NEW INSTITUTIONALISM IN ECONOMIC
SOCIOLOGY

In 1898 Emile Durkheim founded the Année so-
ciologique, establishing modern sociology as a dis-
cipline dedicated to the comparative study of in-
stitutions. Since then, Durkheim’s conception of
institutions as systems of shared beliefs, norms,
and collective sentiments has persisted to shape the
sociological approach to their study. Max Weber
similarly pioneered the interpretive study of socie-
tal institutions through his comparative analysis of
cultural beliefs, economy, and polity. Reinterpret-
ing the classics of European sociology, Talcott Par-
sons later synthesized the institutionalist ideas
associated with Durkheim, Weber, Pareto, and
Tonnies into a structural-functionalist framework
for modern sociology. He too conceived of insti-
tutions as organized systems of cultural beliefs,
norms, and values common to most individuals in
a society, systems giving rise to socially structured
interests that organize incentives for individuals.
His outline of a theory of institutions adumbrated
the idea of choice within institutional constraints.
Parsons’s Economy and Society (1956), coauthored
with Neil Smelser, established economic sociology
as a subfield in American sociology. Like Parsons,
Robert K. Merton viewed institutions as structures
of opportunity, shaping the interests and strategic
action of individuals.

The new sociological institutionalism reformu-
lates the earlier European and American institu-
tionalist approaches in sociology through the lens
of a different generation of American sociologists.
Sociological new institutionalism has been closely
identified with the perspective on organizational
analysis pioneered by Meyer and Rowan (1977)
and many other organizational theorists of the
Stanford “legitimacy” school, and canonized in a
widely used anthology, The New Institutionalism
in Organizational Analysis, edited by Powell and
DiMaggio (1991). DiMaggio and Powell (1983)
introduce into neoinstitutional theory the influ-
ence of Max Weber’s and Herbert Simon’s ideas,
evident in their treatment of how organizational
fields emerge and then constrain the action of
agents under conditions of uncertainty. The ele-
ments of a new institutional economic sociology I
lay out below include ideas and insights from this
organizational research program, which are inte-
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grated into a framework of sociological research
that examines context-bound rationality shaped by
custom, networks, norms, cultural beliefs, and in-
stitution arrangements, as in The New Institution-
alism in Sociology, edited by Brinton and Nee
(1998). The new institutional economic sociology
builds on the pioneering work of Barnard ([1938]
1964 ), Homans (1950), and Blau (1955), analyz-
ing the manner in which interpersonal ties in firms
and markets interact with formal institutional
arrangements (Nee and Ingram 1998).

For a new institutional economic sociology to
make advances in explaining the role of institutions
and institutional change, it is important to have a
definition of institutions appropriate for analysis
from the sociological perspective that emphasizes
the causal effect of social structures. Institutions
are not simply the formal and informal constraints
that specify the structure of incentives, as defined
by North (1981), or discrete institutional elements—
beliefs, norms, organizations, and communities—
of a social system (Greif, forthcoming), but funda-
mentally they involve actors, whether individuals
or organizations, who pursue real interests in con-
crete institutional structures. An institution in this
view is defined as & dominant system of interrelated
informal and formal elements—custom, sharved be-
liefs, conventions, novms, and rules—which actors
orient their actions to when they pursue their inter-
ests. In this view, institutions are social structures
that provide a conduit for collective action by fa-
cilitating and organizing the interests of actors and
enforcing principal-agent relationships. It follows
from this interest-related definition that institu-
tional change involves not simply remaking the
formal rules, but fundamentally requires the re-
alignment of interests, norms, and power.**

As economic sociology moves beyond the earli-
er perspective on embeddedness, the challenge is
to specify and explicate the social mechanisms de-
termining the relationship between the informal
social organization of close-knit groups and the
formal rules of institutional structures monitored
and enforced by organizations and states. The new
institutional economics has contributed to explain-
ing the emergence and maintenance of formal
institutional arrangements that shape economic
behavior. However, as North (1993, 12) acknowl-
edges, economics has largely “ignored the infor-
mal constraints of conventions and norms of be-
havior.” Economists pose probing questions about
the social dimensions of economic life as they en-
counter the limits of economic analysis of institu-
tions (North 1991; Williamson 2000). Their ques-
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tions address the manner in which informal social
organization and formal rules combine to shape the
performance of organizations and economies.
With recent advances in application of game theo-
ry, economists recently have begun to incorporate
informal institutional elements into their models
of economic performance (Greif, forthcoming).
While economic sociologists may not have all the
answers, clearly in cross-disciplinary research
aimed at explaining the capacity of social institu-
tions to facilitate, motivate, and govern economic
behavior, sociology’s comparative advantage is to
address questions that focus on the social mecha-
nisms that shape economic behavior. As Smelser
and Swedberg point out, “the concept of embed-
dedness remains in need of greater theoretical
specification” (1994, 18).

Figure 2 provides a schematic representation of
the multilevel causal model for the new institu-
tionalism in economic sociology, which is related
to, but different from, the new institutionalist
models proposed by Williamson (1994). The insti-
tutional environment—the formal regulatory rules
monitored and enforced by the state that govern
property rights, markets, and firms—imposes con-
straints on firms through market mechanisms and
state regulation, thus shaping the incentives struc-
ture. The institutional mechanisms operating at
this level are distal, as opposed to the proximate
network mechanisms at the micro- and meso-levels
of individuals and their interpersonal ties. Institu-
tional mechanisms encompass the deeper causes
because they shape the incentive structure for or-
ganizations and individuals, and thereby the con-
texts in which proximate mechanisms operate. The
institutional-level mechanisms posited by econo-
mists and sociologists, despite differences in be-
havioral assumptions and conceptual language, are
not as far apart as is commonly perceived. New in-
stitutional economists emphasize incentives struc-
tured by the monitoring and enforcement of for-
mal rules, a mechanism widely accepted by both
political economy and sociology. The new institu-
tionalism in economic sociology specifies the man-
ner in which the norms of close-knit groups inter-
act with formal rules in the realization of interests.
The variety of market mechanisms schematically
represented in the downward arrow from the insti-
tutional environment to the organizations includes
those embedded in labor markets, capital markets,
raw material markets, and so on. Surprisingly per-
haps, economists generally do not focus on mar-
kets as such, but just assume their existence in the
neoclassical view of perfect competition in markets
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FIGURE 2. A model for the new institutionalism in
economic sociology

underlying the supply-demand curve. The institu-
tional framework encompasses formal rules of the
institutional environment and informal rules em-
bedded in ongoing social relations, which interact
to shape economic behavior.

Organizations through collective action lobby
for changes in the formal rules to make them in
closer accord with their interests. Industry-based
associations and professional lobbyists act as agents
representing their interests. Groups of organiza-
tions are arrayed in an organizational field. The
production market is a close-knit network of firms
in an industrial sector arrayed in a status hierarchy
of perceived quality.® In White’s (2001) model of
the production market, firms compete and maneu-
ver for advantage and status with peer firms in
a market niche. They are guided by the signals
they read from the operations of their peers. In
competitive markets, pressures on firms stemming
from Darwinian selection processes necessitate an
interest-related logic of strategic action, differing in
emphasis from the legitimacy-centered orientation
of nonprofit organizations—public schools, muse-
ums, day-care centers—which are dependent on
state and federal government and philanthropy for
resources. Legitimacy is also important for enter-
prises, as manifest in firms’ investments in pro-
moting brand-name recognition, reputation for
reliability and quality service or product, and com-
pliance with federal and state laws, but legitimacy-
secking is driven mainly by the firm’s interest in its
survival and profitability in competitive markets.
For nonprofit organizations, especially, legitimacy
is essential social capital, increasing the chances for
optimizing access to scarce resources. In both for-
profit firms and nonprofit organizations, legitima-
cy can be viewed as a condition of fitness that en-
ables them to enhance their survival chances and
secure advantages in economic and political mar-



kets. Processes of conformity with the rules of the
game and cultural beliefs in organizational fields—
isomorphism—motivate and guide organizations,
endogenously giving rise to increasing homogene-
ity within an organizational field (DiMaggio and
Powell 1983).2

The social mechanisms facilitating, motivating,
and governing the action of organizations in orga-
nizational fields or production markets are not dis-
similar from those influencing strategic action of
individuals in close-knit groups. Mechanisms of
conformity in close-knit groups have coercive, nor-
mative, and mimetic aspects (Homans [1961]
1974). Actors are motivated by interests and prefer-
ences, often formed and sustained within such
groups. Rationality is context-bound and embed-
ded in interpersonal ties. Individual interests and
preferences are enfolded in “welfare-maximizing”
norms, which, depending on the incentives struc-
tured in the institutional environment, reinforce
compliance to formal rules through self-monitoring
or give rise to decoupling arising from opposition
norms (as discussed below).

Informal Institutional Elements

The bottom box of our causal model overlaps
with the earlier embeddedness concept, which ar-
gues that the nature and structure of social rela-
tionships have more to do with governing eco-
nomic behavior than do institutional arrangements
and organizational form. Specifically, Granovetter
(1985, 490) refers to the “role of concrete per-
sonal relations and structures (or ‘networks’) of
such relations in generating trust and discouraging
malfeasance,” which he attributes to the human
preference for transacting with individuals known
to be trustworthy and for abstention from oppor-
tunism. But what explains motivation for trust-
worthiness and abstention from opportunism in
ongoing social relationships? Why is trustworthi-
ness found more commonly in ongoing social rela-
tionships than in transactions between strangers?

The answer is found in specifying the mecha-
nisms intrinsic to social relationships that develop
and maintain cooperative behavior within close-
knit groups, enabling actors to engage in collective
action to achieve group ends. These mechanisms
are rewards and punishment in social exchange and
their use in the enforcement of social norms—
shared beliefs and statements about expected be-
havior.”” Social exchange theorists have explicated
the mechanisms involved, empirically in Blau’s
(1955) classic study of social exchange and net-
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works in a federal bureaucracy, The Dynamics of
Bureaucracy, and theoretically in the network ex-
change literature pioneered by Homans ([1961]
1974), Emerson (1962), and Blau (1964). Nu-
merous studies in natural settings and in laborato-
ry experiments confirm the efficacy of social re-
wards and punishment in facilitating, motivating,
and governing trustworthy behavior and absten-
tion from opportunism with respect to the norms
of the group.?® Enforcement of norms within close-
knit groups occurs spontaneously in the course of
social interaction among members through the ex-
change of social rewards (i.c., esteem and status)
for behavior that conforms to the group’s norms,
and punishment (i.e., disapproval and ostracism)
for violating them. As Homans ([1961] 1974, 76)
perspicaciously points out: “The great bulk of con-
trols over social behavior are not external but built
into the relationship themselves.” Frequency of in-
teraction, a characteristic feature of close-knit net-
works, lowers the cost of monitoring members of
the group, assuming they are in close enough con-
tact with one another that information about
members’ conduct is common knowledge. Axel-
rod (1984) eftectively simulated the operation of
network mechanisms in his tit-for-tat model,
showing that reward and punishment in repeated
exchanges—when actors take into account the
weight of the future, as in ongoing relationships—
motivate cooperative behavior. In sum, trustwor-
thiness and reliability as forms of cooperative be-
havior arise from rational action responding to
social rewards and punishment in networks or
close-knit groups.

In his detailed account of the interactions in the
work group he studied made up of a supervisor, 16
agents, and one clerk, Blau (1955) provides a rare
illustration of how self-interested action of individ-
uals endogenously produces the informal social or-
ganization of a close-knit work group. In the work
group Blau studied, agents consulted fellow agents
about the appropriate legal rules that applied to
their case, rather than bring their questions to the
attention of the supervisor who evaluated their
work. Blau observed that the informal interactions
between agents involved a social exchange similar in
logic to a decentralized market exchange:

A consultation can be considered an exchange of val-
ues; both participants gain something, and both have
to pay a price. The questioning agent is enabled to
perform better than he could otherwise have done,
without exposing his difficulties to the supervisor. By
asking for advice, he implicitly pays his respect to the



58 Nee

superior proficiency of his colleague. This acknowl-
edgement of inferiority is the cost of receiving assis-
tance. The consultant gains prestige, in return for
which he is willing to devote some time to the con-
sultation and permit it to disrupt his own work. The
following remark of an agent illustrates this: “I like
giving advice. It’s flattering, I suppose, if you feel that
the others come to you for advice.” (Quoted in
Homans 1974, 343)

Blau found that the more competent the agent,
the more contacts she had with other agents, and
the higher the esteem in which she was held. A few
agents who were perceived as competent but who
discouraged others from consulting them were
disliked and had fewer contacts. These findings
highlight the importance of social rewards and
sanctions (e.g., esteem and disapproval) in the nor-
mative regulation of informal social organization.
Routine social exchanges, such as the one de-
scribed by Blau, comprise the informal social or-
ganization that emerges and sustains the perfor-
mance of formal organizations (Nee and Ingram
1998).

Norms are the informal rules that facilitate, mo-
tivate, and govern joint action of members of
close-knit groups. They arise from the problem-
solving activity of individuals as rule-of-thumb
guidelines for expected behavior. Throughout his-
tory, norms have coordinated group action to im-
prove the chances for success—the attainment of
rewards—through cooperation. As statements of
shared beliefs about expected behavior, norms
evolved together with language, as in the norms
uttered by early hunting parties to coordinate ac-
tion during the course of the expedition. Norms
probably evolved through trial and error, with suc-
cess the arbiter of why a particular norm persists in
equilibrium across generations and diffuses to dif-
ferent groups.” Members of close-knit groups co-
operate in enforcing norms because not only their
interests are linked to the group’s success, but their
identity as well (White 1992).

The Relationship between Informal and Formal
Institutional Elements

In uncovering the social norms of Shasta Coun-
ty, a sparsely settled rural county of northern Cali-
fornia, where local ranchers and suburbanites main-
tain ongoing multiplex relationships, Ellickson
“was struck that they seemed consistently utilitari-
an”; from which he inferred that “members of
a close-knit group develop and maintain norms

whose content serves to maximize the aggregate
welfare that members obtain in their workaday
affairs with one another” (1991, 167).* Norms co-
ordinating individuals’ activities, as in the conven-
tion of arriving in a timely fashion at an agreed-
upon social engagement, are not difficult to explain
since it is easy to show that self-interested individu-
als share a common interest in complying with this
convention. But the prisoner’s dilemma norm is
more difficult to explain since self-interested indi-
viduals derive a greater payoff for opportunism in a
prisoner’s dilemma game. What makes this game so
interesting is that this type of dilemma is such a
common feature of social and economic life. It is
the prisoner’s dilemma aspects of human interac-
tion that give rise to opportunism in contractual
agreements and in ongoing social relationships. To
a degree, all social exchange resembles the prison-
er’s dilemma game insofar as there is always a temp-
tation not to reciprocate a good turn provided by a
friend or acquaintance (Hardin 1988). The prison-
er’s dilemma norm involves higher costs of moni-
toring and enforcement than coordination norms
because it is always in the self-interest of individu-
als to free ride or defect. Hence, prisoner’s dilem-
ma norms must be welfare-maximizing in terms of
the Kaldor-Hicks criterion in order to create suffi-
cient rewards to individuals to overcome the temp-
tation to do so (Ellickson 1991, 171; Posner 1986,
11-15).*

The nature of the relationship between informal
social groups and formal organizations can sub-
stantially affect the cost of monitoring and enforce-
ment of formal rules in institutional and organi-
zational environments. The norms of close-knit
groups can contribute to the realization of the or-
ganization’s goal if the interests embedded in wel-
fare-maximizing norms are, broadly speaking, con-
gruous with the incentives embedded in the formal
rules. This condition is met when members of
close-knit groups or networks perceive that their
preferences and interests are aligned with the or-
ganization’s capacity to survive and profit. It is
strengthened when members of networks identify
with the organization’s goals. This gives rise to en-
dogenous motivation in networks to enforce formal
rules, which substantially lowers the cost for orga-
nizations to monitor and enforce through formal
sanctioning mechanisms, providing the necessary
and sufficient conditions for high-level group per-
formance in line with formal organizational goals.
However, close coupling between informal and for-
mal rules does not necessarily give rise to efficiency
and high organizational performance. Indeed, pop-



ulation ecologists argue that the environment se-
lects adaptive organizational forms independent of
the collective will and effort of individuals acting
within the organization (Hannan and Freeman
1989). For example, many high-technology firms
renowned for the high morale and commitment of
management and employees to achieve corporate
goals have fallen by the wayside.

In contrast, when the formal rules are at odds
with the interests and identity of individuals in
close-knit groups, the welfare-maximizing hypoth-
esis predicts the rise of opposition norms that fa-
cilitate, motivate, and govern the action of individ-
uals in those groups. Opposition norms enable
networks to coordinate action to resist either pas-
sively, through slowdown or noncompliance, or
actively, in manifest defiance of formal rules and
the authority of organizational leaders. This leads
to increase in the cost of monitoring and enforcing
formal rules as the incidence of opportunism and
malfeasance increases. There is also a higher level
of uncertainty and information asymmetry as
members of close-knit networks collectively with-
hold information that might lead to discovery of
opportunism and malfeasance. When group per-
formance facilitated, motivated, and governed by
opposition norms reaches a tipping point, the nec-
essary and sufficient conditions for demoralization
and oppositional movements at the organizational
and institutional levels are met. The incentives and
disincentives emanating from the institutional en-
vivonment, in combination with intervests, needs,
and prefevences of individuals, influence whether
norms and networks give vise to a close coupling of
informal and formal rvules, or decoupling through
opposition norms.*

In the new institutional economic sociology
purposive action by corporate actors and individu-
als (usually in close-knit networks) cannot be un-
derstood apart from the institutional framework
within which incentives—including legitimacy—
are structured.

Despite differences in local and regional history
and culture, the laws and regulations monitored
and enforced by the federal government apply to
all regions of the United States, with very few ex-
ceptions. Variations in locality and region may
limit the effectiveness of monitoring and enforce-
ment, but they do not give rise to different under-
lying rules. Not only is the constitutional frame-
work invariant, but federal rules aim to extend the
power of the central state uniformly. As North’s
(1981) theory emphasizes, the state is the sover-
eign actor specifying the framework of rules that
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governs competition and cooperation in a society.
The state has the power to enact and enforce laws
and initiate institutional innovations to secure and
uphold public goods and respond to changing rel-
ative prices (Stiglitz 1989).

Laws, like norms, are statements of expected be-
havior, ideas framed with moral and ethical au-
thority backed by state power. Whether as ideolo-
gy or as cultural beliefs, they define the parameters
of legitimate behavior to which organizations and
individuals adapt. In keeping with disciplinary
traditions, economists emphasize the costs of op-
posing the coercive forces of the state, and organi-
zational sociologists emphasize the value of legiti-
macy gained through compliance with the state’s
rules. But in actuality, whether the price of non-
compliance is perceived as costs imposed by fines
and penalties or as a loss of legitimacy is moot since
both are costly to the firm.

The institutional mechanisms of monitoring and
enforcement operate directly on firms and non-
profit organizations through the costs of penalties
and withholding of federal grants and contracts,
but also have indirect effects. The increase in costs
of discrimination—loss of legitimacy and financial
penalty—following institutional changes during
the civil rights era decisively opened American
mainstream organizations to formerly excluded
cthnic and racial groups (Alba and Nee 2003). The
civil rights movement and the legislative changes
enacted by Congress created a normative environ-
ment in which legitimacy was conditioned on fair
governance through formal protections of the
principle of equality of rights (Edelman 1990,
1992). Equal employment opportunity law (EEO)
defined broad parameters and guidelines of legiti-
mate organizational practices with respect to mi-
norities and women. Because the civil rights laws
have weak enforcement features and are ambigu-
ously stated, organizations construct the meaning
of compliance “in a manner that is minimally dis-
ruptive of the status quo” (Edelman 1992, 1535).
This enables organizations to gain legitimacy and
hence resources through the appearance of abiding
by civil rights legislation. However, “once in place,
EEO/AA [affirmative action] structures may pro-
duce or bolster internal constituencies that help to
institutionalize EEO /AA goals” (1569). The civil
rights laws may have their largest impact indirectly
through professionals who generate “ideologies of
rationality” or cultural beliefs about how organiza-
tions should respond to the law. Not only do high-
profile landmark court cases (e.g., Texaco, Coca-
Cola)* impose direct costs through penalties and
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loss of legitimacy to specific firms, but a more far-
reaching effect of these court decisions, along with
legal advice about what organizations can do to in-
sulate themselves from costly litigation, is to gen-
erate cultural beliefs about the rationality of self-
monitored compliance with antidiscriminatory laws.
This is manifested in the diffusion of EEO-
specified grievance procedures in organizations
(Edelman, Uggen, and Erlanger 1999). Thus ide-
ologies of rationality and cultural beliefs have
combined with the incentives and disincentives of
the institutional environment, mediated by state
regulation and market mechanism. This is consis-
tent with the causal model in figure 2, suggesting
that mechanisms of isomorphism align with the
structure of incentives stemming from formal rules
of the institutional environment.*

ILLUSTRATIVE STUDIES IN NEW INSTITUTIONAL
EcoNoMIC SOCIOLOGY

The causal model in the new institutional eco-
nomic sociology integrates a micro-foundation
based on an account of the rational pursuit of in-
terests, influenced by social relations and norms,
with the idea that each economy has an institu-
tional framework. As figure 2 indicates, causal mech-
anisms operate in both directions, from macro to
micro and micro to macro levels of analysis. The
multilevel causal model moves beyond the earlier
embeddedness perspective toward a social relations
and institutions approach to explanation of the
emergence, persistence, and transformation of eco-
nomic institutions and behavior. As a conceptual
framework, the new institutionalism in economic
sociology offers an open architecture for generat-
ing theories at the middle range extending the so-
ciological approach to understanding economic
behavior. The central challenge in new institution-
al economic sociology is to specify and explicate
the nature of the relationships between elements at
different levels of the multilevel causal model to
explain how informal social organizations interact
with large institutional structures. Here are four il-
lustrations of such use of a multilevel causal model.

Weberian Model of Economic Growth

Evans and Rauch (1999) specify a three-level
causal model to examine the effect of Weberian
state structures on economic growth in developing
economies. They argue that the characteristic fea-
ture of the institutional framework of the develop-

ment state, as opposed to the predatory state, is
the presence of relatively well developed bureau-
cratic forms of public administration. As Weber ar-
gued in his theory of bureaucracy, the introduction
of merit-based recruitment offering predictable ca-
reer ladders established the basis for long-term
commitments to bureaucratic service. Whether in
the Meiji bureaucracy in Japan or in late-develop-
ing industrial economies like China, the develop-
ment of modern bureaucratic capacity at the service
of reform politicians was critical to government’s
ability to monitor and enforce rules oriented to-
ward promoting economic development. At the
level of individual action, close-knit groups of elite
bureaucrats share norms and goals shaped by mer-
itocratic rules for recruitment and promotion,
which reduces the attractiveness of corruption.
This Weberian model provides an alternative to
Shleifer and Vishny’s (1994, 1023) “grabbing
hand of the state” model that conflates bureaucrats
and politicians, showing that politicians invariably
“try to influence firms to pursue political objec-
tives” inconsistent with the objective of economic
growth. In the Weberian model, bureaucrats are
distinct from politicians insofar as they are vested
with long-term careers governed by meritocratic
rules of recruitment and promotion. Norms,
shared belief in meritocratic service, and national
development goals not only reduce the temptation
of corruption but over time give rise to compe-
tence and credibility of commitment to civil ser-
vice dedicated to the public good. The result is in-
creased organizational capacity of the state, which
in turn enables and motivates reform-minded
rulers to increase revenues through economic
growth rather than predation.
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Organizational
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(Time Span)
Individual Shared norms and goals
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F1GURE 3. Evans and Rauch’s model on the effects of

Weberian state structure on economic growth



A Dynamic Game-Theoretic Model of
Deinstitutionalization

A multilevel causal model provides analytic
leverage in understanding the emergence of mar-
ket economies in postsocialist China, Eastern Eu-
rope, and the former Soviet Union. When Western
economists traveled to Eastern Europe and the
former Soviet Union to advise reformers at the
onset of market reforms, their advice consistently
emphasized big-bang approaches to instituting a
market economy by designing sweeping changes in
the formal rules governing property rights and
markets. They assumed that formal rules—that is,
constitution, civil law, and other regulations—
instituted by administrative fiat would establish a
modern capitalist economy (Sachs 1995). Such ef-
forts at capitalism by design overlooked the reali-
ties of power and interests vested in the ruins of
Communism.* By contrast, the incremental re-
form approach taken by reformers in China al-
lowed economic actors to base their choices of in-
stitutions on trial and error that balanced speed
with a credible record of success. This more evolu-
tionary approach to market transition soon gave
rise to the most dynamic economy in the world. In
China, institutional change was driven not so
much by top-down changes in the formal rules,
but by bottom-up realignment of interests and
power as new organizational forms, private prop-
erty rights, and market institutions evolved in an
economy shifting away from central state control
over economic activity to market-driven firm per-
formance.* Changes in formal rules governing the
emerging market economy tended to follow ex post
changes in the informal business practices, and
were therefore more in keeping with the real inter-
ests of political and economic actors.”” As in the
former Soviet Union, however, efforts to reform
state-owned enterprises through formal rule changes
in China also proved largely ineffectual because, in
part, ex ante changes in formal rules often ran
counter to the vested interests and conflicting
sources of legitimacy of the Communist Party or-
ganization entrenched in state-owned firms.

Nee and Lian’s dynamic game theory model
(1994) of declining ideological and political com-
mitment helps to explain deinstitutionalization of
the Communist Party in departures from central
planning in transition economies. The technological
and military gap that grew during the Cold War be-
tween the advanced market economies and state so-
cialist countries precipitated reform efforts by Com-
munist elites to narrow the gap through innovations
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that sought to incorporate in the institutional
framework of central planning increased reliance on
the market mechanism. But at the individual level of
party bureaucrats and officials, the growth of eco-
nomic and political markets increased the payoff
for opportunism and malfeasance, which in turn
sparked within close-knit groups of party members
a group-based social dynamic leading to declining
ideological and political commitment to the Com-
munist Party. This is demonstrated in a tipping
point model wherein opportunism and malfeasance
among party members, initially small, eventually
reaches a critical mass. The reform leaders in the
party attempt to address the problem through cam-
paigns aimed at punishing malfeasance. Over time,
however, declining commitment reaches a critical
tipping point, precipitating demoralization and col-
lapse of the Communist Party as an effective ruling
organization. This in turn paves the way for deinsti-
tutionalization of the party and far-reaching change
in political institutions, including political revolu-
tion, in reforming state socialism. This game-
theoretic model provides an explanation for de-
clining organizational performance, highlighting
the embedded nature of ideological commitment
among party members and specifying the social
dynamics that produce the tidal shift from commit-
ment to the party’s rules and goals to widespread
opportunism and defection. The model links
change in the incentive structure of the institutional
environment—from redistribution to market—to
the emergence in close-knit party networks of belief
in opportunism as the expected behavior, presently,
in a ruling party founded on an ideology opposed
to such behavior. This sociological explanation for
the rapid and relatively nonviolent collapse of
Communist polities in Eastern Europe and the

Institutional A rapidly growing technological Regime
Environment and economic gap between changein
state socialist economies and reforming

the advanced market economies state socialism

Communist reformers’

initiation of economic
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FIGURE 4. Nee and Lian’s dynamic model of declin-
ing political commitment in state socialism
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former Soviet Union is an alternative to standard
economic and political interpretations (Aslund
1995; Beissinger 2002). In China and Vietnam,
where Communist parties still retain power, the
model predicts a cumulative decline of ideological
and organizatonal commitment to the party.

A Signaling Model of the Market Mechanism

White’s (2001) theory of production markets
portrays them as social structures constructed by
producers in response to uncertainty arising up-
stream and downstream in particular market nich-
es. When a new market niche emerges, new and es-
tablished firms gear up production as they enter
the market. Inevitably they must make investment
and production decisions in a state of uncertainty
with respect to upstream suppliers and down-
stream buyers. Applying Spence’s (1974) signaling
theory and Burt’s (1992) model of rational action
in networks, White argues that firms watch for cues
and clues emitted by rival firms, as each firm adapts
products for the market niche.

Thus the social construction of a market com-
prised of producers in a niche stems from the at-
tempts by firms to interpret and use information
from signals emitted by peers, as they maneuver
and compete for position in the production mar-
ket. Firms watch each other, and use signals from
other firms to guide their choices and action. They
search for their identity through the signals from
competitor firms about the quality of their prod-
ucts or services. A firm’s reputation for quality is
crucial to its survival. Through mutual signaling of
perceived quality, firms order themselves in a peck-
ing order—their market profile—in the niche. In
the production market firms may form strategic
alliances to strengthen ties or decouple from spe-
cific ties with member firms to disengage from
dependencies. The outcome over time is an insti-
tutional framework of stable industrial sectors
comprised of networks of firms. White’s model
specifies and explicates a market mechanism arising
endogenously from producers signaling each other
in the production market. The identity of member
firms in that market is framed by its roles and
norms. White profters a sociological view of mar-
kets as social structures in which producers act as
the interface between upstream suppliers and
downstream buyers—an alternative model of mar-
kets as a social institution, differing from the neo-
classical economic assumption of perfect competi-
tion in markets.
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A Study of Close Coupling between Informal
Norms and Formal Organizational Goals

In a classic ethnography of shop-floor work
norms and the emergence of institutionalized rules
of advanced capitalism, Burawoy (1979) integrates
insights from the Marxist theory of the firm with
the context-bound utilitarian view of rational ac-
tion of managers and employees in a large indus-
trial firm. His organizational analysis shows that
the emergence of internal labor markets and the
shift of management styles to the image of an in-
ternal state grew out of the firm’s strategy of adap-
tation to competition arising from global markets.
Introducing these characteristic institutional fea-
tures of advanced capitalist firms induced a rise of
individualism among employees competing in in-
ternal labor markets for advancement and promo-
tion. Self-organized activity among employees also
increased. Burawoy maintains that the informal
games and norms of close-knit shop-floor work
groups led to norm-based consent between em-
ployees and managers supporting the goals of
management. The informal employee consent in
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FIGURE 6. Burawoy’s model of shop-floor work
norms and monopoly capitalism



turn gave rise to the institutional environment of
advanced capitalism characterized by industrial
peace and high productivity.

SUMMARY COMPARISON

Opverall, the new institutionalisms in economics
and sociology are unified around the view that
neoclassical economics is limited by its unrealistic
behavioral assumption of individual utility maxi-
mization, its conception of homo economicus, and
its unrealistic assumption of zero transaction costs,
as if institutions, social relations, and cultural be-
liefs were superfluous to understanding economic
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and organizational life. Notwithstanding this shared
viewpoint, these institutionalist approaches should
be viewed as distinct but related research programs
with overlapping assumptions and shared con-
cepts. Table 1 offers a summary comparison be-
tween them.

Durkheim’s methodological holism has had a
powerful influence on institutional theory in orga-
nizational analysis, as has its origins in studies of
nonprofit organizations. This is evident in its be-
havioral assumption emphasizing nonrational ac-
tion molded by codified and legitimated beliefs,
scripts, myths, rituals, and rationalized stories. In
the foundation essay by Meyer and Rowan (1977),
there is little mention of the pressures imposed on
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organizations by the motive to survive and profit
in competitive markets. Rather, the organization’s
practical action and strategy are principally moti-
vated by concern for securing and maintaining le-
gitimacy. Organizational neoinstitutionalists tend
to reject utilitarian conceptions of purposive action
to embrace what they perceive as a cultural turn in
social theory. The behavioral assumption empha-
sizing the nonrational cultural basis of social action
integrates Durkheim’s conception of institutions as
social molds with insights from ethnomethodolo-
gy (Garfinkel 1967; Cicourel 1974; Giddens 1979)
and social theorists who are leading the cultural
turn in sociology (Goffman 1967; Berger and
Luckmann 1967; Douglas 1986; Bourdieu [1972]
1977, Swidler 1986). Notwithstanding, DiMaggio
and Powell (1983) incorporate bounded rationali-
ty in their conception of organizational actors, and
hence their seminal essay provides a useful bridge
linking new institutional economic sociology with
organizational theory.

At the other end of the continuum, new insti-
tutional economics explicitly assumes bounded
rationality: individuals intend to be utility maxi-
mizing, but are limitedly so, due to uncertainty, in-
formation asymmetry, and imperfect cognitive
ability. Its basic underlying view of human agency—
“self-interest seeking with guile”—is, despite Pos-
ner’s (1993) remarks to the contrary, distinct from
and not readily incorporated into the neoclassical
view of homo ecomomicus, who is wholly rational,
having complete information and perfect compu-
tational skills.

New institutional economic sociology stands at
the center, between the economists’ assumption of
bounded rationality and the cultural turn in orga-
nizational sociology. Despite differences in em-
phasis, its conception of organizational action is
complementary with core arguments advanced by
DiMaggio and Powell (1983) on interest-driven as-
pects of isomorphic adaptation by organizations to
their institutional environment. Despite similarities
in emphasis, it differs from economics in building
on “a broader formulation of rational choice”
(Granovetter 1985, 506), in which rationality is
viewed as context-bound—often decisively influ-
enced by shared beliefs and norms monitored and
enforced by mechanisms arising from social inter-
actions in close-knit networks and groups. Thus ra-
tional action in economic life is facilitated, motivat-
ed, and governed by shared beliefs, social relations,
norms, and institutions—a view that is inconsistent
with neoclassical economics’ assumption of an
atomistic, utility-maximizing homo economicus.

Although transaction cost economics assumes
individual opportunistic actors, its unit of analy-
sis—economic transactions—is operationalized at
the organizational and institutional levels. Individ-
ual-level action is seldom a focus of analytic atten-
tion. Economists unproblematically extend their
conception of individual-level action to corporate
actors in a conceptual framework that views insti-
tutions as the rules of the game and organizations
as the players. North’s (1990) theory of institu-
tional change turns on the assumption that organi-
zations respond efficiently, even when gradually, as
rational actors to changing relative prices, mounting
collective action to pressure for changes in the for-
mal rules of the game that enable them to adapt to
the new price structure. North’s theory of institu-
tional change, however, overlooks the powerful in-
ertial forces within organizations stemming from
past investments in stable formal rules, informal
social organization, and opposition norms (Stinch-
combe 1965).

Organizational new institutionalists emphasize
professionals as actors driven by concern for legit-
imacy in their relationship to particular organiza-
tional fields and to the broader institutional envi-
ronment. Rules, scripts, myths, stories, and menus
provide the rationalized guidelines for strategic
and practical action. But as in transaction cost eco-
nomics, individual-level action is implicit in neoin-
stitutional organizational theory, and is uncom-
monly a focus of empirical attention, except by
reference to the role of professionals as occu-
pational groups. Neoinstitutional theory shifts at-
tention away from informal social structures and
processes inside the organization, emphasized by
old institutionalists like Barnard, Selznick, and
Blau, to focus on actors at the levels of the organi-
zational field and the institutional environment.
The actors that matter are external to the organi-
zation, in professional associations and legitimacy-
monitoring agencies.

In accord with the embeddedness perspective’s
emphasis on proximate causes embedded in net-
works, new institutional economic sociologists
often focus on individual-level actors, whether en-
trepreneurs or employees. Agency and the pursuit
of interests are facilitated, motivated, and gov-
erned by social relations, shared beliefs, norms,
and institutions. Established organizations often
appear inert, from this perspective, because they
face powerful inertial forces; instead new orga-
nizational forms generate the pressures for insti-
tutional change (Ingram 1998). In this respect
economic sociologists agree with organizational



sociologists that rational action by organizational
actors is problematic, not only because it is difficult
to measure, but because unintended consequences
of individual-level rational action and path depen-
dence at the institutional level greatly complicate
matters at the organizational level.

As DiMaggio and Powell (1991) point out,
there are many more definitions of institutions
than there are new institutionalisms in the social
sciences, because scholars have been casual in de-
fining them. Despite the profusion of definitions,
there is an underlying consensus about this matter
in economic and sociological new institution-
alisms. Organizational new institutionalists con-
ceive of institutions as systems of rationalized
myths and routines, conformity to which confers
legitimacy upon organizations. While their con-
ceptual language may differ, the underlying theme
of institutions as rule-governed social construc-
tions is consistent with new institutionalist eco-
nomics and economic sociology, which share simi-
lar definitions of institutions as dominant systems
of interrelated formal and informal rules that facil-
itate, motivate, and govern social and economic
behavior. Economic sociology differs from eco-
nomics, however, in the view that institutions are
not simply the formal and informal constraints that
specify incentives and disincentives, as in North
(1981), but fundamentally encompass socially con-
structed arenas in which actors identify and pursue
interests. Although economists acknowledge the
importance of informal social organization, their
analysis emphasizes the role of the state in enforc-
ing formal rules. Economic sociologists emphasize
the norms produced and maintained in close-knit
groups that comprise the informal social organiza-
tion in firms. As they see it, ongoing interpersonal
ties and networks are crucial to understanding the
nature of the relationship between informal social
organization and formal rules.

New institutionalists in economics and sociolo-
gy concur that regulatory rules monitored and en-
forced by the state and statelike organizations frame
the underlying social structure of the institutional
environment. Formal rules are important in eco-
nomic analysis insofar as they define the incentive
structure for organizations and firms, as in the
rules governing property rights. Economists em-
phasize the monitoring and enforcement of formal
rules by the state as the crucial macro-level mech-
anism. They simply assume markets and instead
focus explanatory attention on changes in the rela-
tionship between the economic and political actors
(e.g., North and Weingast 1989). Organizational
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analysts, in turn, highlight organizations’ quest for
legitimacy as the motor that drives conformity to
institutionalized rules and practices through coer-
cive, normative, and mimetic mechanisms. The
mechanisms of isomorphism operate within the or-
ganizational field, promoting increasing homo-
geneity among organizations. New institutional
economic sociology once again occupies the cen-
ter, drawing on insights on the role of the state in
implementing institutional innovations and on le-
gitimacy as a motivating interest of organizations.
Economic sociologists borrow insights from orga-
nizational research on the importance of isomor-
phism as a macro-level causal mechanism, but their
focus on firms and entrepreneurs as opposed to
nonprofit organizations (i.c., public schools, local
government, museums, hospitals) imparts greater
attention to specifying and explicating how market
mechanisms and state regulation shape the way
economic actors compete for survival and profits.*

With respect to specification of micro-level
mechanisms, organizational sociologists emphasize
organizational action oriented to mimicking, con-
formity, and decoupling. New institutional eco-
nomists build on a modified version of the maxi-
mizing assumption of neoclassical economics. The
integration of information asymmetry and uncer-
tainty confers a greater level of realism on bound-
ed rationality. New institutional economic soci-
ology conceives of micro-level mechanisms as
stemming from the interest-driven action of indi-
viduals influenced by ongoing social relations,
shared beliefs, norms, and institutions.

The sources of the new institutionalisms in eco-
nomics and sociology are diverse, reflecting differ-
ences in emphasis, behavioral assumptions, and
core organizing concepts. Economic new insti-
tutionalists extend the Smithian classical tradition
of economic reasoning through the writings of
Coase, Knight, Commons, North, and William-
son, but they also borrow key insights from Weber,
Marx, and Polanyi in their understanding of insti-
tutions and institutional change. In organizational
analysis, institutional theorists extend Durkheim’s
view of institutions as “social facts” that mold so-
cial behavior and Weber’s view of the importance
of cultural beliefs in motivating social and eco-
nomic action. New institutionalists in economic
sociology extend insights from Weber’s method-
ological individualism and pioneering work in
comparative institutional analysis focusing on sys-
tems of shared beliefs, law, bureaucracy, markets,
and the state; from Marx’s theory of capitalist eco-
nomic institutions, which anticipated the concept
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of transaction costs in analyzing the nature of the
relationship between capitalists and workers; and
from Polanyi’s concept of social embeddedness
and analysis of the institutional mechanisms giving
rise to and maintaining modern market economies.
They also draw on insights from economics, espe-
cially following the recent sociological turn in eco-
nomics that has increased the areas of overlapping
concerns.

CONCLUSION

Sociological analysis of the nature of the rela-
tionships between networks, norms, and large in-
stitutional structures in economic life is at an early
stage. As economic sociology refines and deepens
its explanation of the nature of these relationships,
it will necessarily draw on a variety of method-
ological and theoretical tools. Insights from cogni-
tive science, behavioral economics, game theory,
and computer simulation of the emergence, diffu-
sion, and transformation of norms and beliefs can
contribute to deepening understanding of the
micro-macro links (Marsh 2002). These methods
can also contribute to understanding the stability
of customs, conventions, norms, and beliefs.

Central to the research agenda of a new institu-
tional approach is to bring comparative institu-
tional analysis back into economic sociology. Much
of this work to date has involved qualitative histor-
ical analysis of one or two case studies. While such
work has led to advances in understanding the re-
lationship between institutions and economic be-
havior, the use of quantitative methods moving
beyond case studies to engage systematic cross-
national firm-level studies can specify and explicate
how variable features of the institutional environ-
ment affect firms’ behavior in the global economy.
Comparative institutional analysis of firm-centric
data on sources of perceived costs in the institu-
tional environment offers a promising approach to
the measurement of transaction costs. Though
transaction cost is the core theoretical concept of
new institutional economics, economists have yet
to measure this concept in a manner useful for em-
pirical analysis.* As it refers to the costs stemming
from uncertainty and information asymmetry em-
bedded in social relations (e.g., the principal-agent
relationship), it is a concept of significant interest
to sociologists as well. The development of stan-
dardized indexes of transaction costs arising from a
variety of institutional sources (i.e., property
rights, uncertainty, transparency of rules, resource

dependence, bureaucracy, government regulation,
state predation) using firm-centric data opens the
way for a more differentiated account of how the
institutional environment influences economic be-
havior.* Economic sociologists, for example, can
fruitfully extend the ecological reasoning of orga-
nizational sociology to examine discrete patterns in
institutional environments that support distinct or-
ganizational forms. For example, what features of
the institutional environment—*“institutional ecolo-
gy”—support modern public-owned corporations
as opposed to the traditional family-owned firms in
the global economy?

The idea of path dependence, imported into
economics from the physical sciences, has deep-
ened social science understanding of institutional
change (Nelson and Winter 1982; David 1986;
Arthur 1988). Path dependence refers to the lock-
in effects stemming from initial conditions on sub-
sequent development and change in the institu-
tional environment. Economic historians have
used the idea productively to explain the stability
of institutions and the persistence of institutional
arrangements that may later be inefficient for eco-
nomic actors, given changes in relative prices
(North 1990; Greif [1994] 1998). Hamilton and
Feenstra (1998, 173) show that the idea of path
dependence is adumbrated in Weber’s theory of
economic rationalization, which maintains that
“entreprencurial strategy is necessarily embedded
in an array of existing economic interactions and
organizations.” Further research is needed to deep-
en understanding of path-dependent institutional
change and especially of the relationship between
the persistence of informal institutional elements
and change in formal rules (Nee and Cao 1999). It
is the stability of informal institutional elements—
customs, networks, norms, cultural beliefs—that
disproportionately accounts for path dependence
in institutional arrangements.

Just as economists find it useful to incorporate
the idea of embeddedness in their models of the
economy, so economic sociology can benefit from
integrating economic ideas that are complementa-
ry to the modern sociological approach. Econom-
ic exchange is a specialized form of social exchange
(Homans 1974, 68); hence the mechanisms facili-
tating, motivating, and governing social processes
extend to economic behavior. Cross-disciplinary
trade with economics has been useful to sociology
in the past, as evident in the extensive borrowing
from economics by the founders of modern sociol-
ogy, and in the influence of imported ideas such
as human capital, social capital, and path depen-



dence. New institutional economic sociology is
well positioned to benefit from, and contribute to,
intellectual trade with economists, especially in
light of their turn to sociology for understanding
about the social dimension of economic life.

NOTES

I am very appreciative of the careful reading of an carlier
draft, and excellent comments generously provided by
Rachel Davis, Paul DiMaggio, Oliver Williamson, Paul In-
gram, Sonja Opper, Rudolf Richter, Richard Swedberg, and
Brett de Bary. Thanks to Wubiao Zhou and Suzanne Wright
for their research assistance.

1. Recent reviews provide overviews of the new institu-
tionalisms in economics (Eggertsson 1990; Williamson
1994; Furubotn and Richter 1997), in organizational analy-
sis (DiMaggio and Powell 1991; Ingram and Clay 2000), in
rational choice political science (Ordeshook 1990; Weingast
2003), and in historical institutionalism (Thelen and Stein-
mo 1992; Hall and Taylor 1996; Pierson and Skocpol
2003). Scott (2001) offers a useful conceptual inventory of
advances in organizational new institutionalism.

2. See Granovetter 1992 for an application of a social
constructionist approach to the study of economic institu-
tions. Granovetter offers an interpretive account of institu-
tions amenable to historical studies of institutions and insti-
tutional change.

3. Coase believes nonetheless that state intervention can
be effective, but not always or automatically.

4. Furubotn and Richter (1997) show, however, that
bounded rationality cannot be incorporated in neoclassical
economics as such.

5. A thoughtful review of the old economic institutional-
ism by Hodgson (1998) argues that habitual behavior was
the starting point of its institutional analysis. The old insti-
tutional economist examined patterns and regularities of
human behavior—habits—as the basis for the approach to
macroeconomic systems. It was not that the old institution-
alists failed to generate important findings, but they were
displaced by the rise of mathematical economics. See also
Yonay 1998 for an examination of the conflict between the
old institutionalists and neoclassical economists.

6. Stinchcombe (1997) in fact views Coase’s “The Nature
of the Firm” (1937) as an important contribution to the old
economic institutionalism’s core research agenda, identify-
ing the institutional elements making possible the competi-
tive structure of capitalism. According to Stinchcombe,
Coase’s analysis of the nature of firm boundaries comple-
ments Commons’s work on the noncontractual basis of the
contracts that constitute the firm. Williamson (1981,
549-50) explicitly acknowledges his own intellectual debt to
Commons (1934), who “recognized that there were a vari-
ety of governance structures with which to mediate the ex-
change of goods or services between technologically separa-
ble entities. Assessing the capacities of different structures to
harmonize relations between parties and recognizing that
new structures arose in the service of these harmonizing
purposes were central to the study of institutional econom-
ics as he conceived it.”

7. Significant early writings of the new institutional econ-
omists influenced by Coase’s classic essays include Alchian
1950; Alchian and Demsetz 1972, 1973; Cheung 1970,

New Institutionalisms 67

1974; Davis and North 1971; Demsetz 1967, 1968, 1983;
North and Thomas 1973; Barzel 1982, 1989; Williamson
1975, 1985; and Ostrom 1990. In a recent review, William-
son (2000) includes six Nobel laureates among key figures
in the new institutional economics: Kenneth Arrow, Fried-
rich Hayek, Gunnar Myrdal, Herbert Simon, Ronald Coase,
and Douglass North. The founding of the International So-
ciety for New Institutional Economics by Coase, North, and
Williamson in 1996 has provided an annual forum for new
work, much of it empirical, and has greatly expanded the
scope of research addressed by new institutional economists.

8. Specifically, Williamson makes use of the contract law
literature and the organization literatures of Barnard
([1938] 1964) and especially the Carnegie school (Simon
1957; March and Simon 1958, Cyert and March 1963).

9. “Problems of contracting are greatly complicated by
economic agents who make ‘false or empty, that is, self-
disbelieved threats or promises’ (Goftman 1959, p. 105),
cut corners for undisclosed personal advantage, cover up
tracks, and the like” (Williamson 1981, 554).

10. Transaction cost economics concurs with population
ccology’s core assumption that competition in a market
economy is the driving mechanism of adaptive fitness of or-
ganizational forms (Hannan and Freeman 1989) and offers
a firm-level answer to their question, “Why are there so
many kinds of organizations?” Its predictions have been
confirmed in empirical tests (Joskow 1988; Shelanski and
Klein 1995; Masten 1993).

11. Because the essence of property rights is the right to
exclude, North (1981) reasoned that the state, which has a
comparative advantage in violence, plays a key role in spec-
ifying and enforcing property rights. North’s theory of the
state is neoclassical insofar as it assumes that rulers seek to
maximize revenue through an exchange of protection and
justice for revenue from constituents. Although the ruler
has an interest in devising property rights to maximize state
revenues, the existence of rivals capable of providing the
same services constrains the state. Because the free-rider
problem limits the ability of constituents to carry out soci-
cty-wide institutional change, the state, which as a monop-
olist does not face a free-rider problem, is the source of in-
stitutional innovations.

12. Campbell and Lindberg (1990) analyze how a weak
state structure like the United States derives enormous
power through its control of formal rules governing proper-
ty rights.

13. North and Weingast (1989) argue that in the English
case, the key events and conditions stemmed from the erup-
tion of the tension between ruler and constituent that gave
rise to institutions limiting the capacity of the state to ex-
propriate resources from producers, and hence the needed
incentives to fuel economic growth through innovation and
private enterprise.

14. Libecap (1994) integrates public choice theory with
new institutional economics to develop a property rights ap-
proach to institutional change that takes into account polit-
ical and economic interests.

15. For example, the demise of China’s planned economy
led to a change in the structure of industrial production and
an increase in labor demand (changing relative prices). The
state’s response was to liberalize rules on internal migration
and household registration in rural areas.

16. A second prong of Granovetter’s critique was to point
to the limitations of the functionalist claim that institutions
and generalized morality are solutions to problems in eco-
nomic life, a claim that “fails the elementary tests of a sound
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functional explanation laid down by Robert Merton in
19477 (1985, 488-89). In orienting economic sociology to
study the effect of interpersonal ties and network structures
on economic performance, Granovetter is well aware of a
slippery slope leading to functionalism within a social rela-
tions approach. It is not uncommon in the embeddedness
literature, for example, to uncover arguments positing the
advantages of networks as (1) solving efficiently the problem
of trust, (2) providing ready access to fine-grained, timely,
and reliable information, and (3) allowing collective prob-
lem solving by entrepreneurs. This leads to his methodolog-
ical emphasis on the need for economic sociology to study
the history of concrete interpersonal relations.

Because “enormous trust and enormous malfeasance may
follow from personal relations” (492), Granovetter argues it
is impossible to determine ex ante whether reliance on
interpersonal ties will cement trust or give rise to opportu-
nities for malfeasance ex post. It is necessary therefore to
examine through historical case studies how specific inter-
personal ties and network structures evolve (McGuire,
Granovetter, and Schwartz 1993). To succeed in its compe-
tition with new institutional economics, the embeddedness
approach needs to demonstrate that interpersonal ties have
more to do with shaping economic behavior and perfor-
mance in markets and hierarchies than do organizational
forms. Along these lines, Granovetter has proposed a rival
hypothesis to transaction cost economics, which asserts that
variation in the structure and nature of interpersonal ties ex-
plains vertical integration of firms: “we should expect pres-
sures towards vertical integration in a market where trans-
acting firms lack a network of personal relations that
connects them or where such a network eventuates in con-
flict, disorder, opportunism, or malfeasance. On the other
hand, where a stable network of relations mediates complex
transactions and generates standards of behavior between
firms, such pressures should be absent” (1985, 503).

17. As Richard Miller (1987) points out, proximate caus-
es are often shallow when contrasted with the deep determi-
native causes identified with large structures and processes.

18. Here I use virtually verbatim a comment provided by
Paul DiMaggio.

19. Williamson’s multilevel model in which a higher level
constrains the lower level differs from the multilevel model
I propose in figure 2 for new institutional economic sociol-
ogy, where each level is in mutual dependence with the
other. As Paul DiMaggio has pointed out to me in a personal
communication, the latter approach offers a “co-evolution-
ary model, with phenomena at different levels mutually con-
stituting contexts within which each evolves.”

20. See Rona-Tas 1994; Eyal, Szelényi, and Townsley
1998.

21. New institutional organizational analysis represents
more diversity in viewpoints on agency than is often ac-
knowledged. For example, DiMaggio, Powell, and Scott dif-
fer with Meyer and Rowan in their interest in taking into ac-
count agency—actors who share beliefs and norms; hence
the former are closer to the position articulated by Greif
than to the structuralism of Meyer and Rowan.

22. Its use is restricted to analyzing social interactions in
equilibrium, a situation in which each player’s behavior is
optimal given the perceived and expected behavior of others
in the game.

23. In his influential study of the Maghrebi and Genoese
traders in late medieval economic history, Greif ([1994] 1998)
demonstrated the use of game theory to explicate the manner
in which social variables such as beliefs, norms, and networks
motivate economic action. Both groups of traders relied on

community-based social institutions to solve principal-agent is-
sues: the problem of negotiating and securing contracts ex
ante and ensuring their compliance ex post given asymmetric
information, partial contracting, and uncertainty. Genoese
traders guided by individualist cultural beliefs constructed for-
mal institutional structures that enabled them to employ
nonkin agents. The Maghrebi traders were collectivist in their
cultural beliefs and relied on ethnically bounded institutional
arrangements to organize long-distance trade. Greif points out
that although the historical record does not allow a test of rel-
ative efficiency between the two trading systems, the Maghre-
bis eventually disappeared from the Mediterranean world,
whereas Genoese traders flourished in late medieval Europe.
Greif ([1994] 1998, 96-97) observes that “it is intriguing that
the Maghribis’ societal organization resembles that of con-
temporary developing countries, whereas the Genoese societal
organization resembles the developed West, suggesting that
the individualistic system may have been more efficient in the
long run. . . . To the extent that the division of labor is a nec-
essary condition for long-run sustained economic growth, for-
mal enforcement institutions that support anonymous ex-
change facilitate economic development.”

24. Development of an interest-related approach to com-
parative institutional analysis is being pursued by Nee and
Swedberg at the Center for the Study of Economy and So-
ciety at Cornell University (see www.economyandsociety
.org). The views expressed by Scott and Meyer (1983) are
complementary to an interest-related approach to institu-
tional analysis.

25. Clearly, organizational field and production markets
are overlapping and redundant concepts with respect to for-
profit firms. Mechanisms of conformity to group norms and
beliefs about expected behavior operate in all close-knit
groups, whether of firms or individuals. Given the emphasis
on for-profit firms in economic sociology, production mar-
ket, as opposed to organizational field, is the more useful
concept.

26. An early focus on nonprofit organizations may ac-
count for why organizational sociologists specify legitimacy-
seeking as the driving mechanism of organizational behavior.
DiMaggio and Powell (1983) specity three mechanisms—
coercive, normative, and mimetic—promoting isomorphism
in organizational fields. They integrate their mechanisms of
isomorphism with resource dependence theory to specify
hypotheses predicting the extent of isomorphism at the or-
ganization and field levels. Coercive isomorphism integrates
resource dependence theory into organizational analysis;
normative isomorphism specifies how professional associa-
tions influence organizational behavior under conditions of
uncertainty; and mimetic isomorphism, as DiMaggio writes
in a personal communication, “is about how . . . intendedly
rational actors, facing uncertainty under high stakes, satisfice
by identitying successful peers and making reasonable but
incorrect attributions about the causes of their success.”

27. Social ties and norms do not themselves constitute
mechanisms insofar as they are concepts referring to elements
of social structure—the relationship connecting two or more
actors and the informal rules governing the relationship.

28. See Roethlisberg and Dickson 1939; Whyte 1943;
Festinger, Schachter, and Back 1950; Schachter et al. 1951;
Jennings 1950; Seashore 1954; Bott 1957; Riley and Cohn
1958; Walker and Heyns 1962; Cook et al. 1983; Ellickson
1991; Petersen 1992; Kollock 1994; Lawler and Yoon
1996.

29. Shibutani (1978) provides detailed observations
about the emergence and maintenance of norms of a close-
knit group of Japanese American soldiers in a military base,
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documenting norm emergence as a product of collective
problem-solving as members of the group socially construct
a definition of the situation and course of action that opti-
mizes their welfare.

30. Ellickson’s analysis of conflict arising from damage to
property caused by trespassing cattle showed that the resi-
dents of Shasta County commonly resorted to informal
norms of cooperation to settle disputes. Ellickson reports
that ranchers and residents have only a vague grasp of the
formal litigation procedures involved in resolving disputes
over trespassing. Moreover, litigation is viewed as a costly
way to settle property disputes, both financially and with re-
spect to long-standing relationships in a close-knit commu-
nity. Ellickson’s narrative of the incidents of disputes be-
tween ranchers and suburbanites shows that despite their
cultural differences, a common identity as residents of Shas-
ta County sustains a live-and-let-live philosophy that enables
parties to practice mutual restraint. As long as accounts bal-
anced along multiple dimensions of interpersonal relations,
parties in disputes settled informally:

The landowners who were interviewed clearly regard their re-
straint in seeking monetary relief as a mark of virtue. When
asked why they did not pursue meritorious legal claims arising
from trespass or fence-finance disputes, various landowners
replied: “I’'m not that kind of guy”; “I don’t believe in it”; “I
don’t like to create a stink”; “I try to get along.” The
landowners who attempted to provide a rationale for this for-
bearance all implied the same one, a long-term reciprocity of
advantage. Ann Kershaw: “The only one that makes money
[when you litigate] is the lawyer.” Al Levitt: “I figure it will
balance out in the long run.” Pete Schultz: “I hope they’ll do
the same for me.” Phil Ritchie: “My family believes in ‘live
and let live.”” (1991, 61)

31. Ellickson’s specification of welfare-maximization is
not Pareto-superior insofar as its criterion focuses on the
question, do most people derive a net benefit from the
norm? According to the prisoner’s dilemma game, T >
R > P> §, where T'is the temptation to defect, R is the re-
ward for mutual cooperation, P is punishment for mutual
defection, and Sis the sucker’s payoft. The condition for the
prisoner’s dilemma norm to be in equilibrium is that the
total payoff for cooperation, after deducting the cost of
monitoring and enforcement (C), must be greater than the
payoftf for defection (7) and the sucker’s payoftf (§) : 2R —
C> T+ §(Nee and Ingram 1998).

32. Nee and Ingram (1998) specify how informal norms
emerge and interact with formal institutional elements, per-
mitting predictions about organizational and economic per-
formance that can be empirically tested.

33. For example, in 1997 the landmark federal discrimi-
nation case against Texaco imposed a costly settlement of
$175 million to minority employees, and the publicity aris-
ing from the case also damaged the firm’s reputation. Texa-
co was compelled to carry out extensive organizational
changes in personnel policy and practices in making credible
commitment to eliminating racial discrimination to avoid
further fines and restore its legitimacy. The federal discrimi-
nation case against Coca-Cola was resolved at a cost of $192
million to the firm. Coca-Cola’s management, moreover,
agreed to ongoing external monitoring of its progress in
climinating bias in all aspects of the firm’s operation. As with
the public response to the landmark Texaco discrimination
case, both damage to Coca-Cola’s brand name and the fi-
nancial and organizational penalties of the settlement had
the effect of reinforcing other firms’ belief in self-monitoring
for compliance with EEO /AA guidelines.
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34. In their study of the history of personnel practices in
279 firms in California, Virginia, and New Jersey—localities
with different institutional contexts— Sutton and Dobbin
(1996) confirm an endogenous motivation of personnel
professionals and affirmative action officers to develop
strategies for compliance with EEO guidelines. Federal ac-
tivism through expanded legal and political pressures on
firms increased the rate of adoption of legalization within
the firm of due-process governance. In general, the diffusion
of legalized governance structures demonstrating compli-
ance with EEO/AA guidelines shows time-trends corre-
sponding to ups and downs of federal EEO/AA enforce-
ment activities. Firms that contracted with the federal
government were more likely to file annual EEO reports to
demonstrate good faith in compliance with federal guide-
lines. Organizations closer to the public domain more read-
ily complied with federal EEO/AA rules and guidelines.
Significantly, findings by Sutton et al. “suggest that legaliza-
tion is not aimed inward, toward specific employee demands
or organizational requirements, but outward at the shifting
concerns of regulators and courts” (1994, 996). In a follow-
up study using a different data set of 154 for-profit firms,
Sutton and Dobbin (1996) confirm the close coupling of
state regulation of formal rules and the normative pressures
on management from human resource professionals inside
the firm to institute proactive governance strategies (i.c.,
formal lawlike rules governing grievance procedures and in-
ternal labor markets to protect equality of rights) in order to
comply with federal EEO/AA guidelines.

35. For analyses of how institutional change by adminis-
trative design and formal rule change faltered in Eastern Eu-
rope and Russia, see Stark 1996; Gray and Hendley 1997;
Hellman 1997; Varese 2001.

36. For analyses by economic sociologists of realignment
of power and interests favoring economic actors in market
transitions and institutional change in China, see Walder
1995; Nee 1996; Cao 2001; Guthrie 1999; Keister 2000.

37. See Shirk 1993; Naughton 1995; and Opper, Wong,
and Hu 2002 for analyses of how economic and political ac-
tors benefited from institutional change.

38. Economic sociologists whose work examines the ef-
fect of markets include Saxenian (1994 ); Swedberg (1994);
Abolafia (1996); Uzzi (1997); Guillén (2001); White
(2001); Baron and Hannan (forthcoming); Freeman (forth-
coming); and Davis and Marquis (forthcoming). Those ex-
amining the effect of both market and state regulation on
economic actors include Nee (1992, 1996, 2000); Nee,
Sanders, and Sernau (1994); Walder (1995); Fligstein (1996,
2001); and Guthrie (1999).

39. North and Wallis (1986) estimated the size of the
transaction sector of the American economy; however, their
aggregate data is not useful for empirical analysis.

40. Firm-centric data, rather than aggregate national-level
data, is needed to measure transaction costs, which are the
costs to firms of negotiating, securing, and completing eco-
nomic transactions. The problem with national-level aggre-
gate data is that it does not measure the effect of variation in
institutional conditions on the firm and entrepreneur.
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4  Principles of

an Economic Anthropology

Pierre Bourdien

To BREAK with the dominant paradigm [in eco-
nomics], we must attempt to construct a realist
definition of economic reason as an encounter be-
tween dispositions that are socially constituted (in
relation to a field) and the structures, themselves
socially constituted, of that field. In doing so, we
need to take note, within an expanded rationalist
vision, of the historicity constitutive of agents and
of their space of action.

THE STRUCTURE OF THE FIELD

Agents, that is to say, in this case firms, create
the space, that is to say, the economic field, which
exists only through the agents that are found with-
in it and that deform the space in their vicinity,
conferring a certain structure on it. In other
words, it is in the relationship between the various
“field sources,” that is to say between the different
production firms, that the field and the relations of
force that characterize it are engendered.! More
concretely, it is the agents, that is to say, the firms,
defined by the volume and structure of specific
capital they possess, that determine the structure
of the field that determines them, that is, the state
of the forces exerted on the whole set of firms en-
gaged in the production of similar goods. These
firms, which exert potential effects that are variable
in their intensity and direction, control a section of
the field (“market share”), the size of which in-
creases with the size of their capital. As for con-
sumers, their behavior would be entirely reduced
to the effect of the field if they did not have a cer-
tain interaction with it (as a function of their—
quite minimal—inertia). The weight (or energy)
associated with an agent, which undergoes the ef-
fects of the field at the same time as it structures
that field, depends on all the other points and the
relations between all the points, that is to say, on
the entire space.

Though we are here stressing the constants, we do not
overlook the fact that capital in its various species
varies depending on the particularity of each subfield
(corresponding to what is ordinarily referred to as a
“sector” or a “branch” of industry), that is, depend-
ing on the history of the field, on the state of devel-
opment (and, in particular, on the degree of concen-
tration) of the industry considered and on the
particularity of the product. At the end of the huge
study he conducted of the pricing practices of various
American industries, W. H. Hamilton related the idio-
syncratic character of the different branches (that is to
say, of the different fields) to the particularities of the
histories of their emergence,? cach being characterized
by its own mode of functioning, its specific traditions,
and its particular way of making pricing decisions.?

The force attached to an agent depends on its
various “strengths,” sometimes called “strategic
market assets,” differential factors of success (or
failure), which may provide it with a competitive
advantage, that is to say, more precisely, on the
volume and structurve of the capital the agent pos-
sesses in its different species: financial capital (ac-
tual or potential), cultural capital (not to be con-
fused with “human capital”), technological capital,
juridical capital and organizational capital (including
the capital of information about the field), com-
mercial capital, social capital, and symbolic capital.
Financial capital is the direct or indirect mastery
(through access to the banks) of financial re-
sources, which are the main condition (together
with time) for the accumulation and conservation
of all other kinds of capital. Technological capital is
the portfolio of scientific resources (research po-
tential) or technical resources (procedures, apti-
tudes, routines, and unique and coherent know-
how, capable of reducing expenditure in labor or
capital or increasing its yield) that can be deployed
in the design and manufacture of products. Com-
mercial capital (sales power) relates to the mastery
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of distribution networks (warchousing and trans-
port), and marketing and after-sales services. Social
capital is the totality of resources (financial capital
and also information, etc.) activated through a
more or less extended, more or less mobilizable
network of relations that procures a competitive
advantage by providing higher returns on invest-
ment.* Symbolic capital resides in the mastery of
symbolic resources based on knowledge and recog-
nition, such as “goodwill investment,” “brand loy-
alty,” and so on; as a power that functions as a
form of credit, it presupposes the trust or belief of
those upon whom it bears because they are dis-
posed to grant it credence (it is this symbolic
power that Keynes invokes when he posits that an
injection of money is effective if agents believe it to
be so0).?

The structure of the distribution of capital and
the structure of the distribution of costs, itself
linked mainly to the scale and degree of vertical in-
tegration, determine the structure of the field, that
is to say, the relations of force among firms: the
mastery of a very large proportion of capital (of
the overall energy) in effect confers a power over
the field, and hence over the firms least well en-
dowed (relatively) in terms of capital; it also gov-
erns the price of entry into the field, and the dis-
tribution of the opportunities for profit. The
various species of capital do not act only indirectly,
through prices; they exert a structural effect, be-
cause the adoption of a new technique or the con-
trol of a larger market share, et cetera, modifies the
relative positions and the yields of all the species of
capital held by other firms.

By contrast with the interactionist vision, which
knows no other form of social efficacy than the
“influence” directly exerted by one enterprise (or
person entrusted with representing it) over anoth-
er through some form of “interaction,” the struc-
tural vision takes account of effects that occur out-
side of any interaction: the structure of the field,
defined by the unequal distribution of capital, that
is, the specific weapons (or strengths), weighs,
quite apart from any direct intervention or manip-
ulation, on all the agents engaged in the field; and
the worse placed they are within that distribution,
the more it restricts the space of possibles open to
them. The dominant is the one that occupies a po-
sition in the structure such that the structure acts
on its behalf. It is through the weight they possess
within this structure, more than through the direct
interventions they may also make (in particular
through the “interlocking directorates” that are a
more or less distorted expression of it),® that the

dominant firms exert their pressure on the domi-
nated firms and on their strategies: they define the
regulavities and sometimes the 7ules of the game,
by imposing the definition of strengths most fa-
vorable to their interests and modifying the entire
environment of the other firms and the system of
constraints that bear on them or the space of pos-
sibles offered to them.

The tendency for the structure to reproduce it-
self is immanent to the very structure of the field:
the distribution of strengths governs the distribu-
tion of chances of success and of profits through
various mechanisms, such as the economies of scale
or “barriers to entry” resulting from the permanent
disadvantage with which new entrants have to cope
or the operating costs they have to meet or the ac-
tion of all kinds of “uncertainty-reducing institu-
tions,” to use Jan Kregel’s expression,” such as wage
and debt contracts, controlled prices, supply and
trading agreements, or “mechanisms which provide
information on the potential actions of the other
economic agents.” It follows that, by virtue of the
regularities inscribed in the recurrent games that
are played out in it, the field offers a predictable
and calculable future and agents acquire in it trans-
missible skills and dispositions (sometimes called
“routines”) that form the basis of practical antici-
pations that are at least roughly well founded.

Because it is a particularity of the economic field
that it authorizes and fosters the calculating vision
and the strategic dispositions that go with it, one
does not have to choose between a purely struc-
tural vision and a strategic vision: the most con-
sciously elaborated strategies can be implemented
only within the limits and in the directions as-
signed to them by the structural constraints and by
the practical or explicit knowledge—always un-
equally distributed—of those constraints (the in-
formational capital afforded to the occupants of a
dominant position—particularly through presence
on company boards or, in the case of banks,
through the data provided by those requesting
credit—is, for example, one of the resources that
make it possible to choose the best strategies for
capital management). Neoclassical theory, which
refuses to take structural effects and, a fortiori, ob-
jective power relations into account, is able to ex-
plain the advantages accorded to those with the
highest capital by the fact that, being more diver-
sified, having greater experience and a greater rep-
utation (and hence more to lose), they offer the
guarantees that enable capital to be provided to
them at a lower cost, all simply for reasons of eco-
nomic calculation. And it will no doubt be object-



ed that it is more parsimonious and rigorous to in-
voke the “disciplinary” role of the market as an
agency ensuring optimal coordination of prefer-
ences (by virtue of individuals being forced to sub-
mit their choices to the logic of profit maximiza-
tion on pain of being eliminated) or, more simply,
the price effect.

Now the notion of the field breaks with the ab-
stract logic of the automatic, mechanical, and in-
stantancous determination of prices in markets in
which unfettered competition prevails:® it is the
structure of the field, that is to say, the structure of
relations of force (or power relations) among firms
that determines the conditions in which agents
come to decide (or negotiate) purchase prices (of
materials, labor etc.) and selling prices (we see also
in passing that, overturning entirely the usual
image of “structuralism,” conceived as a form of
“holism” implying adherence to a radical deter-
minism, this vision of action restores a certain free
play to agents, without forgetting, however, that
decisions are merely choices among possibles, de-
fined, in their limits, by the structure of the field,
and that actions owe their orientation and effec-
tiveness to the structure of the objective relations
between those engaging in them and those who
are the objects of those actions). The structure of
the relations of force among firms, which do not
just interact indirectly, by way of prices, con-
tributes, in most essential respects, to determin-
ing prices by determining, through the position
occupied within this structure, the differential
chances of influencing price-formation—for exam-
ple, through the economy-of-scale effect resulting
from the fact that bargaining positions with sup-
pliers improve with size, or investment costs per
unit of capacity diminish as total capacity increases.
And it is this specific social structure that governs
the trends immanent to the mechanisms of the
field and, thereby, the degrees of freedom left for
the strategies of the agents. It is not prices that de-
termine everything, but everything that deter-
mines prices.

Thus, field theory stands opposed to the atom-
istic, mechanistic vision that hypostasizes the price
effect and that, like Newtonian physics, reduces
agents (shareholders, managers, or firms) to inter-
changeable material points, whose preferences, in-
scribed in an exogenous utility function or even, in
the most extreme variant (formulated by Gary
Becker, among others), an immutable one, deter-
mine actions mechanically. It also stands opposed,
though in a different way, to the interactionist vi-
sion, which is, by virtue of the representation of
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the agent as a calculating atom, able to cohabit
with the mechanistic vision, and according to
which the economic and social order can be re-
duced to a host of interacting individuals, most
often interacting on a contractual basis. Thanks to
a series of postulates fraught with consequences,
notably the decision to treat firms as isolated
decision-makers maximizing their profits,” some
industrial organization theorists transfer to the
collective level, such as that of the firm (which, in
reality, itself functions as a field) the model of indi-
vidual decision-making on the basis of a conscious
calculation, consciously oriented toward profit
maximization (some readily accept that the model
is unrealistic, recognizing, for example, that the
firm is a “nexus of contract,” though without de-
riving any consequences from this). In this way,
industrial organization theory reduces the structure
of the relations of force constitutive of the field to
a set of interactions that in no respect transcend
those engaged in the field at a particular moment
and can therefore be described in the language of
game theory. Being perfectly congruent in its basic
postulates with the intellectualist theory that also
underlies it, neoclassical theory, which, as is often
forgotten, was explicitly and expressly constructed
against the logic of practice—on the basis of postu-
lates lacking any anthropological underpinning,
such as the postulate that the system of preferences
is already constituted and transitive'*—tacitly re-
duces the effects that take place in the economic
field to a play of reciprocal anticipations.

Similarly, those who, in order to avoid the rep-
resentation of the economic agent as an egoistic
monad confined to the “narrow pursuit of his in-
terests” and as an “atomized actor taking decisions
outside of any social constraints,” remind us, as
Mark Granovetter does, that economic action re-
mains embedded in networks of social relations
“generating trust and discouraging malfeasance,”"
avoid “methodological individualism” only to fall
back into the interactionist vision that, ignoring
the structural constraint of the field, will (or can)
acknowledge only the effect of the conscious and
calculated anticipation each agent may have of the
effects of its actions on the other agents (precisely
what a theorist of interactionism, like Anselm
Strauss, referred to as “awareness context”);? or
the effect, conceived as “influence,” that “social
networks,” other agents, or social norms have on
it. These are so many solutions that, eliminating all
structural effects and objective power relations,
amount to proposing a false supersession of the
(itself spurious) alternative between individualism
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and holism.” Though there is no question here of
denying the economic efficacy of “networks” (or,
better, of social capital) in the functioning of the
economic field, the fact remains that the econom-
ic practices of agents and the very potency of their
“networks,” which a rigorously defined notion of
social capital takes into account, depend, first and
foremost, on the position these agents occupy in
those structured microcosms that are economic

fields.

It is not certain, then, that what is usually called the
“Harvard tradition” (that is to say, the industrial eco-
nomics developed by Joe Bain and his associates) does
not deserve better than the somewhat condescending
attitude “industrial organization theorists” usually ac-
cord it. It is perhaps better to move in the right direc-
tion with “loose theories,” stressing the empirical
analysis of industrial sectors, than to go off, with all
the appearances of rigor, down a cul-de-sac, from a
concern to present an “clegant and general analysis.”
I refer here to Jean Tirole, who writes: “The first
wave, associated with the names of Joe Bain and
Edward Mason and sometimes called the ‘Harvard
tradition,” was empirical in nature. It developed the
famous ‘structure-conduct-performance paradigm’
according to which market structure (the number of
sellers in the market, the degree of product differenti-
ation, the cost structure, the degree of vertical inte-
gration with suppliers and so on) determines conduct
(which consists of price, research and development,
investment, advertising and so forth) and conduct
yields market performance (efficiency, ratio of price to
marginal cost, product variety, innovation rate, profits
and distribution). This paradigm, although plausible,
often rested on loose theories, and it emphasized em-
pirical studies on industries.”'*

Edward Mason does indeed have the merit of laying
the foundations of a true structural (as opposed to in-
teractionist) analysis of the functioning of an econom-
ic field: first, he argues that only an analysis capable of
taking account both of the structure of each firm,
which underlies the disposition to react to the partic-
ular structure of the field, and the structure of each in-
dustry, both of which are disregarded by advocates of
game theory (a theory that, in passing, he criticizes in
advance of its actual emergence: “Elaborate specula-
tion on the probable behavior of A on the assumption
that B will act in a certain way, seems particularly fruit-
less”), can account for all the differences between
firms in terms of competitive practices, particularly in
their pricing, production, and investment policies.'®
He subsequently strives to work out, both theoretical-
ly and empirically, the factors that determine the rela-

tive strength of the firm within the field: absolute size,
number of firms, and product differentiation. Reducing
the structure of the field to the space of possibles as
they appear to the agents, he attempts, lastly, to draw
up a “typology” of “situations” defined by “all those
considerations which . . . [the seller] takes into account
in determining his business policies and practices.”'

THE EcoNoMIC FIELD AS A FIELD OF
STRUGGLES

The field of forces is also a field of struggles, a
socially constructed field of action in which agents
equipped with different resources confront each
other in order to gain access to exchange and to
preserve or transform the currently prevailing rela-
tion of force. Firms undertake actions there that
depend, for their ends and effectiveness, on their
position in the field of forces, that is to say, in the
structure of distribution of capital in all its species.
Far from being faced with a weightless, constraint-
free world in which to develop their strategies at
leisure, they are oriented by the constraints and
possibilities built into their position and by the
representation they are able to form of that posi-
tion and the positions of their competitors as a
function of the information at their disposal and
their cognitive structures. The amount of free play
afforded to them is undoubtedly greater than in
other fields, on account of the particularly high de-
gree to which the means and ends of action, and
hence strategies, are made explicit, avowed, de-
clared, if not indeed cynically proclaimed, particu-
larly in the form of “native theories” of strategic
action (management) expressly produced to assist
the agents, and particularly business leaders, in
their decisions, and explicitly taught in the schools
where they are trained, such as the major business
schools.” (“Management theory,” a literature pro-
duced by business schools for business schools, ful-
fills a function identical to that of the writings of
the European jurists of the sixteenth and seven-
teenth centuries who, in the guise of describing
the state, contributed to building it: being direct-
ed at current or potential managers, that theory
oscillates continually between the positive and the
normative, and depends fundamentally on an over-
estimation of the degree to which conscious
strategies play a role in business, as opposed to the
structural constraints upon, and the dispositions
of, managers.)

This kind of instituted cynicism, the very oppo-
site of the denial and sublimation that tend to pre-



dominate in the worlds of symbolic production,
means that in this case the boundary between the
native representation and the scientific description
is less marked: for example, one treatise on mar-
keting refers to the “product market battlefield.”**
In a field in which prices are both stakes and
weapons, strategies, both for those who produce
them and for others, have spontanecously a trans-
parency they never achieve in such worlds as the lit-
erary, artistic, or scientific fields, where the poten-
tial sanctions remain largely symbolic, that is to say,
both vague and subject to subjective variations.
And, in fact, as is attested by the work that the
logic of the gift has to perform to mask what is
sometimes known in French as la vérité des prix
[literally: the truth of prices] (for example, price
tags on presents are always carefully removed), the
money price has a kind of brutal objectivity and
universality that allows little scope for subjective
appreciation (even if one can say, for example: “It’s
expensive for what it is” or “It’s well worth the
price you paid for it”). It follows that conscious or
unconscious bluffing strategies, such as strategies
of pure pretension, have less chance of succeeding
in economic fields—though they also have their
place in those fields, but rather as strategies of de-
terrence or, more rarely, strategies of seduction.
Strategies depend, first, on the particular config-
uration of powers that confers structure on the
field and that, defined by the degree of concentra-
tion, that is to say, the distribution of market share
among a more or less large number of firms, varies
between the two poles of perfect competition and
monopoly. If we are to believe Alfred D. Chandler,
between 1830 and 1960 the economies of the
large industrialized countries saw a process of con-
centration (particularly through a wave of merg-
ers) that gradually eliminated the world of small
competing firms to which the classical economists
referred: “The profile of American industry delin-
cated in the McLane Report and other sources is,
then, one of production being carried out by a
large number of small units employing less than
fifty workers and still relying on traditional sources
of energy. . . . Investment decisions for future out-
put, as well as those for current production, were
made by many hundreds of small producers in re-
sponse to market signals, in much the way Adam
Smith described.”” Now, at the end of a period of
development characterized, particularly, by a long
series of mergers and a profound transformation of
corporate structures, we see that, in most fields of
industry, the struggle is confined to a small num-
ber of powerful competing firms that, far from pas-
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sively adjusting to a “market situation,” are able to
shape that situation actively.

These fields are organized in a relatively invari-
ant manner around the main opposition between
those who are sometimes called “first movers” or
“market leaders” and the “challengers.”* The dom-
inant firm usually has the initiative in terms of price
changes, the introduction of new products, and
distribution and promotion; it is able to impose
the representation most favorable to its interests of
the appropriate style of play and rules of the game,
and hence of participation in the game and the
perpetuation of that game. It constitutes an essen-
tial reference point for its competitors, who, what-
ever they do, are called upon to position them-
selves, either actively or passively, in relation to it.
The threats it constantly faces—either of the ap-
pearance of new products capable of supplanting
its own or of an excessive increase in costs such as
to threaten its profits—force it to be constantly
vigilant (particularly in the case of shared market
dominance, where coordination designed to limit
competition is the order of the day). Against these
threats, the dominant firm has a choice of two
quite different strategies: it can work to improve
the overall position of the field, by attempting to
increase overall demand; or it can defend or im-
prove its established positions within the field (its
market share).

The interests of the dominant are indeed bound
up with the overall state of the field, defined, in
particular, by the average opportunities for profit it
offers, which also define the attraction it exerts (by
comparison with other fields). It is in their interest
to work for increased demand, from which they
derive a particularly substantial benefit, since it is
proportionate to their market share, by attempting
to recruit new users, and stimulate new uses or a
more intensive utilization of the products they
offer (by acting, where applicable, on the political
authorities). But, above all, they have to defend
their position against the challengers by permanent
innovation (new products and services, etc.) and
by price reductions. By virtue of all the competitive
advantages they enjoy (foremost among them the
economies of scale linked to their size), they can
lower their costs and, at the same time, reduce
their prices, while limiting any reduction in their
margins, making life very difficult for new entrants
and eliminating the least well equipped competi-
tors. In short, by virtue of the determining contri-
bution they make to the structure of the field (and
the price-formation in which that structure ex-
presses itself), a structure whose effects manifest
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themselves in the form of barriers to entry or eco-
nomic constraints, the “first movers” enjoy deci-
sive advantages both in relation to already estab-
lished competitors and to potential new entrants.”

The forces of the field orient the dominant to-
ward strategies whose end is the perpetuation or
reinforcement of their domination. In this way, the
symbolic capital they have at their disposal, by
virtue of their preeminence and also their seniori-
ty, enables them successfully to resort to strategies
intended to intimidate their competitors, such as
putting out signals to deter them from attacking
(for example, by organizing leaks about price re-
ductions or the building of a new factory)—strate-
gies that may be pure bluff but that their symbolic
capital renders credible and hence effective. It may
even happen that these dominant firms, confident
in their strength and aware they have the resources
to sustain a long offensive that puts time on their
side, choose to abstain from any riposte and allow
their opponents to mount attacks that are costly
and doomed to failure. Generally speaking, the
hegemonic firms have the capacity to set the
tempo of transformation in the various areas of
production, marketing, research, and so on, and
the differential use of time is one of the main levers
of their power.

The appearance of a new, effective agent modi-
fies the structure of the field. Similarly, the adop-
tion of a new technology or the acquisition of a
greater market share modifies the relative positions
and field of all the species of capital held by the
other firms. But the second-rank firms in a field
can also attack the dominant firm (and the other
competitors), ecither frontally, for example, by at-
tempting to reduce their costs and prices (particu-
larly by technological innovation), or laterally, by
attempting to fill the gaps left by the action of the
dominant firm and to occupy niches at the cost of
a specialization of their production, or by turning
the dominant firm’s strategies back against it. In
this case, success seems to depend on the relative
position in the structure of capital distribution
and, thereby, in the field: whereas very large firms
can make high profits by achieving economies of
scale, and small firms can obtain high profits by
specializing to devote themselves to a limited mar-
ket segment, medium-size firms often have low
rates of profit because they are too big to benefit
from tightly targeted production and too small to
benefit from the economies of scale of the largest
firms.

Given that the forces of the field tend to rein-
force the dominant positions, one might well won-

der how real transformations of relations of force
within a field are possible. In fact, technological
capital plays a crucial role here, and we may cite a
number of cases in which dominant firms have
been supplanted through a technological change
that, thanks to ensuing cost reductions, handed
the advantage to smaller competitors. But techno-
logical capital is effective only if it is associated with
other kinds of capital. This no doubt explains the
fact that victorious challengers are very seldom
small, emerging firms and that, where they are not
the product of mergers between existing firms,
they originate in other nations or, particularly, from
other subfields. It most often falls to the large firms
to effect revolutions—firms that, by diversifying,
can take advantage of their technological compe-
tences to present a competitive proposition in new
fields. So, the changes within a field are often
linked to changes in the relations with the exterior
of that field.

To these boundary-crossings must be added also
redefinitions of boundaries between fields: some
fields may find themselves segmented into smaller
sectors, the aeronautics industry dividing up, for
example, into producers of airliners, fighter planes,
and tourist aircraft; or, conversely, technological
change may lower the barriers between industries
that were previously separated: for example, com-
puting, telecommunications, and office technolo-
gy are increasingly coming to be merged, with the
result that firms previously present in only one of
the three subfields are increasingly tending to find
themselves in competition in the new space of
relationships that is forming—the field of the au-
diovisual industry undergoing drastic change as a
result of new entrants breaking into it from
telecommunications and computing, where firms
have resources greatly exceeding those of the tra-
ditional agents. In this case, a single firm may
come into competition not merely with other firms
in its field, but also with firms belonging to various
other fields. We can see, in passing, that in eco-
nomic fields, as in all other categories of field, the
boundaries of the field are at stake in the struggles
within the field itself (most notably, through the
question of possible substitutes and the competi-
tion they introduce); and that, in each case, empir-
ical analysis alone can determine these. (It is not
uncommon for fields to have a quasi-institutional-
ized existence in the form of branches of activity
equipped with professional organizations function-
ing as clubs for the managers of the industry, de-
fense groups for the prevailing boundaries, and
hence for the principles of exclusion underlying



them; and as representative bodies for dealing with
the public authorities, trade unions, and other sim-
ilar bodies, in which capacity they are equipped
with permanent organs of action and expression.)

However, of all exchanges with the exterior of
the field the most important are those established
with the state. Competition among firms often
takes the form of competition for power over state
power—particularly over the power of regulation
and property rights”—and for the advantages pro-
vided by the various state interventions: preferential
tariffs, trade licenses, resecarch and development
funds, public sector contracts, funding for job-
creation, innovation, modernization, exports, hous-
ing, and so on. In their attempts to modify the pre-
vailing “rules of the game” to their advantage, and
thereby to exploit some of their properties that can
function as capital in the new state of the field,
dominated firms can use their social capital to exert
pressures on the state and to have it modify the
game in their favor.”® Thus, what is called the mar-
ket is the totality of relations of exchange between
competing agents, direct interactions that depend,
as Simmel has it, on an “indirect conflict” or, in
other words, on the socially constructed structure
of the relations of force to which the different
agents engaged in the field contribute to varying
degrees through the modifications they manage to
impose upon it, by drawing, particularly, on the
state power they are able to control and guide. The
state is not simply the regulator put there to main-
tain order and confidence, the arbiter responsible
for “overseeing” firms and their interactions, as
commonly conceived. In the quite exemplary case
of the field of production of single-family houses, as
in many other fields, it contributes, quite decisive-
ly, to the construction of both demand and supply,
cach of these two forms of intervention occurring
under the direct or indirect influence of the parties
most directly concerned.*

Other external factors capable of contributing to
a transformation of relations of force within the field
include transformations of sources of supply (for ex-
ample, the great petroleum finds of the early twen-
tieth century) and changes in demand determined
by demographic changes (such as the fall in the
birthrate or increased life expectancy) or in lifestyles
(women’s increased participation in the labor force,
which leads to a fall in demand for certain products
linked to the traditional definition of women’s roles
and creates new markets, such as those for frozen
foods and microwave ovens). In fact, these external
factors exert their effects on the relations of force
within the field only through the logic of those re-
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lations of force, that is to say, only to the extent that
they provide an advantage to the challengers: they
enable the challengers to gain a position in special-
ized niche-markets when it is difficult for “first
movers,” focused on standardized, volume produc-
tion, to satisfy the very particular demands of these
markets—those of a particular category of con-
sumer or a specific regional market—and the foot-
holds gained by the challengers may constitute
bridgeheads for subsequent development.

THE FIRM AS A FIELD

It is clear that decisions on prices or in any other
area of activity do not depend on a single actor, a
myth that conceals the power games and stakes
within the firm functioning as a field or, to put it
more precisely, within the field of power specific to
each firm. In other words, if we enter the “black
box” that is the firm, we find not individuals, but,
once again, a structure—that of the firm as a field,
endowed with a relative autonomy in respect of
the constraints associated with the firm’s position
within the field of firms. Though the surrounding
field affects its structure, this embedded field, as a
specific relation of force and area of free play, de-
fines the very terms and stakes of the struggle, giv-
ing a particular cast to them that often renders
them unintelligible, at first sight, from the outside.

If the strategies of firms (most notably with re-
gard to prices) depend on the positions they occu-
py within the structure of the field, they depend
also on the structure of power positions constitu-
tive of the internal governance of the firm or, more
exactly, on the (socially constituted) dispositions of
the directors [dirigeants] acting under the con-
straint of the field of power within the firm and of
the field of the firm as a whole (which may be char-
acterized in terms of indices such as the hierarchi-
cal composition of the labor force, the educational
and, in particular, scientific capital of the manage-
rial staff, the degree of bureaucratic differentiation,
the weight of the trade unions, etc.). The system of
constraints and inducements that is built into the
position within the field and inclines the dominant
firms to act in the direction most likely to perpet-
uate their domination, has nothing inevitable
about it, nor does it even represent a kind of infal-
lible instinct orienting firms and managers toward
the choices most favorable to the maintenance of
acquired advantages. Reference is often made, in
this connection, to the example of Henry Ford,
who, after his brilliant success in production and
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distribution had made him the manufacturer of the
world’s cheapest automobiles, destroyed his firm’s
competitive capacities in the period after the First
World War by driving out almost all his most expe-
rienced and competent managers, who subsequent-
ly brought about the success of his competitors.

This being said, though it enjoys relative auton-
omy from the forces of the overall field, the struc-
ture of the field of power within the firm is itself
closely correlated with the position of the firm in
that field, principally through the correspondence
between, on the one hand, the volume of the firm’s
capital (itself linked to the age of the firm and its
position in the life cycle—hence, roughly speaking,
to its size and integration) and the structure of that
capital (particularly, the relative proportions of fi-
nancial, commercial, and technical capital) and, on
the other, the structure of the distribution of the
capital among the various directors [ dirigeants| of
the firm, that is, between owners and “functionar-
ies”—managers—and, among these latter, between
the holders of different species of cultural capital:
predominantly financial, technical, or commercial,
that is to say, in the French case, between the vari-
ous elite corps and the schools where they received
their training: the Ecole Nationale d’Administra-
tion, the Ecole Polytechnique, or the Ecole des
Hautes Etudes Commerciales.”

Undeniable trends can be identified over the
long term in the evolution of the relations of force
between the major agents in the field of power
within firms: most notably one sees, first, a preem-
inence of entreprenecurs with a mastery of new
technologies, capable of assembling the funds re-
quired to exploit them, then the increasingly in-
evitable intervention of bankers and financial insti-
tutions, and finally the rise of managers.” However,
apart from the fact that one must analyze the par-
ticular form the configuration of the distribution of
powers among firms assumes at each state of each
field, it is by analyzing, for each firm at every mo-
ment, the form of the configuration of powers
within the field of power over the firm that one can
fully understand the logic of the struggles in which
the firm’s goals are determined. It is, in fact, clear
that these goals are the stakes in struggles and that,
for the rational calculations of an enlightened “de-
cision maker,” we have to substitute the political
struggle among agents who tend to identify their
specific interests (linked to their position in the firm
and their dispositions) with the interests of the firm
and whose power can no doubt be measured by
their capacity to identify, for better or for worse (as
the Henry Ford example shows), the interests of
the firm with their interests within the firm.

STRUCTURE AND COMPETITION

To take into account the structure of the field is
to say that competition for access to exchange with
clients cannot be understood as being oriented
solely by conscious, explicit reference to direct
competitors or, at least, to the most dangerous of
them, according to Harrison White’s formula:
“Producers watch each other within a market.””
The same point is made even more explicitly by
Max Weber, who sees here a “peaceful conflict” to
seize “chances or advantages also wanted by oth-
ers.” He writes: “the potential partners are guided
in their offers by the potential action of an inde-
terminately large group of real or imaginary com-
petitors rather than by their own actions alone.”?
Weber is here describing a form of rational calcula-
tion, but a calculation quite different in its logic
from that of economic orthodoxy: not agents who
make their choices on the basis of information fur-
nished by prices, but agents taking account of the
actions and reactions of their competitors and
“evolv[ing] roles on the basis of each other’s be-
havior”; hence they are equipped with information
about their competitors and capable of acting with
or against them, as in the action of bargaining, the
“most consistent form of market formation,” and
the “compromise of interests” that seals it. How-
ever, though he has the virtue of substituting the
relationship with the totality of producers for the
transaction with the partner or client alone, he re-
duces that relationship to a conscious, considered
interaction between competitors investing in the
same object (“all parties potentially interested in
the exchange”). And it is the same with Harrison
White, who, though he sces the market as a “self-
reproducing social structure,” seeks the underlying
principle behind the strategies of the producers not
in the constraints inherent in their structural posi-
tion, but in the observation and deciphering of sig-
nals given out by the behavior of other producers:
“Markets are self-reproducing social structures
among specific cliques of firms and other actors
who evolve roles from observations of each other’s
behavior.”” Or elsewhere: “Markets are tangible
cliques of producers watching each other. Pressure
from the buyer side creates a mirror in which pro-
ducers see themselves, not consumers.”* The pro-
ducers, armed with the knowledge of the cost of
production, attempt to maximize their income by
determining the right volume of production “on
the basis of observed positions of all other produc-
ers” and seek a niche in the market.

The point is, in fact, to subordinate this “inter-
actionist” description of strategies to a structural



analysis of the conditions that delimit the space of
possible strategies—while, at the same time, not
forgetting that competition among a small num-
ber of agents in strategic interaction for access
(for some of them) to exchange with a particular
category of clients is also, and above all, an en-
counter between producers occupying different
positions within the structure of the specific cap-
ital (in its different species) and clients occupying
positions in social space homologous to the posi-
tions those producers occupy in the field. What
are commonly called niches are simply those sec-
tions of the clientele that structural affinity as-
signs to the different firms, and particularly to
second-rank firms: as I have shown for cultural
goods and goods with a high symbolic content
such as clothes or houses, one can probably ob-
serve in cach field a homology between the space
of the producers (and products) and the space of
the clients distributed according to the pertinent
principles of differentiation. We may note, in
passing, that this amounts to saying that the
sometimes lethal constraints the dominant pro-
ducers impose on their current or potential com-
petitors are invariably mediated by the field: con-
sequently, competition is never other than an
“indirect conflict” (in Simmel’s sense) and is not
targeted directly against the competitor. In the
economic field, as elsewhere, the struggle does
not need to be inspired by any intention to de-
stroy for it to produce destructive effects. (We
may deduce an “ethical” consequence from the
vision of the worlds of production as fields: just as
we can say with Harrison White that “cach firm is
distinctive,” as a position in a field, a point in a
space, without being obliged to suppose that all
its strategies are inspired by a pursuit of distinc-
tion—the same thing being true of every under-
taking of cultural production, for example on the
part of an artist, a writer, or a sociologist—so we
can assert that every agent committed to a field is
engaged in an “indirect conflict” with all those
engaged in the same game: his/her actions may
have the effect of destroying them, without being
in the least inspired by any destructive intent, or
even any intention to outdo them or compete
with them.)

THE EcoNnomIic HABITUS

Homo economicus, as conceived (tacitly or explic-
itly) by economic orthodoxy, is a kind of anthro-
pological monster: this theoretically minded man
of practice is the most extreme personification of
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the scholastic fallacy,® an intellectualist or intellec-
tualocentric error very common in the social sci-
ences (particularly in linguistics and ethnology), by
which the scholar puts into the heads of the agents
he is studying—housewives or households, firms
or entrepreneurs, et cetera—the theoretical con-
siderations and constructions he has had to devel-
op in order to account for their practices.” It is one
of the virtues of Gary Becker, who is responsible
for the boldest attempts to export the model of the
market and the (supposedly more powerful and ef-
ficient) technology of the neoclassical firm into all
the social sciences, that he declares quite openly
what is sometimes concealed within the implicit as-
sumptions of scholarly routine:

“The economic approach . . . now assumes that
individuals maximize their utility from basic pref-
erences that do not change rapidly over time and
that the behavior of different individuals is coordi-
nated by explicit or implicit markets. . . . The eco-
nomic approach is not restricted to material goods
and wants or to markets with monetary transac-
tions, and conceptually does not distinguish be-
tween major or minor decisions or between ‘emo-
tional’ and other decisions. Indeed, the economic
approach provides a framework applicable to all
human behavior—to all types of decisions and to
persons from all walks of life.”*

Nothing now escapes explanation in terms of
the maximizing agent—structural organizations,
firms or contracts, parliaments and municipal au-
thorities, marriage (conceived as the economic ex-
change of services of production and reproduc-
tion) or the household, and relations between
parents and children or the state. This mode of
universal explanation by an explanatory principle
that is itself universal (individual preferences are
exogenous, ordered, and stable and hence without
contingent genesis or evolution) no longer knows
any bounds. Gary Becker does not even recognize
those bounds Pareto himself was forced to assume
in the founding text in which, identifying the ra-
tionality of economic behavior with rationality as
such, he distinguished between strictly economic
behavior, which is the outcome of “a series of log-
ical reasonings” based on experience, and behavior
determined by “custom,” such as the act of raising
one’s hat on entering a room* (thus acknowledg-
ing another principle of action—usage, tradition,
or custom—unlike methodological individualism
that recognizes only the alternative between con-
scious and deliberate choice, satistying certain con-
ditions of efficacy and coherence, and the “social
norm,” which also requires a choice for it to be-
come effective.
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It is perhaps by recalling the arbitrary nature of the
founding distinction (a distinction still present today
in the minds of economists, who leave the curiosa or
failings of economic operations to sociologists) be-
tween the economic order, governed by the effective
logic of the market and a place of logical behaviors,
and the uncertain “social” order, shot through with
the “nonlogical” arbitrariness of custom, passions,
and powers, that we can best contribute to the inte-
gration, or “hybridization,” of the two disciplines of
sociology and economics—disciplines that have un-
dergone a dramatic separation, in spite of the efforts
to the contrary on the part of some of their great
founders (Pareto and Schumpeter, for example, in the
direction of sociology, and Durkheim, Mauss, Halb-
wachs, and, above all, Weber, in the direction of eco-
nomics).* One can reunify an artificially divided social
science only by becoming aware of the fact that eco-
nomic structures and economic agents or, more ex-
actly, their dispositions, are social constructs, indis-
sociable from the totality of social
constitutive of a social order. But this reunified social

constructs

science, capable of constructing models that cannot
casily be assigned to ecither of the two disciplines
alone, will undoubtedly find it very hard to win ac-
ceptance, for both political reasons and reasons relat-
ing to the specific logic of scientific worlds. There are
undoubtedly many who have an interest in obscuring
the connections between economic policies and their
social consequences or, more precisely, between so-
called economic policies (the political character of
which asserts itself in the very fact of their refusing to
take account of the social) and the social, and eco-
nomic, costs—which would not be so difficult to cal-
culate if there were any will to do so—of their short-
and long-term eftects (I have in mind, for example,
the increase in economic and social inequalities result-
ing from the implementation of neoliberal policies,
and the negative effects of those inequalities on
health, delinquency, crime, etc.). But if strong reasons
exist for the cognitive hemiplegia currently afflicting
sociologists and economists to perpetuate itself, in
spite of the increasing efforts to overcome it, this is
also because the social forces that weigh on the sup-
posedly pure and perfect worlds of science, particular-
ly through the systems of penalties and rewards em-
bodied in scholarly publications, caste hierarchies, and
so on, promote the reproduction of separate spaces,
associated with different, if not indeed irreconcilable
dispositions and structures of opportunity, which are
the product of the initial separation.

It is the primary function of the concept of habi-
tus to break with the Cartesian philosophy of con-

sciousness and thereby overcome the disastrous
mechanism /finalism alternative or, in other words,
the alternative of determination by causes and de-
termination by reasons; or, to put it another way,
between so-called methodological individualism
and what is sometimes called (among the “individ-
ualists”) holism—a semiscientific opposition that is
merely the euphemistic form of the alternative
(undoubtedly the most powerful in the political
order) between, on the one hand, individualism or
liberalism, which regards the individual as the ulti-
mate autonomous elementary unit, and, on the
other, collectivism or socialism, which are pre-
sumed to regard the collective as primary.

Insofar as he/she is endowed with a habitus, the
social agent is a collective individual or o collective
individuated by the fact of embodying objective
structures. The individual, the subjective, is social
and collective. The habitus is socialized subjectivi-
ty, a historic transcendental, whose schemes of per-
ception and appreciation (systems of preferences,
tastes, etc.) are the product of collective and indi-
vidual history. Reason (or rationality) is “bound-
ed” not only, as Herbert Simon believes, because
the human mind is generically bounded (there is
nothing new in that idea), but because it is social-
ly structured and determined, and, as a conse-
quence, limited. Those who will be first to point
out that this, too, is nothing new should ask them-
selves why economic theory has remained so solid-
ly deaf to all reminders of these anthropological
findings. For example, even in his day Veblen de-
fended the idea that the economic agent is not a
“bundle of desires,” but “a coherent structure of
propensities and habits,”* and it was James S.
Duesenberry who observed that the explanation
for consumer choices was to be found not in ra-
tional planning, but rather in “learning and habit
formation” and who established that consumption
was as dependent on past income as on present.”
And it was Veblen again, anticipating the idea of
“interactive demand,” who, like Jevons and Mar-
shall, long ago enunciated the effects of structure,
or of position within a structure, on the definition
of needs and hence on demand. In short, if there
is a universal property, it is that agents are not uni-
versal, because their properties and, in particular,
their preferences and tastes, are the product of
their positioning and movements within social
space, and hence of collective and individual histo-
ry. The economic behavior socially recognized as
rational is the product of certain economic and so-
cial conditions. It is only by relating it to its indi-
vidual and collective genesis that one can under-



stand its economic and social conditions of possi-
bility and, consequently, both the necessity and the
sociological limits of economic reason and of ap-
parently unconditioned notions such as needs, cal-
culation, or preferences.

This said, habitus is in no sense a mechanical
principle of action or, more exactly, of reaction (it
is not a “reflex”). It is conditioned and limited
spontaneity. It is that autonomous principle which
means that action is not simply an immediate re-
action to a brute reality, but an “intelligent” re-
sponse to an actively selected aspect of the real:
linked to a history fraught with a probable future,
it is the inertia, the trace of their past trajectory,
that agents set against the immediate forces of the
field, that means that their strategies cannot be
deduced directly either from the immediate posi-
tion or situation. It produces a response, the di-
recting principle of which is not pregiven in the
stimulus and that, without being entirely unpre-
dictable, cannot be predicted on the basis of
knowledge of the situation alone; a response to
an aspect of reality that is distinguished by a se-
lective and (in both senses of the term) partial—
but not strictly “subjective”—apprehension of
certain stimuli, by an attention to a particular side
of things of which it can be said, without distinc-
tion, either that it “arouses interest” or that in-
terest arouses it; an action that one can describe
noncontradictorily as being both determined and
spontaneous, since it is determined by conven-
tional, conditional stimuli that exist as such only
for an agent disposed to perceive them and capa-
ble of perceiving them.

The screen that the habitus introduces between
stimulus and reaction is a screen of time insofar as,
being itself the product of a history, it is relatively
constant and durable, and hence relatively inde-
pendent of history. As a product of past experi-
ences and a whole collective and individual accu-
mulation, it can be understood adequately only by
a genetic analysis applying both to collective histo-
ry—with, for example, the history of tastes, as il-
lustrated by Sidney Mintz’s demonstration of how
the taste for sugar, originally an exotic luxury
product reserved for the well-to-do, gradually be-
came an indispensable element in the ordinary diet
of the working classes*—and to individual histo-
ry—with the analysis of the economic and social
conditions of the genesis of individual tastes in
terms of diet, decoration, clothing and also songs,
theater, music or cinema, et cetera,” and, more
generally, of the dispositions (in the dual sense of
capacities and propensities) to perform economic
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actions adapted to an economic order (for exam-
ple, calculating, saving, investing, etc.).

The concept of habitus also enables us to escape
the dichotomy between finalism—which defines
action as determined by the conscious reference to
a deliberately set purpose and which, consequent-
ly, conceives all behavior as the product of a pure-
ly instrumental, if not indeed cynical, calculation—
and mechanism, which reduces action to a pure
reaction to undifferentiated causes. The orthodox
economists and philosophers who defend rational
action theory swing, sometimes in the space of a
single sentence, between these two logically in-
compatible theoretical options: on the one hand, a
finalist decisionism, in which the agent is a pure ra-
tional consciousness acting in complete awareness
of the consequences, the principle of action being
a reason or rational decision determined by a ra-
tional evaluation of probable outcomes; and on the
other hand, a physicalism that regards the agent as
an inertia-less particle, reacting mechanically and
instantaneously to a combination of forces. But the
task of reconciling the irreconcilable is made casier
here by the fact that the two branches of the alter-
native are really only one: in each case, yielding to
the scholastic fallacy, the scientific subject, en-
dowed with a perfect knowledge of causes and
probable outcomes, is projected into the active
agent, presumed to be rationally inclined to set as
his goals the opportunities assigned to him by the
causes (it hardly needs saying that the fact that
economists subscribe quite consciously to this fal-
lacy in the name of “the right to abstraction” is not
sufficient to obviate its effects).

Habitus is a highly economical principle of ac-
tion, which makes for an enormous saving in cal-
culation (particularly in the calculation of costs of
research and measurement) and also in time, which
is a particularly rare resource when it comes to ac-
tion. It is, therefore, particularly well suited to the
ordinary conditions of existence, which, either be-
cause of time pressure or an insufficiency of requi-
site knowledge, allow little scope for the conscious,
calculated evaluation of the chances of profit. Aris-
ing directly out of practice and linked to it in both
its structure and functioning, this practical sense
cannot be assessed outside of the practical condi-
tions of its implementation. This means that the
tests to which “judgmental heuristics”™ subjects
individuals are doubly inadequate, since they at-
tempt, in an artificial situation, to assess an apti-
tude to conscious and calculated evaluation of
probable outcomes, the implementation of which
itself presupposes a break with the inclinations of
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practical sense (this is, in fact, to forget that the
calculus of probabilities was developed to counter
the spontancous tendencies of primary intuition).

The relation of the habitus to the field—a rela-
tionship that is obscure in practice because it lies
below the level of the dualism of subject and ob-
ject, activity and passivity, means and ends, deter-
minism and freedom—in which the habitus deter-
mines itself in determining what determines it, is a
calculation without calculator and an intentional
action without intention, for which there is much
empirical evidence.*! In the particular (and partic-
ularly frequent) case in which the habitus is the
product of objective conditions similar to those
under which it operates, it generates behaviors that
are particularly well suited to those conditions
without being the product of a conscious, inten-
tional search for adaptation (it is for this reason
that we should beware of taking Keynes’s “adap-
tive expectations” for “rational expectations,” even
if the agent with a well-adjusted habitus is, in a
sense, a replica of the agent as producer of ration-
al expectations). In this case, the effect of the habi-
tus remains, so to speak, invisible, and the expla-
nation in terms of habitus may seem redundant in
relation to explanation in terms of the situation
(one may even have the impression that we are
dealing with an ad hoc explanation along the lines
of the explanation of sleep by some “dormitive
property”). But the specific efficacy of habitus can
be clearly seen in all the situations in which it is not
the product of the conditions of its actualization
(increasingly frequent as societies become differen-
tiated): this is the case when agents formed in a
precapitalist economy run up, in some disarray,
against the demands of a capitalist cosmos;* or
when old people quixotically cling to dispositions
that are out of place and out of time; or when the
dispositions of an agent rising, or falling, in the
social structure—a nouveau riche, a parvenu, or a
déclassé—are at odds with the position that agent
occupies. Such effects of hysteresis, of a lag in
adaptation and counteradaptive mismatch, can be
explained by the relatively persistent, though not
entirely unchangeable, character of habitus.

To the (relative) constancy of dispositions there
corresponds a (relative) constancy of the social
games in which they are constituted: like all social
games, economic games are not games of chance;
they present regularities, and a finite number of
similar patterns recur, which confers a certain mo-
notony on them. As a result, the habitus produces
reasonable (not rational) expectations, which, being
the product of dispositions engendered by the im-

perceptible incorporation of the experience of con-
stant or recurring situations, are immediately
adapted to new but not radically unprecedented
situations. As a disposition to act that is the prod-
uct of previous experiences of similar situations,
habitus provides a practical mastery of situations of
uncertainty and grounds a relation to the future
that is not that of a project, as an aiming for possi-
ble outcomes that equally well may or may not
occur, but a relation of practical anticipation: dis-
covering in the very objectivity of the world what
is, apparently, the only course of action, and grasp-
ing time-to-come as a quasi present (and not as a
contingent future), the anticipation of time-to-
come has nothing whatever in common with the
purely speculative logic of a calculus of risk capable
of attributing values to the various possible out-
comes. But habitus is also, as we have seen, a prin-
ciple of differentiation and selection that tends to
conserve whatever confirms it, thus affirming itself
as a potentiality that tends to ensure the conditions
of its own realization.

Just as the intellectualist vision of economic or-
thodoxy reduces the practical mastery of situations
of uncertainty to a rational calculus of risk, so,
drawing on game theory, it construes the anticipa-
tion of the behavior of others as a kind of calcula-
tion of the opponent’s intentions, conceived hypo-
thetically as intentions to deceive, particularly with
regard to intentions themselves. In fact, the prob-
lem that economic orthodoxy resolves by the
ultraintellectualist hypothesis of “common knowl-
edge” (I know that you know that I know) is re-
solved in practice by the orchestration of habitus
that, to the very extent that they are congruent,
permits a mutual anticipation of the behavior of
others. The paradoxes of collective action have
their solution in practices based on the implicit as-
sumption that others will act responsibly and with
that kind of constancy and truth-to-self which is
inscribed in the durable character of habitus.

A WELL-FOUNDED ILLUSION

Thus, the theory of habitus allows us to explain
the apparent truth of the theory that it shows to be
false. If a hypothesis as unrealistic as the one that
founds rational action theory or rational expecta-
tion theory may seem to be validated by the facts,
this is because, by virtue of an empirically estab-
lished statistical correspondence between disposi-
tions and positions, in the great majority of cases
(the most noticeable exceptions being subproletar-



ians, déclassés, and renegades, which the model
does in fact enable us to explain nonetheless)
agents form reasonable expectations, that is to say,
expectations matching up to the objective proba-
bilities—and almost always adjusted and reinforced
by the direct effect of collective controls, particu-
larly those exercised by the family. And the theory
of habitus even enables us to understand why a
theoretical construct such as the “representative
agent,” based on the hypothesis that the choices
of all the different agents in a single category—
consumers, for example—can, in spite of their ex-
treme heterogeneity, be treated as the choice of a
standard “representative individual” maximizing
his utility, is not visibly invalidated by the evidence.
Alan Kirman has shown not only that this fiction
rests on very restrictive and special hypotheses, but
that there are no grounds for asserting that the ag-
gregated set of individuals, even if they were all
maximizers, itself behaves as an individual maxi-
mizing its utility and, conversely, that the fact that
a community presents a certain degree of rational-
ity does not entail that all the individuals are acting
rationally; Kirman consequently suggests that we
may found a global demand function not on the
homogeneity, but the heterogeneity, of agents, as
highly dispersed demand behavior on the part of
individuals is capable of producing very unified
and highly stabilized overall aggregated demand
behavior.*® Now, there is a realist grounding for
such a hypothesis in the theory of habitus and in
the representation of consumers as a set of hetero-
geneous agents with dispositions, preferences, and
interests that are very different (just as they have
very different conditions of existence), but adjust-
ed, in each case, to conditions of existence involv-
ing different chances, and subject, as a result, to
the inbuilt constraints of the structure of the
field—the structure of the overall economic field—
and also of the more or less limited subspaces in
which they interact with a limited subgroup of
agents. There is little room in the economic field
for “madcap behavior,” and those who indulge in
it pay the price for defying the immanent rules and
regularities of the economic order by failure or
disappearance.

In giving an explicit, systematic form to the phi-
losophy of the agent and of action that economic
theory most often accepts tacitly (because, among
other reasons, with notions such as “preference”
or “rational choice,” economic orthodoxy is mere-
ly rationalizing a commonsense “theory” of deci-
sion making), the advocates of rational action the-
ory (which includes a number of economists such
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as Gary Becker) and of methodological individual-
ism (such as James Coleman, Jon Elster, and their
French epigones) will undoubtedly have rendered
a great service to research: by its very excess and its
unconcern for experience, their narrowly intellec-
tualist (or intellectualocentric) ultrarationalism di-
rectly contradicts the best-established findings of
the historical sciences of human practices. If it has
seemed necessary to demonstrate that many of the
established findings of economic science are per-
fectly compatible with a philosophy of agents, ac-
tion, time, and the social world quite different
from the one normally accepted by the majority of
economists, this has, therefore, not been done
here to satisfy some philosophical point of honor,
but solely in an attempt to reunify the social sci-
ences by working to restore economics to its true
vocation as a historical science.

NOTES

This text was originally published as “Principes d’une
anthropologie économique (in Les structures socinles de
Péconomie. Paris: Seuil, 2000). It has been translated by
Chris Turner and checked by Richard Nice. For help with
this chapter, we also thank Jerome Bourdieu, Johan Heilbron,
and Loic Wacquant. Printed with permission of Polity Press.

Paragraphs above that are indented and marked by a line
on the left are, in the French original, printed in a smaller
typeface (to indicate subordinate status).

1. In the absence, as yet, of any formalization along the
lines laid down by these principles, we can call on corre-
spondence analysis (the theoretical foundations of which are
very similar) to help us bring out the structure of the eco-
nomic field or, in other words, the true explanatory princi-
ple of economic practices.

2. Walton H. Hamilton et al., Price and Price Policies
(New York: McGraw Hill, 1938).

3. Mare R. Tool, “Contributions to an Institutional The-
ory of Price Determination,” in Rethinking Economics: Mar-
kets, Technology, and Economic Evolution, ed. Geoffrey M.
Hodgson and Ernesto Screpanti (Hants: E. Elgar, 1991),
29-30.

4. This conception of social capital differs from the defi-
nitions that have subsequently been given in American soci-
ology and economics in that it takes into account not only
the network of relations, characterized as regards its extent
and viability, but also the volume of capital of different
species that it enables to be mobilized by proxy (and, at the
same time, the various profits it can procure: promotion,
participation in projects, opportunities for participation in
important decisions, chances to make financial or other in-
vestments). See Bourdieu, “Le capital social. Notes provi-
soires,” Actes de la recherche en sciences socinles 31 (January
1980): 2-3.

5. Cultural capital, technical capital, and commercial cap-
ital exist both in objectivized form (equipment, instruments,
ctc.) and in embodied form (competence, skills, etc.). One
can see an anticipation of the distinction between the two
states of capital, the objectivized and the embodied, in the



88 Bourdien

work of Thorstein Veblen, who criticizes the orthodox the-
ory of capital for overestimating tangible assets to the detri-
ment of intangible ones. See Thorstein Veblen, The Instinct
of Workmanship (New York: Augustus Kelley, 1964).

6. Beth Mintz and Michael Schwartz, The Power Struc-
ture of American Business (Chicago: University of Chicago
Press, 1985).

7. Jan A. Kregel, “Markets and Institutions as Features of
a Capitalistic Production System,” Journal of Post-Keynesian
Economics 3, no. 1(1980): 32-48.

8. As R. H. Coase has pointed out, it is on the basis of the
assumption, tacitly made in orthodox theory, of zero trans-
action costs that acts of exchange can be rendered instanta-
neous: “Another consequence of the assumption of zero
transaction costs, not usually noticed, is that, when there are
no costs of making transactions, it costs nothing to speed
them up, so that eternity can be experienced in a split sec-
ond.” R. H. Coase, The Firm, the Market, and the Law
(Chicago: University of Chicago Press, 1988), 15.

9. Jean Tirole, The Theory of Industrial Organization
(Cambridge: MIT Press, 1988), 4.

10. The classic work of Amos Tversky and Daniel Kahne-
man has shown up the shortcomings of agents, and the mis-
takes they make, with regard to probability theory and sta-
tistics. See A. Tversky and D. Kahneman, “Availability, a
Heuristic for Judging Frequency and Probability,” Cognitive
Psychology 2(1973): 207-32; see also Stuart Sutherland, Ir-
rationality, the Enemy Within (London: Constable, 1992).
There is a danger that the intellectualist assumption that un-
derlies this research may lead us to miss the fact that the log-
ical problem one infers from a real situation is not posed as
such by the agents (friendship as a social relation is not in-
formed by the principle that “my friends’ friends are my
friends”) and the logic of dispositions means that agents are
capable of responding in practice to situations involving
problems of anticipation of opportunity that they cannot re-
solve abstractly. See Pierre Bourdieu, The Logic of Practice
(Cambridge: Polity Press, 1990).

11. Mark Granovetter, “Economic Action and Social
Structure: The Problem of Embeddedness,” American
Journal of Sociology 91(1985): 481-510.

12. Anselm L. Strauss, Continual Permutations of Action
(New York: Aldine de Gruyter, 1993).

13. See Mark Granovetter, “Economic Institutions as So-
cial Constructions: A Framework for Analysis,” Acta Socio-
logica 35(1992): 3-11. Granovetter presents here a modi-
fied version of the alternative between “individualism” and
“holism,” which is rampant in economic (and sociological)
orthodoxy, in the form of the opposition, borrowed from
Dennis Wrong (“The Oversocialized Conception of Man in
Modern Sociology,” American Sociological Review 26[1961]:
183-93) between the “undersocialized view” dear to eco-
nomic orthodoxy and the “oversocialized view,” which as-
sumes that agents are “so sensitive to the opinions of others
that they automatically [obey] commonly held norms for
behavior” (Granovetter, “Economic Action,” 5) or that they
have so profoundly internalized the norms or constraints
that they are no longer affected by existing social relations
(wholly erroneously, the notion of habitus is sometimes un-
derstood in this way). Hence the conclusion that, ultimate-
ly, this oversocialization and undersocialization have much
in common, both of them regarding agents as closed mo-
nads, uninfluenced by “concrete, ongoing systems of social
relations” (6) and “social networks.”

14. Tirole, Theory of Industrial Organization, 2-3. A little
further on, the author gives some hints regarding the costs

and benefits associated with the different categories of prod-
uct (mainly, theoretical and empirical) on the economics mar-
ket, which enables us to understand the comparative destinies
of the “Harvard tradition” and the “new theory of industrial
organization” he is defending: “Until the 1970s, economic
theorists (with a few exceptions) pretty much ignored indus-
trial organization, which did not lend itself to elegant and
general analysis the way the theory of competitive general
equilibrium analysis did. Since then, a fair number of top the-
orists have become interested in industrial organization.”

15. Edward S. Mason, “Price and Production Policies
of a Large-Scale Enterprise,” American Economic Review
29(1939), supplement, 61-74 (esp. 64).

16. “The structure of a seller’s market includes all those
considerations which he takes into account in determining
his business policies and practices.” Mason, “Price and Pro-
duction Policies,” 68 (my italics, to point up the oscillation
between the language of structure and structural constraint
and that of consciousness and intentional choice).

17. Max Weber observes that commodity exchange is
quite exceptional in that it represents the most instrumental,
most calculating of all forms of action, this “archetype of ra-
tional action” representing “an abomination to every system
of fraternal ethics.” Economy and Society, ed. Guenther Roth
and Claus Wittich, trans. Ephraim Fischoff et al.; vol. 1
(Berkeley and Los Angeles: University of California Press,
1978), 637.

18. Philip Kotler, Marketing Management, Analysis,
Planning, Implementation, and Control (Englewood Clifts,
N.J.: Prentice Hall, 1988), 239.

19. Alfred D. Chandler, The Visible Hand: The Manager-
ial Revolution in American Business (Cambridge: Harvard
University Press, 1977), 62.

20. Although this vision has sometimes been contested in
recent years on the grounds that the recession has seen a
constant overturning of hierarchies, and that mergers and
acquisitions allow small firms to buy up large ones, or to
compete effectively with them, the world’s two hundred
largest firms have nonetheless remained relatively stable.

21. Alfred D. Chandler, Scale and Scope: The Dynamics of
Industrial Capitalism (Cambridge: Harvard University
Press, 1990), 598-99.

22. See John L. Campbell and Leon Lindberg, “Proper-
ty Rights and the Organization of Economic Action by the
State,” American Sociological Review 55(1990): 634—47.

23. Neil Fligstein has shown that one cannot understand
the transformation of corporate control without dissecting
the state of firms’ relations over the long term with the state.
And he has done this in the case most favorable to liberal
theory, that of the United States, where the state remains a
decisive agent in the structuring of industries and markets.
See Neil Fligstein, The Transformation of Corporate Control
(Cambridge: Harvard University Press, 1990). Further evi-
dence of the decisive importance of central regulation is pro-
vided by the organized lobbying activity European firms
carry on in Brussels.

24. The state, which plays a clear role in the case of the
cconomy of house building, is far from being the only mech-
anism for coordinating supply and demand. Other institu-
tions, such as networks of interpersonal relations in the case
of crack cocaine, the “communities” formed by auction-
goers, or “matchmakers” in the economy of boxing, also play
their part in the creative regulation of markets. See Phillippe
Bourgois, In Search of Respect: Selling Crack in El Barrio
(Cambridge: Cambridge University Press, 1996); Charles W.
Smith, Awuctions (Berkeley and Los Angeles: University of



California Press, 1990); and Loic Wacquant, “A Flesh Ped-
dler at Work: Power, Pain, and Profit in the Prizefighting
Economy,” Theory and Society 27, no. 1(1998): 1-42.

25. Among France’s major employers I have elsewhere
demonstrated a close homology between the space of firms
and the space of their directors, as characterized by the vol-
ume and structure of their capital. See Pierre Bourdieu, The
State Nobility: Elite Schools in the Field of Power, trans. Lau-
retta C. Clough (Cambridge: Polity Press, 1996), 300-335.

26. See Fligstein, Transformation of Corporate Control,
which describes how the control of firms comes successively
under the sway of the directors in charge of production, mar-
keting, and, ultimately, finance. See also Neil Fligstein and
Linda Markowitz, “The Finance Conception of the Corpora-
tion and the Causes of the Reorganization of Large American
Corporations, 1979-1988,” in Sociology and Social Policy, ed.
William Julius Wilson (Beverly Hills, Calif.: Sage, 1993); Neil
Fligstein and Kenneth Dauber, “Structural Change in Corpo-
rate Organization,” Annual Review of Sociology 15 (1989):
73-96; and Neil Fligstein, “The Intraorganizational Power
Struggle: The Rise of Finance Presidents in Large Corpora-
tions,” American Sociological Review 52 (1987): 44-58.

27. Harrison White, “Where Do Markets Come From:?”
American Journal of Sociology 87(1981): 518.

28. Weber, Economy and Society, 636.

29. White, “Where Do Markets Come From:?” esp. 518.

30. Ibid., 543.

31. Phrase in English in original [Trans.].

32. See Pierre Bourdieu, Pascalian Meditations, trans.
Richard Nice (Cambridge: Polity Press, 2000), 49-50.

33. Gary S. Becker, Treatise on the Family (Cambridge:
Harvard University Press, 1981), ix. See also The Economic
Approach to Human Bebavior (Chicago: University of
Chicago Press, 1976).

34. Vilfredo Pareto, Manual of Political Economy, ed.
Ann S. Schweir and Alfred N. Page, trans. Ann S. Schweir
(London: Macmillan, 1972), 29-30.

35. See J.-C. Passeron, “Pareto, I’économie dans la soci-
ologie,” in Economin, sociologin ¢ politico nell’opera di Vilfre-
do Pareto, ed. Corrado Malandrino and Roberto Marchion-
atti (Florence: Leo S. Olschki, 2000), 25-71.

36. Thorstein Veblen, “Why Is Economics Not an Evo-
lutionary Science?” Quarterly Journal of Ecomomics, July
1898, 390.

37. James S. Duesenberry, Income, Saving, and the Theo-
7y of Consumer Behavior (Cambridge: Harvard University
Press, 1949).

Economic Anthropology 89

38. Sidney Mintz, Sweetness and Power: The Place of
Sugar in Modern History (New York: Penguin, 1985).

39. Pierre Bourdieu, Distinction: A Social Critique of the
Judgement of Taste, trans. Richard Nice (London: Routledge
and Kegan Paul, 1986); Lawrence W. Levine, Highbrow/
Lowbrow: The Emergence of Cultural Hieravchy in America
(Cambridge: Harvard University Press, 1988). As we see
from the analysis of the economic and social determinants
of preferences for buying a house or renting, we may repu-
diate the ahistorical definition of preferences without con-
demning ourselves to a relativism—which would rule out all
rational knowledge—of tastes consigned to pure social
arbitrariness (as the old formula de gustibus non est dis-
putandum, invoked by Gary Becker, suggests). We are led,
rather, to establish empirically the necessary statistical rela-
tions that form between tastes in the various fields of prac-
tice and the economic and social conditions of the forma-
tion of those tastes, that is to say, the present and past
position of the agents in (or their trajectory through) the
structure of the distribution of economic and cultural capi-
tal (or, if the reader prefers, the state at the given moment
and the development over time of the volume and structure
of their capital).

40. See Tversky and Kahneman, “Availability.”

41. We may call in evidence here the findings of the be-
haviorist tradition, represented most notably by Herbert
Simon, though without accepting this philosophy of action.
Herbert Simon has stressed, on the one hand, the degree of
uncertainty and incompetence that affects the process of de-
cision making, and, on the other, the limited capacity of the
human brain. He rejects the general maximization hypothe-
sis, but retains the notion of “bounded rationality”: agents
may not be capable of gathering and processing all the in-
formation required to arrive at overall maximization in their
decision making, but they can make a rational choice within
the bounds of a limited set of possibilities. Firms and con-
sumers do not maximize, but, given the impossibility of
gathering and processing all the information required to
achieve a maximum, they do seek to achieve acceptable min-
ima (a practice Simon calls “satisficing”). Herbert Simon,
Reason in Human Affairs (Stanford, Calif.: Stanford Uni-
versity Press, 1984).

42. See Pierre Bourdieu, Algeria, 1960, trans. Richard
Nice (Cambridge: Cambridge University Press, 1979).

43. Alan P. Kirman, “Whom or What Does the Repre-
sentative Individual Represent?” Journal of Economic Per-
spectives, 6(spring 1992): 117-36.



5 Behavioral Economics

Roberto Weber and Robyn Dawes

WHILE RESEARCH in behavioral economics goes
back to at least the middle of the twentieth centu-
ry (e.g., Herb Simon’s [1955] work on bounded
rationality), it is largely in the last decade of the
twentieth century that behavioral economics de-
veloped from a vague and broad research area pur-
sued by a small number of researchers at an even
smaller number of academic institutions to a large,
widely recognized subfield within economics. Over
the last few years of the century, the standing and
acceptance of behavioral economics changed con-
siderably as many economists took notice of be-
havioral work and began to accept it as valid eco-
nomic research. In fact, the change was so sudden
and significant that, while at the beginning of the
1990s at most one or two of the top 10 econom-
ics departments had a behavioral economist, by the
end of the decade at most one or two did not. The
rise in publication of behavioral economics papers
in the top research journals was similarly striking.
Perhaps the clearest indication of the acceptance of
behavioral economics as a valid area of economic
research by most mainstream economists is the
awarding of the 2002 Nobel Prize in economics to
two pioneers of behavioral work, Daniel Kahne-
man and Vernon Smith.

The purpose of this chapter is to introduce
briefly some of the areas of work in behavioral eco-
nomics, and to tie the work together by noting
common aspects. We do not attempt a compre-
hensive survey of all (or even a large part) of the
work in behavioral economics. As a consequence
of the growth of the area, it is impossible to cover
in one chapter all the work in economics that falls
under the behavioral label—in fact, there are entire
books devoted to subareas of behavioral econom-
ics (e.g., Thaler 1993; Camerer 2003a). Specifical-
ly, we will provide an introduction to the history
and development of three of the more important
areas of behavioral work. These subareas are (1)
nonegoistic preferences, which is concerned with
relaxing the assumption of narrow self-interest un-

derlying most economic theory, (2) intertemporal
choice, which addresses problems with the discount-
ed utility model, and (3) reference-dependence in
preferences, which allows for the possibility that
reference levels (such as the status quo and expec-
tations) affect preferences. Each of these areas will
be defined and discussed in detail in later sections,
and we will briefly describe some of the key work,
both empirical and theoretical, in each of them.

Of course, work in behavioral economics ex-
tends well beyond these areas. In fact, different
forms of behavioral research are present in most
areas of economics, such as labor economics (Cam-
erer et al. 1997), law and economics (Sunstein
2000), financial economics (Schleifer 2000; Shiller
2000), and macroeconomics (Akerlof 2002). How-
ever, the three topics selected above represent
arcas of behavioral research that directly question
some of the most basic assumptions on which tra-
ditional economics is built and are therefore likely
to have a broad and important impact on econom-
ic research.

After introducing and describing work in the
three areas, we bring them together by pointing to
a common thread in behavioral economic research.
Specifically, we argue that one common element of
this work, and one of its key differences from tra-
ditional economics, is that it takes into account
trajectories. Whereas traditional theoretical work
in economics has a static view of preferences in
which they are rarely directly affected by what oc-
curred previously or what will happen in the fu-
ture, behavioral economists have recognized that
trajectories—of consumption, of action, and so
on—matter. For instance, when considering the
possibility of a person eating an apple in a given
month, traditional economic analysis rests on the
assumption that there is an implicit (or explicit)
value a decision maker places on the consumption
or use of the apple and that he or she will experi-
ence this value in one month’s time (which may
lead to valuing it less than the value of an apple in



the present, but only because consumption in the
future is always valued less than in the present).
Behavioral economics, however, notices that other
factors might make a difference. Specifically, deci-
sion makers might derive pleasure from the antici-
pation of receiving the apple, or might care about
what things they get to eat before or after the
apple, or might care about if and when others get
their apple. Therefore, the main argument with,
and difference from, the traditional approach is
that how we get somewhere often matters almost
as much as what is there. This argument will be
presented in more detail following a discussion of
behavioral economics and some of its areas of
research.

Following this argument, we discuss the links
between behavioral economics and economic soci-
ology. We note that—though not immediately
transparent—these links are nonetheless present
and provide fruitful avenues for future research.

Finally, we conclude with discussion of specific
contributions behavioral economics has made to
the field of economics, and we point to possible fu-
ture work in the area. To begin, however, we will
attempt to define behavioral economics and the
approach used by its researchers.

WHAT Is BEHAVIORAL ECONOMICS?

Behavioral economics is the combination of eco-
nomics and other, more behaviorally descriptive,
social sciences. More precisely, behavioral econom-
ics results when economists combine research and
methods from economics and other social sciences
with the goal of improving the descriptive value of
economic theory.! The result is an area of research
in social science that relies on the theoretical and
methodological approaches of economics, but care-
fully observes actual behavior and uses the results
of such observation to modify existing theory.

A key aspect of behavioral economics is that,
while it is an area of research that brings together
work in several of the social sciences, it is still pri-
marily focused on doing so within the field of eco-
nomics. The main goal of behavioral economists is
to change the way that economics is done by re-
placing behaviorally unrealistic assumptions of eco-
nomic theory and analysis, while keeping the ap-
proach of economic research that has proved
valuable. Therefore, the goal of most behavioral
economists is not to tear down economics and re-
place it with something else, but rather to improve
the existing economic approach to increase its
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value as a descriptive and positive science.? Behav-
ioral economists are interested in disciplining the
basic assumptions of economic models (such as the
rational choice framework that underlies expected
utility maximization, the cornerstone of tradition-
al microeconomics and decision theory) with
behavioral observation. The main contention of
behavioral research is that many of the basic as-
sumptions in standard economic models (e.g., selt-
interest, optimization) are not based on how peo-
ple actually make economic decisions, and that
they therefore lead to a descriptively worse theory
than one based on more behaviorally correct as-
sumptions. To achieve a better theory, behavioral
economists argue, it is necessary to look at how
real people actually behave and decide, and then
use observed regularities to inform the basic ele-
ments of a theory of behavior.

This desire to work within economics, rather
than from outside it, has important implications
for behavioral economics and its researchers. First,
most behavioral economists are economists. Conse-
quently, they have realized that the best way to win
arguments with economists over economic as-
sumptions is by doing careful, convincing eco-
nomic research, and that to do this it is necessary
to use the tools and standards of economic re-
search (e.g., the rigor of formal theory and the sta-
tistical methods of econometrics). Therefore, most
research in behavioral economics is done by re-
searchers with a solid training in economics, and
the most convincing research is done by people
who are as well trained in the tools of economic re-
search as the best “traditional” economists.

STAGES OF DEVELOPMENT OF BEHAVIORAL
RESEARCH

Research in several subareas within behavioral
economics usually progresses toward improving
the descriptive value of economic theory through
similar stages of research. These stages are (1) the
demonstration of a behavioral result anomalous
with traditional economic theory, (2) the replica-
tion, collection, and synthesis of a behavioral reg-
ularity, and (3) the development of behavioral the-
ory incorporating the regularity.’ In most cases,
one stage naturally leads to the next. Of course,
categorizing the complex and often haphazard
process of scientific discovery in these three simple
stages simplifies a progression that is inherently
much messier in reality. However, this categoriza-
tion traces the path of most areas of behavioral
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work, progressing from initial empirical demon-
strations of anomalies (often viewed with skepticism
by mainstream economists) to the development of
behaviorally based economic theory—built on
well-established regularities.

The first stage of research is the observation of
behavior. Much of this observation is motivated by
work in other social sciences demonstrating behav-
ior that is systematically inconsistent with tradi-
tional economics. Behavioral economists then at-
tempt to demonstrate these behavioral results
using approaches and settings that are both con-
vincing and important to other economists. To do
this, behavioral economists often rely on the meth-
ods and sources of observation used by traditional
cconomists. A large amount of behavioral “obser-
vation” is done using the same real-world empiri-
cal data used by traditional economists (e.g., large
longitudinal surveys; data on employment, prices,
and consumption; data from financial markets).
When using these data, behavioral researchers typ-
ically look for reliable patterns of deviations from
the predictions of traditional economic models.

An equally important part of this observation
comes from a method borrowed from other social
sciences (notably psychology): the laboratory ex-
periment. Experiments present an almost ideal way
to test basic assumptions of behavior. The control
in a laboratory setting allows an experimenter to
explore the source and causes of behavior careful-
ly, while eliminating many possible confounds.
Economists have designed experiments similar to
those in other social sciences: subjects are brought
into a “laboratory” where they are presented with
a task, problem, or artificial environment (e.g., a
market), and then their decisions and actions are
recorded and analyzed.

However, when using experiments as a tool for
research, behavioral economists have distinguished
themselves from other social scientists by focusing
on experiments that are likely to be convincing to
traditional economists skeptical of experimental re-
search. As a result, most experimental work in eco-
nomics has followed certain guidelines that may
seem odd and overly restrictive to other social sci-
entists. For instance, experimental economists avoid
all deception in experiments (the tests are intend-
ed to study basic processes that should surface
even when subjects are aware of what is being test-
ed), they pay subjects for their decisions (if the
tests do not provide an incentive to behave ration-
ally, then subjects may have no reason to do so),
they use experiments in which the main task is re-
peated several times (if subjects behave irrationally

in only one or two trials, this does not mean they
would not quickly adjust with experience),* and
until recently they have avoided context in experi-
ments (the basic processes being tested should be
apparent in the most basic situations when inter-
fering elements have been stripped away). While
the merit of these guidelines is open to debate—
particularly from researchers in other social sci-
ences—they have allowed behavioral research to
preemptively address several of the concerns that
might have been raised by traditional economists
in response to the results.

Another important criticism by traditional econ-
omists of experiments in economics (and the usual
last resort that skeptical traditional economists use
to argue that experimental research is not valid for
informing economics) is that they are often done
using an unsophisticated subject pool (college stu-
dents) making decisions for small stakes (e.g., Au-
mann 1990). This criticism has been addressed by
collecting additional data demonstrating that be-
havior anomalous with traditional economic theo-
ry persists even when decision makers are experi-
enced and dealing with high stakes (Lichtenstein
and Slovic 1973; Shefrin and Statman 1985; Hoft-
man, McCabe, and Smith 1996). The effect of
increasing incentives in experiments is typically
negligible, and, more importantly, no regularly ob-
served behavioral result has been overturned by
raising incentives (Camerer and Hogarth 1999).

The second common stage in research in behav-
ioral economics is the collection and synthesis of
evidence supporting a particular behavioral phe-
nomenon. This means both that behavioral results
are replicated and carefully tested across manipula-
tions, researchers, and sources of data, and that
this evidence is then collected and synthesized by
those most familiar with the area. To clearly estab-
lish and understand a behavioral regularity, behav-
ioral economists have relied on the collection of a
large body of evidence demonstrating and dissect-
ing a phenomenon—and on someone familiar with
the research area synthesizing the evidence sup-
porting the phenomenon (e.g., Thaler 1992; Cam-
erer and Thaler 1995; Babcock and Loewenstein,
1997).

Most behavioral regularities have been demon-
strated in several independent studies. Because the
goal of behavioral economists is to convince even
the most skeptical traditional economists of the ro-
bustness of these behavioral regularities, it is nec-
essary to build a solid case with as many separate
pieces of evidence as possible. In addition, in sev-
eral areas of behavioral research, the empirical



demonstration of an anomaly often encounters al-
ternative explanations that are consistent with tra-
ditional models. (For example, demonstrations of
nonegoistic behavior in experiments were often
met with the criticism that subjects may be affect-
ed by reputation and repeated interaction effects
since their actions were observable by the experi-
menters.) To address these possible alternative ex-
planations (no matter how ludicrous), behavioral
economists have countered with more data and
studies that control for these possibilities. (In the
example above, experimental economists demon-
strated that nonegoistic behavior persists even in
“double blind” experiments in which the actions
of a participant are not known even by the experi-
menter [Berg, Dickhaut, and McCabe, 1995;
Hoffman et al. 1994].) Once a behavioral regular-
ity has been clearly established and synthesized, it
is possible to begin to develop economic theory
that includes the regularity.

The third stage in the development of an area
within behavioral economics, and perhaps the
most important, is the development of behavioral
economic theory incorporating the behavioral
phenomenon. Once a result has been firmly estab-
lished and enough work done that it is possible to
synthesize and understand the regularity, behav-
ioral economists typically turn to developing mod-
ifications to traditional economic theory that rely
on assumptions consistent with the behavioral
phenomenon. This work has proceeded mainly by
researchers asking two questions: “What part of
the traditional theory is inconsistent with the be-
havior?” and “How can this part be modified to
produce predictions consistent with the behavioral
phenomenon?” For example, one of the first arcas
of research in behavioral economics was in altruism
and nonegoistic behavior (see the next section).
After first demonstrating that people do not always
behave in the narrow, self-interested manner pre-
dicted by traditional economic theory and then
collecting a large body of evidence supporting, and
providing insights into, the phenomenon, behav-
ioral economists turned their attention to develop-
ing an economic theory that incorporates this
behavior. By asking the above two questions, be-
havioral theorists first noted that the narrow defi-
nition of self-interest in traditional economic theo-
ry was leading to incorrect predictions, and then
created models replacing this assumption with oth-
ers in which individuals can derive welfare from the
outcomes experienced by others and from the ac-
tions of these others (e.g., Andreoni and Miller
2002; Rabin 1993).
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While behavioral theory is the product of em-
pirical observation, the creation of behavioral
theory—or sometimes competing behavioral theo-
ries by different researchers—often produces the
need for more behavioral observation. This need
arises because the new theories make predictions
that can then be tested to determine their descrip-
tive validity. As a result, behavioral theory is some-
times produced, demonstrated to be incorrect by
empirical testing, and then replaced with new the-
ory that takes into account the additional evi-
dence.® However, it is important to draw a distinc-
tion between areas of economic research that have
reached the stage where economic theory is being
produced and those that have not, because the de-
velopment of theory usually marks a point at which
traditional economists begin to take the associated
behavioral regularity seriously.

As the following sections of this chapter will in-
dicate, research in several areas of behavioral eco-
nomics has gone through each of the three steps
indicated above: after the behavioral anomaly is
first demonstrated, it is explored and better under-
stood through further observation and synthesis,
leading to the final stage when its key elements are
incorporated into formal economic theory. The
growth of behavioral economics means that a re-
view of the whole field is beyond the scope of this
chapter. However, we hope that the presentation
of the development of some of the key areas of re-
search will leave the reader with an understanding
of the kind of work done by researchers in the
field, and of the type of conclusion that results
from this work.

BEHAVIORAL RESEARCH ON NONEGOISTIC
PREFERENCES

While some of the first empirical demonstrations
of nonegoistic behavior in economics came from
laboratory experiments in public goods games (see
below), economists have long recognized the possi-
bility that people may care about things other than
their direct, personal, material gains. For instance,
even the earliest economists, such as Adam Smith
and Francis Edgeworth, wrote about sympathy and
altruism as important elements of economic decision
making.® In fact, while traditional economic theory
has largely focused on the self-interest of the butch-
er, the brewer, and the baker in Adam Smith’s The
Wealth of Nations (1776), it has largely ignored the
same author’s writings in The Theory of Moral Senti-
ments ([1759] 2000) on the lack of self-interest:
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How selfish soever man may be supposed, there are
evidently some principles in his nature, which interest
him in the fortunes of others, and render their happi-
ness necessary to him, though he derives nothing
from it, except the pleasure of seeing it. (3)

Overlooking Smith’s argument created a need,
centuries later, to reexplore the possibility of more
than narrow self-interest in preferences.

The earliest domain in which the self-interest as-
sumption was carefully examined in economics was
in experiments testing public goods problems.
Public goods problems—which share the same un-
derlying structure as social dilemmas, the tragedy
of the commons, and collective action problems—
are those in which an individual’s marginal benefit
of contributing to the production of the good is
negative, but the impact on social welfare (the sum
of all individuals’ benefits) of contributions is posi-
tive. The problem is the same one as in the well-
known prisoner’s dilemma, in which there is one
action that is socially optimal (cooperate), but an-
other that makes an individual better off (defect).
Public goods have long interested economists (e.g.,
Samuelson 1954), because of the prediction that
no one should ever take the action that is socially
optimal at a cost to themselves. Doing so, accord-
ing to traditional economic theory, is irrational.

Careful demonstration of nonegoistic behavior
began with the work of social psychologists. Dawes
and Orbell and colleagues, who were familiar with
the traditional economic assumption of self-inter-
est, studied subjects’ decisions in social dilemmas.”
Several studies (e.g., Dawes, McTavish, and Shak-
lee 1977; Van de Kragt, Orbell, and Dawes 1983;
Dawes et al. 1986) investigated the effects of ma-
nipulating payoffs, communication, and group
identity on behavior in social dilemma and public
goods games. While they found several interesting
results related to the effects of group identity and
communication (see Dawes and Messick 2000),
the main result of interest to economists was the
presence of high levels of cooperation inconsistent
with the assumption of self-interest. Similar work
by sociologists (Marwell and Ames 1981) led
economists to take interest in exploring coopera-
tion and non-self-interested behavior in public
goods games.

In reaction to the above work indicating that
subjects may contribute to public goods, experi-
mental economists began exploring the extent to
which similar behavior would arise in experiments
that conformed to the guidelines of economics ex-
periments, such as repetition (Isaac, Walker, and

Thomas 1984; Kim and Walker 1984; Isaac,
McCue, and Plott 1985). While most of these
carly experiments were intended to see if coopera-
tion would go away in more carefully controlled
(e.g., economics) experiments, the results were
very similar to the previous ones in that subjects
initially contributed substantially to the public
good, foregoing self-interest.

While the results of these first experiments indi-
cated that cooperation decreased with repetition,
several subsequent studies showed that this was
not simply the result of initial confusion by sub-
jects in an experiment, and that cooperation per-
sisted even with experience. For instance, Isaac and
Walker (1988) and Andreoni (1988) found high
degrees of cooperation among subjects with previ-
ous experience in public goods games when they
played a new game. Therefore, while cooperation
and giving decrease when the same public goods
game is repeated with the same people, it goes
back up when people start the game over with dit-
ferent people, or even when it is restarted with the
same people.

The laboratory evidence invalidating the as-
sumption of narrow self-interest goes beyond ex-
periments on public goods. While there are many
experiments that demonstrate this behavioral phe-
nomenon, perhaps the most convincing series of
studies are on ultimatum, trust, and dictator games.
Ultimatum games are simple games in which there
is a very clear prediction that follows from the self-
interest assumption. In these two-player games,
one player proposes a division of an original fixed
amount of money, and the other player either ac-
cepts (in which case the allocation stands) or re-
jects (in which case both players receive nothing).
If players care only about personal monetary out-
comes, then the second player should accept any
allocation greater than zero, and, knowing this,
the first player should propose the allocation that
gives the second player the smallest possible
amount that is better than nothing. Across several
studies, this prediction is wrong (Giith, Schmitt-
berger, and Schwarze 1982; Kahneman, Knetch,
and Thaler 1986a; Hoffman et al. 1994). The sec-
ond player almost always rejects unfair divisions
(e.g., anything less than 30 percent of the initial al-
location), and the first player rarely makes offers
that are too small to be accepted. The modal offer
is often 40 to 50 percent of the original amount.

Trust games measure the extent to which a play-
er is willing to commit resources to a second play-
er, who must then be trusted to return some of the
surplus generated by the commitment. Specifically,



one player decides how much of an original
amount to send to a second player, and this second
player then receives this amount multiplied by a
constant (usually three). The second player then
decides how much of this amount received to send
back to the first player. Similarly to the prisoner’s
dilemma and public goods games, there is a social-
ly optimal outcome (player 1 sends everything,
player 2 returns half) that is not the equilibrium
predicted by traditional theory. The traditional
economic prediction is again clear: the second
player should never return anything, and given this
possible decision, the first player should never send
anything. This prediction is again wrong. Even
when actions are completely secret (even to the
experimenters), subjects in the role of the second
player typically return some portion of the in-
creased amount, and subjects in the role of the first
player typically send amounts greater than zero
(Berg, Dickaut, and McCabe 1995).

Perhaps the clearest laboratory test of the self-
interest assumption is the dictator game. While not
precisely a game, it closely captures the decision to
give some amount of money to another. In the dic-
tator game, one subject is given a fixed amount of
money and told to decide how much, if any, of this
amount to send to another “player.” Even in situ-
ations where choices are completely anonymous,
the player who decides how much to give fre-
quently leaves a significant amount for the other
person (Forsythe et al. 1994; Hoffman et al. 1994;
Hoffman, McCabe, and Smith 1996). When ac-
tions are completely anonymous, this result is in-
consistent with the self-interest assumption.

An important regularity arising out of the sever-
al studies demonstrating other-regarding prefer-
ences is that people do not only care about the
welfare of others or their own standing relative to
others. Instead, it is often the case that what these
others did previously directly impacts social prefer-
ences. Therefore, rather than always being kind or
unkind toward others in a particular situation, peo-
ple are likely to reciprocate kindness with kindness
and unkindness with unkindness. This reciproca-
tion occurs even in situations absent of reputation
or other ways in which kindness may lead to
greater personal rewards in the future—occurring,
for example, in the anonymous, one-shot trust
games discussed above. While evidence consistent
with this regularity is found in several kinds of ex-
periments (e.g., in both ultimatum and trust
games the second mover is more likely to respond
“kindly” to a “kind” action), perhaps the clearest
demonstration of this phenomenon is in the work
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of Fehr and colleagues using the “gift exchange”
game (e.g., Fehr, Kirchsteiger, and Riedl 1993,
1998). In this game, subjects in one group offer
contracts to subjects in another, who then each de-
cide whether or not to accept a contract and, if ac-
cepting one, whether to take a costly action that
benefits the specific subject who offered that con-
tract. This game models situations such as an em-
ployment market where a group of employers of-
fers job contracts that are then possibly accepted
by prospective employees, who then decide how
much to work or shirk. The important finding
across several experiments is that subjects in the
second group, who have no incentive to exert cost-
ly “effort,” respond more kindly (with more ef-
fort) to more generous contract offers.

While most of the evidence of social and other-
regarding preferences comes from laboratory ex-
periments, some studies demonstrated similar re-
sults outside of the laboratory. Using houschold
survey responses, Kahneman, Knetsch, and Thaler
(1986b) found that people have clear and consis-
tent concerns about fairness and believe that these
concerns are likely to influence behavior in the real
world. In other work outside of the laboratory,
Frank, Gilovich, and Regan (1993) report survey
responses from college professors in which an
overwhelming majority of respondents (more than
90 percent) reported giving some money to chari-
ty. Interestingly, even 90 percent of economics
professors reported giving money. Yezer, Goldfarb,
and Poppen (1996) used a field experiment in
which unsealed, addressed envelopes containing
$10 were left in undergraduate classrooms. The
results again provided evidence against the self-
interest hypothesis: over 40 percent of the en-
velopes were returned. These studies, together
with the myriad everyday decisions people make
that are inconsistent with the self-interest assump-
tion in traditional economics (e.g., anonymous
charitable donations, tipping on the last day of va-
cation, costly acts of vengeful vandalism), provide
convincing evidence that reciprocity and other-
regarding behavior are not just artifacts of the
laboratory.

Research on the behavioral incorrectness of the
self-interest assumption reached the second stage
of behavioral economics research when researchers
in the field began summarizing and synthesizing
the key points of the above research and other
work demonstrating the incorrectness of the self-
interest assumption (e.g., Ledyard 1995; Dawes
and Thaler 1988). Once these review pieces brought
together the existing work and pointed out the key
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behavioral regularities, attention turned to incorpo-
rating the regularities into formal economic theory.

In carly work that introduced nonselfish motives
into economic theory, Akerlof (1982) introduced
a model of reciprocal fairness in employment rela-
tionships similar to the gift-exchange experiments
used subsequently by Fehr. In the model, workers
may choose to behave in a non-self-interested
manner due to norms to reciprocate kindness.

In other, more general, early work, Andreoni
(1989, 1990) presented a model of individual util-
ity in which decision makers derive “consumption”
from the amount that they give to others. An-
dreoni and Miller (2002) showed that such mod-
els of utility-from-giving are consistent with the
behavior of subjects in experiments and with a
generalization of traditional economic theory that
includes preferences for giving as a consumption
good.

Since this early work, several other theoretical
models have been proposed that relax the self-
interest assumption (e.g., Rabin 1993; Fehr and
Schmidt 1999; Bolton and Ockenfels 2000). The
goal of most of these models has been to capture
and describe the key feature of behavior discussed
above—that reciprocity matters more than pure al-
truism. For example, in the theoretical contribu-
tion that perhaps best captures this feature, Rabin
(1993) presents a model in which players care not
just about outcomes, but about what others did
and why they did so. This model captures a key
feature of reciprocity: I am kind to those who do
something good for me, especially if they are doing
it to be kind. Rabin’s model, which is an equilibri-
um model for games, therefore posits that players
take into account not only what others did, but
that individuals’ beliefs about why others did what
they did also matter. This accounting often results
in situations where the predicted behavior is that
people are mutually nice or mutually spiteful to
cach other (for instance, in the well-known prison-
er’s dilemma game, Rabin’s model predicts equi-
libria where both players cooperate and where
both players defect).

In other recent work modeling social, nonegois-
tic preferences, Akerlof and Kranton (2000) intro-
duced the notion of identity to economic theory
and modeled how it can affect preferences. Specit-
ically, in their model, decision makers derive utility
from behaving according to certain norms pre-
scribed by their identity as members of particular
groups. Thus, membership in a group associated
with a particular behavior can increase the utility
derived from such behavior.

The self-interest assumption underlying tradi-
tional economics seems unreasonable to most peo-
ple outside the field. However, the amount of be-
havioral work summarized in this section reveals
that convincing traditional economists of its lack of
validity has been a long process. Significant ad-
vances in relaxing the assumption in economic
models were begun only after decades of empirical
demonstration both within and outside of the lab-
oratory. Even now, the work is incomplete. While
formal economic theory relaxing self-interest now
exists, the models are often specific to a particular
type of problem. More importantly, and partly be-
cause of the lack of a general model, the tradition-
al approach is still the basis for an overwhelming
majority of research within economics.

BEHAVIORAL RESEARCH ON INTERTEMPORAL
CHOICE

Intertemporal choice is the area of research that
deals with decisions that have consequences at
other points in time. In economics, a large body of
research deals with how individuals should and do
make these types of decisions. For instance, saving
is an important topic of economic theory and re-
search that deals specifically with choices (how much
to save) that impact future welfare (how much con-
sumption is available in the future). Other impor-
tant economic behaviors that fall within the area of
intertemporal choice are addiction (drug use has
potential future health consequences) and preven-
tive health care (preventive actions involve a cost
today that will likely produce a positive future con-
sequence). These types of decisions boil down to
one key question: how do individuals decide when
considering delaying present gratification against
the prospect of future rewards?

The traditional approach in economics—follow-
ing largely from the work of Fisher (1930) and
Samuelson (1937)—has been to assume that all of
these choices simply involve weighing the benefit
or cost of the present action versus the future con-
sequences. The basis of the economic approach,
the discounted utility model, simply assumes that
there is a discount—or weighting—function that
measures how valuable future welfare is relative to
present welfare, when deciding in the present.
When evaluated from today, a certain amount of
welfare at a future point in time is worth some
fraction (0 < & < 1) of that same amount of welfare
today. According to this approach, individuals dis-
count the future consequences by this fraction and



then choose the action that maximizes their wel-
fare. This discount rate is applied to discrete peri-
ods of time (e.g., days, years), so that—from
today’s perspective—welfare one period from now
(holding everything else constant) is worth d times
what it would be today, welfare two periods from
now is worth 82, and welfare 7 periods from now is
worth &%. An important assumption of this model
is that future consumption only matters to the ex-
tent that an individual in the present weighs his or
her welfare that far into the future.

This model produces strong implications about
how individuals should consider temporal trade-
offs. First, the model assumes that individuals are
aware—at least implicitly—of the value of this dis-
count rate at all points in time. Therefore, it must
be the case that individuals know how much they
will value trade-offs in the future. Second, as a
consequence of this knowledge, people should dis-
play dynamic consistency, meaning that they should
not make decisions that they later regret simply
because they were unable to control themselves.
Third, individuals should make the same trade-offs
across decisions. This constancy means that dis-
count rates for an individual should not vary across
decision-making domains (i.e., one cannot be in-
credibly patient for some types of decisions and in-
credibly impatient for others). Finally, when choic-
es over time involve monetary decisions, the
discount rate used by individuals to decide should
be close to the discount rate in financial markets.

As with the self-interest assumption, very early
work in economics did not impose such restrictive
assumptions on the way people made choices in-
volving self-control and delayed gratification. For
instance, in The Theory of Moral Sentiments ([1759]
2000), Adam Smith wrote:

At the very time of acting, at the moment in which
passion mounts the highest, he hesitates and trembles
at the thought of what he is about to do: he is secret-
ly conscious to himself that he is breaking through
those measures of conduct which, in all his cool hours,
he had resolved never to infringe, which he had never
seen infringed by others without the highest disap-
probation, and of which the infringement, his own
mind forebodes, must soon render him the object of
the same disagreeable sentiments. Before he can take
the last fatal resolution, he is tormented with all the
agonies of doubt and uncertainty; he is terrified at the
thought of violating so sacred a rule, and at the same
time is urged and goaded on by the fury of his desires
to violate it. He changes his purpose every moment;
sometimes he resolves to adhere to his principle, and
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not indulge a passion which may corrupt the remain-
ing part of his life with the horrors of shame and re-
pentance. (227)

In particular, Smith wrote of an important duality
within an individual between an “indifferent spec-
tator” who makes coolly calculated decisions and
the “fury of his desires,” when deciding whether
to take actions with negative future consequences.
This conflict is inconsistent with the discounted
utility model where individuals simply maximize
their lifetime welfare—weighing future experiences
less than present ones—and have no self-control
problems.

In contrast with research on nonegoistic prefer-
ences, early behavioral work on intertemporal
choice began outside of the laboratory. In particu-
lar, the first work demonstrating anomalies that
caught the attention of economists was empirical
work analyzing household consumption and sav-
ings decisions. Some of these early studies (e.g.,
Hausman 1979; Gateley 1980) found individual
discount rates exhibiting extremely present-favoring
preferences. Specifically, when choosing appliances
with varying prices and energy efficiency, con-
sumers appeared to be much more concerned with
lower present prices, as against future energy cost
savings, than would a rational decision maker with
access to financial markets.

Another demonstration of behavior inconsistent
with the traditional model dealt with the pattern of
lifetime savings and consumption. One of the ap-
plications of the discounted utility model to sav-
ings is the “life-cycle” model (see Modigliani and
Brumberg 1954; Ando and Modigliani 1963),
which predicts that consumption will be generally
smooth over time and that the effects on con-
sumption of unanticipated changes in income will
also be spread over time. This model predicts that
individuals will borrow to consume more during
periods when their income is lower (youth, old
age) and will save to finance this consumption
when income is higher. Moreover, a sudden sur-
prise windfall (such as winning the lottery) will be
consumed at a constant rate over the remaining
years of an individual’s life. However, empirical
studies have turned up behavioral results inconsis-
tent with the life-cycle model. For instance, con-
sumption is not smooth over time, but instead is
very elastic with respect to income and events such
as retirement (e.g., Mankiw, Rotemberg, and Sum-
mers 1985; Carroll and Summers 1991; Stephens
2003). Moreover, drops in consumption resulting
from expected events such as retirement are unex-
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pected; not only do people not smooth consump-
tion over their lifetime, but they are frequently
surprised by the extent to which their disposable
income falls following retirement (Bernheim, Skin-
ner, and Weinberg 2001; Loewenstein, Prelec, and
Weber 1999).

Another domain of intertemporal choice that
has long posed problems for traditional economic
theory is addiction. Addictive goods are problem-
atic because they involve decisions that individuals
typically regret—either because past consumption
strongly affects current preferences in an unpre-
dicted way or because they were aware of future
consequences but were unable to control them-
selves. This produces situations where individuals
cither do not correctly anticipate their preferences
or where they take actions they know are subopti-
mal. As a consequence, observed behavior—such
as that addicts try to quit but cannot, and that they
regret past consumption—is difficult to explain
using the traditional economic approach (see, for
instance, Goldstein 1994). Becker and Murphy
(1988) proposed a model of addiction that works
within the traditional framework (i.c., addicts are
rational and forward looking) and is consistent
with some behavior typically associated with addic-
tion—such as withdrawals and bingeing. However,
one problem with addiction that is not explained
by the model is the key fact that addicts typically
regret their addiction and their level of consump-
tion of the addictive substance. This dynamic in-
consistency is difficult—if not impossible—to ex-
plain using modifications of the discounted utility
model such as that of Becker and Murphy.

As in the behavioral economics research on
nonegoistic preferences, the behavioral regularities
inconsistent with the traditional model were ex-
plored in experiments, as well as in the field. Early
experimental work in the area demonstrated a be-
havioral regularity problematic for traditional the-
ory. One implication of the traditional approach is
that the discount rate should remain the same, re-
gardless of when the delayed gratification takes
place or how long the delay is. However, experi-
ments by Benzion, Rapoport, and Yagil (1989)
and Thaler (1981) demonstrated that discount
rates decrease for longer waiting periods, indicat-
ing that it becomes less costly to tack on addition-
al delays in the future than it is to have to wait
initially. While these experiments did not use mon-
etary rewards as incentives, similar results were
produced by Horowitz (1991) and Holcomb and
Nelson (1992) using monetary incentives.

In several experiments, Loewenstein and col-

leagues found that intertemporal preferences var-
ied depending on aspects of consumption profiles
that should not matter, such as which option is
presented first. For instance, Loewenstein (1988)
found a “delay versus speed-up” asymmetry in
which subjects exhibited different discount rates
when deciding how much to pay to move a future
reward forward (from one week to four weeks)
than they did when deciding how much to accept
to move the same reward back (from four weeks to
one week). Subjects were overwhelmingly more
patient when it came to moving the reward for-
ward from the original date than they were when it
came to delaying it further.

Other experimental studies obtained results in-
dicating that subjects valued specific patterns of
consumption over time, directly contradicting the
predictions of the discounted utility model. For in-
stance, in one study (Loewenstein 1987), subjects
preferred to delay receiving a pleasant experience
(a kiss from their favorite movie star) and to move
up a negative one (an electric shock).® In a similar
study, most subjects preferred to put off receiving
a dinner at a fancy French restaurant and instead
first receive dinner at a local Greek diner, which
was less preferred in a direct comparison between
the two options (Loewenstein and Prelec 1991).
These results call into question an important im-
plication of the traditional model—that people
should always want to delay negative experiences
and speed up positive ones.

Behavioral economic research on intertemporal
choice reached the second stage of development—
summary and synthesis—with the publication of
several chapters and volumes collecting the evi-
dence against the assumptions of the discounted
utility model and proposing alternative principles
guiding choice over time (e.g., Loewenstein and
Thaler 1989; Loewenstein and Elster 1992).°

As with other areas of behavioral research, be-
havioral economic theory developed to explain the
behavioral regularities inconsistent with the dis-
counted utility model. For instance, one kind of
model (e.g., Ainslie and Haslam 1992; Laibson
1997; Rabin and O’Donoghue 1999) assumes that
individuals have “present-biased” preferences.
That is, while the discounted utility model assumes
that the discount rate is the same independent of
when the delay is (in the present or in the future),
these models assume there is a different discount
rate for any decisions that involve delaying reward
or pain from the present, meaning it is always
harder to delay gratification for one day when that
day is now. If decision makers are unaware of this



bias, the model predicts behavior consistent with
several empirical regularities, such as the tendency
to be extremely impatient in the present but to be-
lieve that one will be more patient in the future (a
common source of procrastination). These models
also explain the empirical regularity that elicited
discount rates (measured for a particular period of
time) decrease when the time horizon is longer.

Another category of models builds on the as-
sumption that there are, in a sense, two decision
makers responsible for every individual’s choices
(see Schelling 1984; Thaler and Shefrin 1981).
One of these decision makers is farsighted and
takes into account the effect of actions on future
welfare, similar to the single rational planner in the
discounted utility model. The other decision maker
is impulsive and myopic, secking only to maximize
current welfare without regard for future conse-
quences. Intertemporal choice then involves a lim-
ited degree of restriction, by the first decision
maker, of the second decision maker’s ability to
act. Using this kind of model, one can explain, for
instance, why individuals may take the seemingly
irrational decision to limit their future behavior
(such as putting money in low-interest-bearing ac-
counts with withdrawal penalties to prevent them-
selves from spending money, or preferring to re-
ceive a fixed salary spread out evenly rather than in
a single payment up front).

Finally, some models directly include prefer-
ences for such things as anticipation and increasing
welfare (e.g., Loewenstein and Prelec 1992; Prelec
and Loewenstein 1998). In these “savoring” mod-
els, individuals choose rationally and are aware of
their future preferences. However, they do not
only weigh the utility of outcomes at the point in
time at which they are to be consumed (as in the
discounted utility model), but also derive benefit
from knowing that there are as yet unexperienced
future benefits and from simply being better off
than they were before. These models are consistent
with the behavior of subjects who frequently de-
cide to delay the consumption of positive experi-
ences and speed up negative experiences.

Behavioral economics research on intertemporal
choice has reached a similar point as the work on
relaxing the self-interest assumption. Much evi-
dence now exists that the traditional theory is de-
scriptively wrong, and behavioral researchers have
a good understanding of several aspects of how
actual choice differs from the traditional model.
In addition, several competing theories have been
presented that account for different aspects of this
behavior. Moreover, in some instances these theo-
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ries have impacted policy related to intertemporal
choice (e.g., Aaron 1999). In spite of this impact,
however, none of the behavioral theories of in-
tertemporal choice has achieved wide acceptance
within the field of economics as the correct theory
of intertemporal choice, or replaced the tradition-
al approach as the tool of choice of most econo-
mists, meaning there is still work to do.

BEHAVIORAL RESEARCH ON REFERENCE-
DEPENDENT PREFERENCES

Traditional economic theory assumes that the
value individuals place on an item is not very easi-
ly changed, particularly by things that should not
affect the pleasure derived from consuming the
good. Therefore, the fact that an individual pos-
sesses a good should not make it more or less valu-
able, and other individuals’ consumption should
not affect the value an individual places on a good
(unless it makes the good more or less “useful,” as
in certain types of communication technology
where the good becomes more valuable when oth-
ers are using it). This section, the last of our ex-
amples of areas of research in behavioral eco-
nomics, reviews evidence to the contrary. The
conclusion of this research is that reference levels
(such as the status quo or individuals’ expecta-
tions) do affect preferences.

Among the first results revealing reference-
dependent preferences were experimental results
demonstrating “loss aversion.” Loss aversion (or
the endowment effect) refers to the tendency to
place greater value on an item when an individual
possesses (or is endowed with) that item than
when he or she does not. Some of the pioneering
work demonstrating this phenomenon was done
by Kahneman and Tversky (1979), who showed
that gambles involving losses weighed more heavi-
ly (were associated with higher absolute monetary
values) than gambles involving identical gains.
Similarly, Thaler (1980) showed that how much
individuals were willing to accept (“willingness to
accept”) for a loss was greater than the amount in-
dividuals were willing to pay (“willingness to pay”)
for an equivalent gain.

While the above work involved hypothetical
choices, the same effect was also found in experi-
ments using monetary incentives. These early ex-
periments simply demonstrated that subjects who
were given an item, such as a coffee mug or a lot-
tery ticket, required more money to give up the
item than subjects who had not been endowed
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with the item were willing to pay for it (Knetsch
and Sinden 1984). This phenomenon persisted even
when subjects were placed in a market environ-
ment, countering one early criticism by traditional
economists arguing that the effect was unimpor-
tant because it would disappear with market forces
and repetition (Kahneman, Knetsch, and Thaler
1990).

If gains are weighed less than losses, individuals
should be less likely to take courses of action that
might produce ecither gains or losses than they
would under traditional economic theory, where
the two are weighed equally. This tendency, re-
ferred to as the “status quo bias,” follows from loss
aversion: possible losses loom larger than possible
gains and therefore impact decisions more than
they would in the absence of loss aversion. Samuel-
son and Zeckhauser (1988) demonstrated such a
bias. In experiments, they found that choices be-
came more attractive and were therefore more like-
ly to be selected, simply by being the status quo.

The result that reference levels matter has also
been demonstrated using field data. For instance,
the discrepancy between willingness to accept and
willingness to pay was found in a market environ-
ment to decide tree planting for a park (Brookshire
and Coursey 1987).

In addition, behavior consistent with the gain/
loss asymmetry in loss aversion is found in financial
markets. For instance, people sell stocks that have
risen in value too early and hold on to stocks that
have declined in value too long (Shefrin and Stat-
man 1985; O’Dean 1998). This pattern is incon-
sistent with traditional economic theory, which
predicts that differences in decisions to buy or sell
stock will be based solely on expectations about
their future value, and will be independent of
whether a particular stock has increased or de-
creased in value since being purchased.

The status quo bias has also been demonstrated
outside of the laboratory. In one example, Hart-
man, Doane, and Woo (1991) examined choices of
utility service plans by residential consumers in
California and found a discrepancy between the
amounts consumers were willing to accept for ser-
vice disruptions and the amount they were willing
to pay to avoid them. They also found a tendency
for consumers to seclect options simply because
they were the status quo. In another study, John-
son, Hershey, Meszaros, and Kunreuther (1993)
found that residents in New Jersey and Pennsylva-
nia chose different insurance options from very
similar sets of choices, based simply on which op-
tion was presented as the default one.

As with other areas of behavioral research, the
development of behavioral theory attempting to
account for the discrepancy between observed
phenomena and traditional economic theory fol-
lowed the collection and synthesis of the evidence
demonstrating reference-dependence in prefer-
ences (e.g., Kahneman, Knetsch, and Thaler 1991).
However, unlike most other areas where several
competing models were developed that account-
ed for different aspects of the behavioral phe-
nomenon, the behavioral theory developed to ac-
count for loss aversion was simple and much less
fragmented.

The main theoretical contributions to modeling
loss aversion using economic theory were remark-
ably similar. The first theory that incorporated the
concept of loss aversion in an economic decision
model was Kahneman and Tversky’s (1979) “pros-
pect theory,” applied to decision making under
risk. In prospect theory, outcomes are not evaluat-
ed in absolute terms, as they are in expected utili-
ty theory, but instead are evaluated relative to a
reference point. The key aspect of prospect theory
that accounts for loss aversion is that the function
representing values in the domain of losses is
steeper than the function representing values for
gains. Therefore, the decision weight associated
with losses and gains (defined relative to the refer-
ence point) are unequal, and losses have a greater
impact on decision making than comparable gains.

The work of both Tversky and Kahneman
(1991) and Monro and Sugden (1998) built on
prospect theory in an attempt to generalize refer-
ence-dependence to a model of consumer choice.
In both models, the key modification from the tra-
ditional approach is also the introduction of a ref-
erence point (for instance, the status quo) relative
to which outcomes are evaluated. In both of these
models, the acquisition of a particular good makes
that good more valuable relative to others. The
nice property of these models is they involve only
a small modification to the traditional economic
theory, meaning that these models can often be
used in the same way as traditional theory. This
correspondence means that the usefulness of intro-
ducing reference levels to economic models is
testable; we can directly compare the behavioral
and traditional models across several decisions for
descriptive validity (see Harless and Camerer 1994).
Moreover, while the introduction of a reference
point at the status quo makes it easy to model loss
aversion—distinguishing gains from losses—the
concept can be extended to include other types of
reference levels that might affect decisions (e.g.,



aspiration levels, security levels, social compar-
isons, etc.).'”

BEHAVIORAL ECONOMICS: RECOGNIZING THE
IMPORTANCE OF TRAJECTORIES

The main contribution of behavioral economics
is pointing out that traditional economic theory is
a descriptively incomplete theory of human be-
havior. From the work of independent researchers
conducting studies demonstrating the existence of
behavioral regularities inconsistent with tradition-
al theory, to the collection and synthesis of these
results, and to the subsequent development of be-
havioral theory that accounts for these regulari-
ties, the ultimate goal of all behavioral research is
to make economic analysis more descriptively
complete.

One common thread in much of behavioral eco-
nomics research lies in a common source of in-
completeness in the traditional model—it ignores
the importance of trajectories. Trajectories in this
case mean paths or histories of consumption and
action that impact the way decisions are made.
One of the main shortcomings of traditional eco-
nomics is that it is a static theory in this sense. It
typically considers only outcomes and experiences
at the point in time at which they are encountered,
and ignores that how we get to these outcomes
and what happens before and after them have
strong effects on the desirability of these out-
comes. However, as much research in behavioral
economics shows, how we get to the point of mak-
ing a decision has almost as much of an effect on
choice as the consequences of the decision.

For example, one of the key findings in the study
of violations of the self-interest assumption is that
people care about reciprocity. The finding is
that people are not only not self-interested, but
that they also do not have consistent preferences
for the welfare of others independent of what has
happened previously. In particular, people prefer to
be kind to those who have been kind to them in
the past and unkind to those who have been un-
kind. Therefore, what happened previously matters
significantly for current preferences and behavior.
Traditional economics, however, takes this history
into account only to the extent that reciprocity can
act as a social mechanism enhancing expected
gains (through processes like enhanced reputa-
tion), but does not include the possibility that it
may exist otherwise.

The behavioral research on intertemporal choice
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similarly points to the importance of trajectories.
One key finding is that people have preferences for
increasing consumption profiles and that they de-
rive pleasure from waiting for good things. Also,
for goods such as addictive goods individuals ex-
perience unanticipated changes to their prefer-
ences based on previous consumption. All of these
behavioral regularities fail to be predicted by tradi-
tional theory. This failure occurs mainly because
the theory assumes that future experiences only af-
fect decision making in the present by a weight
equal to the discounted welfare they will produce
at the point in time at which they are experienced.
Behavioral models that allow past and future expe-
riences to directly or indirectly affect present wel-
fare are therefore much more descriptively valid.

The research on loss aversion and reference-
dependence similarly indicates that traditional eco-
nomics has failed to take into account trajectories.
While traditional economic theory assumes that
decisions are not be affected by historical accident,
research on the status quo bias indicates that this is
not the case. The fact that something was previ-
ously chosen makes it more attractive, and this
path dependence is similarly true for loss aversion.
Again, the main flaw in the traditional approach
is to neglect the importance of how we got
somewhere.

We should note that it is not our argument that
everything that happened before and after a deci-
sion should be taken into account by a model of
decision making. Such a model would likely lack
both parsimony and predictive ability. Instead, if a
modification that takes into account trajectories is
possible, creates an improvement in descriptive
ability, and does not sacrifice too much else, then
theoretical economics should attempt to include
such a modification. The theoretical work on loss
aversion and reference-dependent preferences serves
as an example of how following such a principle
can produce a descriptively better model.

BEHAVIORAL EcONOMICS AND ECONOMIC
SOCIOLOGY

An economic sociologist reading our chapter up
to this point will no doubt wonder about the ap-
parent relative absence of economic sociology—
and sociology more generally—from the work of
behavioral economists. It is certainly true that an
overwhelming majority of work in behavioral eco-
nomics is rooted in psychology, perhaps reflecting
the contributions of several prominent early be-
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havioral “economists” (e.g., Daniel Kahneman,
Amos Tversky, Robyn Dawes) whose primary
training was in psychology. This emphasis is mani-
fested in the topics (e.g., fairness and cognitive bi-
ases) and methods (e.g., experiments) of behav-
ioral research. To date, the topics and methods of
areas such as economic sociology have had a sig-
nificantly smaller impact in behavioral economics
and economics more generally. Thus, topics that
seem important for mainstream economic research
such as culture, institutions, organizational en-
vironment, and social networks appear to have
received scant attention even among behavioral
economists.

However, a closer examination of behavioral
economics reveals two sources of optimism for
those who would like to see a stronger connection
with economic sociology.

The first source of optimism is that a closer ex-
amination of existing work in behavioral econom-
ics reveals a significant amount of work that di-
rectly addresses topics or relies on methods from
economic sociology. While this work lies outside
of the mainstream of behavioral economics re-
search—compared with topics such as fairness, ref-
erence-dependent preferences, or biased time pret-
erence—it nonetheless certainly lies within its
boundaries.

For instance, following the demonstration that
individuals’ preferences are affected by the welfare
of others, an important question for behavioral
economists is how to explain variance in such pref-
erences. The work of a few researchers looks at the
role of culture, institutions, and social networks in
determining preferences for things like fairness or
equity. As an example, the work of Henrich et al.
(2001) explored how varying economic and social
environments in 15 relatively small primitive soci-
cties affected behavior in the ultimatum game. An-
other set of studies (Babcock, Engberg, and Green-
baum 1999; Greenbaum 2002) explores how
teachers’ salaries in Pennsylvania are determined,
showing that social comparisons with teachers in
other “similar” districts have an important effect
on wage levels and negotiations. Note that studies
of both kinds are important for economics because
they raise the possibility that even things as basic as
preferences are affected by the institutions, cul-
ture, and social networks that surround an individ-
ual or society.

Another area of research recognizes that much
economic interaction takes place through relation-
ship networks, relaxing the usual assumption in
economics that economic actors are linked in

“complete” networks. Recent theoretical (e.g.,
Allen and Gale 2000; Jackson and Watts 2002)
and experimental (e.g., Berninghaus, Ehrhart, and
Keser 2002; Corbae and Dufty 2002) work studies
how different network configurations affect eco-
nomic outcomes. Note that this emphasis on net-
work structure and the importance of social links is
something that economic sociologists have long
argued plays an important role in economic activi-
ty (Granovetter 1985; Davis 1991). While the
work above represents only a small step by econo-
mists in the direction of accounting for the impor-
tance of the relationship networks, it nonetheless
represents an important “behavioral” modification
to the traditional approach.

The second source of optimism for those who
would like to see more economic sociology in be-
havioral economics lies not in existing work, but
rather in promising potential future work. While
this chapter has indicated the considerable ad-
vances made by behavioral economists, there re-
main many areas in which (even behavioral) eco-
nomic theory is still incomplete. Much of this
work has to do with filling in gaps in the theory
that limit its ability to correctly predict outcomes
and behavior. Behavioral economics has resulted in
a better, though still incomplete, theoretical tool
for such prediction. In these likely future areas of
research exists considerable promise for incorpo-
rating the work of economic sociologists.

As an example, consider the work in economics
on coordination and coordination games (e.g.,
Van Huyck, Battalio, and Beil 1990; Mechta, Star-
mer, and Sugden 1994). Coordination refers to
situations where there are multiple possible equi-
librium outcomes (where no individual actor wants
to change her behavior given what others are
doing). Examples of such situations include sever-
al individuals deciding whether to exert costly ef-
fort when the reward to such effort is only
achieved if others exert it as well, or where units in
the same firm all need to adopt a communication
technology but the value of the technology de-
pends on that adopted by others (see Schelling
1960). These situations pose a problem for eco-
nomic theory because of its inability to predict
which of the several possible equilibrium outcomes
will result, and experiments have demonstrated
that otherwise identical groups of people will con-
verge on different outcomes (Van Huyck, Battalio,
and Beil 1991; Bacharach and Bernasconi 1997).

It is for this kind of prediction that behavioral
economists might benefit by turning to economic
sociology and sociology more generally. Given that



economic theory fails to predict why identical
groups of economic actors may arrive at entirely
different equilibrium outcomes, a solution to this
problem may lie in looking at the way economic
sociologists might argue the individuals (or their
surroundings) differ. For instance, some econo-
mists have already recognized that culture may
play a significant role in determining which of the
several outcomes results in a situation involving
coordination (Kreps 1990; Weber and Camerer
2003). However, other topics of interest to eco-
nomic sociologists, such as social environments
and networks, social comparisons, and institution-
al forces, may equally well explain the different
outcomes. It is in such a combination of econom-
ic sociology and economic theory, using the for-
mer to fill in the gaps of the latter, where exists
perhaps the greatest potential for future work in
behavioral economics.

CONCLUSION

The goal of this chapter is to introduce the ap-
proach to research in the social sciences known as
behavioral economics. By describing the method-
ology and a few important areas of research, we
hope to have left the reader with an improved un-
derstanding of what behavioral economists do and
why they do it. Moreover, we have attempted to
link much of the research in behavioral economics
together under a common theme: the taking into
account of trajectories. To conclude this chapter,
we turn to more general statements about what
behavioral economics has accomplished and might
still accomplish.

First, however, it is important that we reiterate a
point from our introductory discussion, one that
addresses a common concern of traditional econo-
mists in accepting behavioral work. This point has
to do with the goal of behavioral economics. As we
have previously stated, the goal of researchers in
this area is not to tear down economic theory and
replace it with theory borrowed from other social
sciences. Instead, the goal is to improve economics
as a descriptive and positive social science and
make traditional economic theory richer and de-
scriptively more accurate, while retaining many of
the goals of traditional economic theorists such as
parsimony and formalism. The work in each of the
areas discussed above has proceeded toward this
goal—usually through carefully observation of
how people actually behave and the incorporation
of this observation into formal economic theory.
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The main contribution of behavioral economics
is the recognition that traditional economic theory
is an incomplete story. It omits important charac-
teristics of decisions and situations that enter into
an individual’s decision process. Behavioral eco-
nomics recognizes the importance of things such
as trajectories that play an important role in deci-
sion making but are not part of traditional models.

The demonstration of results inconsistent with
traditional economic theory and improvements to
the theory are not the only benefits that behavioral
economics has produced. For example, due to the
willingness of behavioral economists to borrow
research tools from the other social sciences, be-
havioral economics has introduced new research
methods—such as laboratory experiments—to tra-
ditional economic research. Some of these methods
are now used by economists not doing specifically
behavioral work (e.g., experimental economics
testing mechanism design). In addition, behavioral
economics has created a link with research in other
social sciences and given economics more credibil-
ity among researchers in other areas who previous-
ly dismissed all of economics due to its reliance on
the rational choice model.

Aside from these benefits, behavioral economics
has also resulted in an economic theory better suit-
ed for positive analysis. Even the slight improve-
ments to economic theory discussed in the previ-
ous sections have produced a theory more likely to
correctly predict important behavior such as con-
sumption of addictive substances, bargaining im-
passe, retirement savings, and donations to charity.
Armed with this better understanding, policy in-
terventions are much more likely to succeed than
if they are based on a simpler, but unrealistic, model.

In addition to creating a theory better suited for
predicting behavior, recognition of deviations from
the traditional model points us to some important
sources of error that decision makers routinely
make (for instance, see Kahneman and Tversky
1974). Once aware of and familiar with these mis-
takes, economists can look for ways to help people
avoid them when making important decisions."

While our goal in this chapter is not to predict
the future of research in behavioral economics, we
believe some directions are likely to prove fruitful.
One such direction is work aimed at bringing to-
gether different strands of behavioral economics
by finding links between basic processes underly-
ing behavioral results (such as the connection be-
tween loss aversion and a preference for improving
consumption paths). To the extent that researchers
are able to link behavioral phenomena by under-
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standing how they operate more similarly at a basic
level, the result is a better understanding likely to
be reflected in a better theory. Similarly, work
using the observation of neuropsychology to un-
derstand how humans make economic decisions is
also likely to prove fruitful (see, for instance, Cam-
erer 2003b; and Camerer, Loewenstein, and Prelec
2003). Work in these directions may result in
a fourth stage in the development of behavioral
economic research: the linking of all behavioral
regularities to form a single behavioral economic
theory.

NOTES

Many thanks to participants at the Russell Sage confer-
ence on the Handbook of Economic Sociology for helpful com-
ments and suggestions. Thanks especially to Paula England
and George Loewenstein for carefully reading and com-
menting on the chapter.

1. While behavioral economists have typically focused on
methods (such as experiments) and assumptions (such as
cognitive biases) from psychology, recent behavioral work
more broadly encompasses other social sciences. For in-
stance, Henrich et al. (2001) combine experiments and
anthropological research to study the impact of culture on
economic decisions. Moreover, recent theoretical and ex-
perimental work (e.g., Berninghaus, Ehrhart, and Keser
2002; Jackson and Watts 2002) emphasizes the importance
of (simple forms of) social networks in determining group
outcomes.

2. In fact, this goal of working within economics and mak-
ing progress through incremental improvements to neoclas-
sical economics often results in a negative view of behavioral
economics from researchers in other disciplines, who view
the improvements as insufficient and question the validity of
relying on economic methods such as formal theory. At the
same time, many behavioral economists argue that the ulti-
mate goal of behavioral research must be to completely
change the way economics research is done (e.g., replacing
all of the current assumptions with a new set of behaviorally
realistic assumptions). The view of this group is that incre-
mental changes will never allow economics to fully incorpo-
rate important aspects of economic decision-making learned
from areas such as neuroscience and social psychology.

3. The last stage could be divided into two separate
stages: (1) the development of individual choice models that
incorporate the behavioral anomaly, and (2) the incorpora-
tion of these models into behavioral macroeconomic mod-
els. This is an important distinction because economists
largely value a new theory based on the extent to which it
can be modified to achieve the latter. However, since there
are several areas of behavioral research that have thus far not
reached this stage—though most have reached the first stage
of theoretical development—we pool the two while noting
the distinction (and the ultimate goal of having four, instead
of three, stages).

4. Unfortunately, however, the repetition of choice with
the same incentives may also be “sending a message” to sub-
jects about what we expect them to do, with the result that
the subjects may be responding to this inferred expectation

as much as to whatever external (usually monetary) payoffs
are involved (see Dawes 1999).

5. As Camerer (2003a) points out, this is how the physi-
cal sciences typically rely on observation and proceed differ-
ently than does economics: theory is developed from obser-
vation, tested using observation, and then improved to
account for new observation. This point, however, is not
new, as Von Neumann and Morgenstern noted over half a
century ago that “the empirical background of economic
science is definitely inadequate. . . . It would have been ab-
surd in physics to expect Kepler and Newton without Tycho
[Brahe],—and there is no reason to hope for an easier de-
velopment in economics” (1944, 4).

6. In the seminal book Mathematical Psychics ([1881]
1995), Edgeworth wrote of a weighted sympathy compo-
nent in individual utility functions by which the welfare of
others counts for some fraction of our own welfare. Edge-
worth even noted that this fraction decreases with “social
distance” (see also Collard 1975).

7. The first experiment involving production of public
goods is believed to be by Bohm (1972), but his experi-
ments do not clearly demonstrate that subjects are foregoing
self-interest to contribute to the public good. For a discus-
sion of these experiments and an excellent survey of the ex-
perimental literature on public goods, see Ledyard 1995.

8. These experiments represent a rare departure for econ-
omists from the usual requirement in laboratory studies that
subjects’ choices somehow be tied to their payoffs. Perhaps
these results are so consistent with our intuition about
everyday intertemporal choice (“save the best for last” and
“get it over with”) that the hypothetical choices are suffi-
cient to convince most €CONOMists.

9. For an excellent and concise summary of behavioral
work on delayed gratification, see Fehr 2002.

10. See Markowitz 1952 for an early theoretical discus-
sion of the possibility that people evaluate wealth relative to
a reference level such as the status quo.

11. For instance, the dynamic inconsistency common to
decisions involving intertemporal choice means that we end
up with economically inefficient outcomes and the need for
entire industries to help avoid these outcomes (the dieting
industry, rehab clinics). Being able to correct these “mis-
takes” in decision making before they happen would lead to
better economic outcomes in which the resources devoted
to these industries are used elsewhere.
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6 Emotions and the Economy

Muabel Berezin

THE RETURN OF EMOTION

“Emotion and economy” describes a relation
that social scientists have recently begun to ac-
knowledge and valorize. Outside of various fields
of psychology, sociologists and economists often
treat emotions as residual categories. It is arguable
that the project of modern social science from its
European nineteenth-century origins to its con-
temporary variations defines emotion out of social
action in general and economic action in particu-
lar. In contrast to other contributions to this vol-
ume that discuss more or less established litera-
tures, this chapter suggests plausible analytic frames
that reinscribe emotion in social and economic ac-
tion. Even though strong, let alone competing,
paradigms have not developed around emotion
and economy, this pairing does not constitute an
uncharted terrain.

Emotions, rather than gone from sociological
and economic analysis, have been, to put it more
aptly, in disciplinary exile. Multiple signs suggest
that emotions are reentering sociological and eco-
nomic analysis. In the last few years, interest in
emotions has flourished among sociologists who
usually place their work on the macro rather than
the micro level of analysis. In his now classic arti-
cle, Collins (1981) argued that interactions on the
ritual and social level were marketplaces where
emotional and cultural resources provided the
media of exchange. Repeated positive interactions
within a group produced emotional solidarity and
positive currency; conversely, negative interactions
devalued currency. Collins was theorizing the emo-
tional mechanisms that bridged the micro and
macro level of analysis. He was among the first in a
theoretical field that others are joining. The return
of emotion is, in part, an attempt to counter the
growing salience of rational choice and formal eco-
nomic models in both political science and sociolo-
gy; and is, in part, fueled by real-world problems

such as ethnic cleansing, addiction, greed, and (a
theoretical problem but welcome in the real world)
altruism. Theories that exclude the affective di-
mension of social life have difficulty explaining in-
dividual or collective behaviors that rationality
does not appear to govern.

In his 1997 presidential address to the American
Sociological Association, Neil Smelser (1998) fo-
cused upon the psychological state of ambivalence
to underscore the salience of emotion for thick
social analysis. A mere four years later, Douglas
Massey’s (2002) presidential address to the 2001
American Sociological Meetings called for a reap-
praisal of the role of emotions in social life. Even
more surprising than his subject matter was Massey’s
quasi-essentialist argument that emotions are so
intrinsic to human life that they should be at the
core of any meaningful sociology—no matter what
the subdisciplinary interest.

Smelser’s address offered a perspective that
countervailed the rational choice theories and for-
mal models that had burgeoned in political science
and were gaining ground in sociology. Smelser ar-
gued that the problem with rational choice is its as-
sumption that individuals experience social life as a
series of either/or or zero-sum choices in a series
of atemporal and ahistorical contexts. Choices can
only be rational in those limited instances where
the choice context is stable. In general, both ra-
tionality and choice recede before empirical reality.
The ideal type of contemporary rational choice
theory fails to take affect, emotion, and “valence”
into account.

According to Smelser, ambivalence, the state of
holding “opposing affective orientations towards
the same person, object or symbol” (1998, 5) is
more characteristic of how individuals experience
social life than certainty. Smelser provides numer-
ous observations of states that generate ambiva-
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lence. For example, bonding with others creates
dependence that can be positive but can also signal
a loss of freedom; parents are both happy and sad
when their children grow up and leave home; con-
sumers are both attracted to and feel guilty about
the pursuit of status goods. Smelser argues that in-
stitutions both mediate ambivalence and provide a
context in which behaviors based upon rational
choice make sense. In short, Smelser does not
completely dismiss rational choice, but takes a
grounded approach to it. He argues that rational
choice is useful in those contexts in which choice is
institutionalized.

In the last few years, historians (Reddy 2001),
philosophers (Nussbaum 2001; Pizarro 2000),
natural scientists (Damasio 1994, 1999), as well as
social scientists (Loewenstein 2000; Elster 1999b;
Turner 2000; Barbalet 1998) have all affirmed the
importance of emotion in social life. While there is
a growing recognition that emotions matter for so-
cial science analysis, questions remain as to Jow
they matter—that is, #0w emotional responses are
transposed from physical states to particular forms
of individual or collective social actions. Kemper
(1987) numbers 27 emotions in his work and
identifies a range of social actions that might chan-
nel them. While the process of identifying emo-
tions is seemingly infinite, the mechanisms that
transpose an emotion to an action are relatively re-
stricted and in general underspecified.!

EMOTION AND EcONOMY: CORE PROBLEMS AND
RELEVANT DISTINCTIONS

As there is currently no firmly marked discipli-
nary path through the fields of emotion and econ-
omy, this chapter aims to forge one. In so doing, it
attempts to synthesize a large array of literature in
a relatively compressed framework—covering as-
pects of history, sociology, economics, psychology,
and philosophy. As this author is not an expert in
any of these disciplines except sociology, the article
is schematic and lays out possibilities rather than
prescriptions.

The principal assumption that governs the dis-
cussion is that individual and collective action is
central to social analysis. While it is hardly novel to
underscore the importance of action—after all, it is
central to Parsons’s ([1937] 1968) as well as Cole-
man’s (1990) work—emotion is crucial for inter-
preting both the means and ends of action. Except
for rational choice theories, action is often under-
emphasized in discussions of emotion. This chap-

ter divides into three broad segments: first, a seg-
ment on relevant distinctions that specifies various
disciplinary modes of theorizing the relation be-
tween emotion and action; second, a more stan-
dard review of the literature that groups works
around similar themes and issues; and third, an an-
alytic typology that recalibrates the literature in
terms of events and emotions. The second section
will begin first with Adam Smith’s The Theory of
Moral Sentiments ([1759] 2000) and address vari-
ous exigeses of the argument; then move on to ex-
plore the contemporary social science debate
about rationality; and lastly discuss work that has
developed in emotion management.

Four relevant distinctions emerge from parsing
the contradictions, as well as points of agreement,
among the various literatures of emotion. These
distinctions are as follows.

1. Ewmotion is & physical not a psychological state.
Neuroscience (Frijda 1993; Mendoza and Ruys
2001) is the disciplinary site of much innovative
contemporary work on emotion. Neuroscientist
Antonio Damasio (1994, 1999) the most com-
pelling theorist (whom I rely on, as do scholars
such as Jon Elster), makes the important point that
emotion is first a physical feeling that we secondar-
ily articulate as a cognition. Cognition, the second
step in emotion, is where culture and historical
specificity as well as institutional realms matter. We
experience emotion as a physical state—elation,
weeping, nausea. Even autoimmune disease, in
which the body literally turns upon itself, plausibly
signals the repression of emotion. The physical ex-
perience of emotion is ontologically different from
the interpretation (cognition) of emotion and the
actions that we take in response to our experienced
emotions. Social scientists frequently conflate this
distinction, and it attenuates the strength of their
arguments because it bypasses the physical dimen-
sion of emotion.

2. Emotion is constitutive of human nature and
by inference constitutive of socinl life. Charles Dar-
win ([1872] 1998) made the classic argument that
even animals have emotions. Classical studies of
human nature beginning in the ecighteenth centu-
ry understood that absence of emotion and affect
is moral and social death. Emotion’s relation to
ethics or morality and human nature persists to this
day, as emotion remains the province of moral phi-
losophy and psychology (for example, De Sousa
1980; Middleton 1989; Pizarro 2000; D’Arms
and Jacobson 2000; Greenspan 2000; Nussbaum
2001). Having emotions is natural; channeling
emotions is socinl. An emotionless person would



exist in a state of perfect equilibrium. While indi-
viduals would not want to live in a state of contin-
uing emotional upheaval, perfect equilibrium (an
economist’s and rational choice theorist’s heaven)
would be equally dysfunctional. Economist Robert
Frank’s (1988, 1993) arguments that emotions are
rational are based on the unstated assumption that
social equilibrium takes away from, rather than en-
hances, social and economic innovation. The cre-
ative (i.e., innovative and productive) social and
economic actor follows his or her passions beyond
reason.

3. Emotion is not culture and vice versn. Emotion
and culture are interconnected, but they should be
kept analytically distinct even if they cannot be so
in real life. Culture, norms, and values affect the
expression of emotion but not the reality of the
emotion, or norms or values (Shweder 1993). Cul-
ture affects practices within different economic in-
stitutions, as well as the organization and practice
of economic life (Middleton 1989).

4. Trust and risk ave perceptions not emotions.
Trust is a perception or a cognitive act. Emotion
may influence the formation of those cognitions
and the resultant mental state of trust, but emo-
tion and trust are not coterminous entities. It is
important to make this distinction early on because
trust, in the literature on economics and society, is
sometimes treated (erroneously, according to this
author) as an emotion (for example, Pixley 1999a,
19990b, 2002a, 2002b). This chapter follows Cole-
man (1990), whose discussion of trust and risk
clearly links them to the problem of action, even
though emotions may be built into the action.
Coleman argues that trust is a “bet on the future”
that we place with respect to knowledge that we
have about past actions. Past experience both with
our own internal psyches as well as with others de-
termines our assessment of trust and risk in various
situations.

Trust is a judgment that we make about actions.”
Culture influences how we make those judgments.
All actions have a degree of uncertainty built into
them—even the most routine. The concept of ac-
cident is the recognition of the uncertainty that
underlies even the most mundane and routine sit-
uations. Trust and risk are directly proportional to
cach other. Generalized trust informs actions that
individuals and collectivities repeat day after day
because they are in quotidian low-risk situations.
In the absence of information, we may decide to
act on little or no information and follow what El-
ster (1996) describes as “gut feelings.” According
to Coleman (1990), time is constitutive of trust.

Emotions and the Economy 111

Misplaced trustis an error that results from the fail-
ure to give adequate time to decision making.
Coleman’s example of a young woman who does
not allow sufficient time to investigate a young
man who offers to walk her home and subse-
quently attacks her (91-108) underscores the rela-
tion between time and trust.

In its purist form, emotion and economy should
focus on the noncognitive dimension of economic
action. The analytic line is emotion—cognition—
action. Much of the social science literature that
focuses on emotion focuses on its cognitive di-
mension. Arlie Hochschild’s (1979, 1983, 1990)
work on emotion rules and management is seminal
in this area. The cognitive perspective does not ad-
equately acknowledge that individuals have experi-
ential and physical knowledge of the emotions that
they manage or the rules that they follow. Culture
and cognition are of course crucial but so is the
physical experience of emotion. Culture and cog-
nition intervene between emotion and action.

Recognizing that emotion is a physical state,
that it is about the body rather than the mind, is
central to theorizing the link between emotion and
economic action. Absence of emotion is equilibri-
um in both physical and economic life. Emotion
disequilibrates, and it is in moments of disequili-
bration and reequilibration that innovation occurs
in social and economic life. Sociology’s contribu-
tion to the study of emotions and the economy
will lie in its ability to map the steps between emo-
tion and action.

Figure 1 provides a preliminary diagram of the
preceding discussion.

EMOTION AND ECcONOMY: HISTORICAL
ANTECEDENTS

The study of emotion as analytic object dates to
antiquity. Aristotle’s Rhetoric (1991) explored emo-
tion as ontology and teleology. Emotion as a prob-
lem of modernity (the emphasis in this review)
emerged in the eighteenth century with the bur-
geoning of market society. As Elias’s (1994) mag-
isterial study of the “civilizing process” demon-
strates, the disciplining of affect was a constitutive
feature of the transition from feudal to modern so-
ciety. In England and Scotland and to a lesser de-
gree on the continent, philosophers were ponder-
ing the ontology of human nature and the passions
at the same moments, if we accept Elias’s account,
as the passions were in the process of being insti-
tutionally tamed. In the eighteenth century, tam-
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(a) Emotion (Physical State)

(ab)

(abd)

(ad)

(bcord)

(abc)

(b) Cognition

(c) Rational Action
(Actions based upon

interest and efficiency)

\ (d) Non-Rational Action

(Actions based on morals,

—_—

values, appetites)

Contemporary Neuroscience
Antonio Damasio (1994; 1999)

Moral Philosophy
Martha Nussbaum (2001)

Passions, Sentiment, Interest

Classical Formulations: Adam Smith ([1759] 2000); Jeremy Bentham
(1948); Albert Hirschman (1977).
Theorizing Emotion Out: Max Weber (1978)

Emotional Dramaturgy Culture

Rules, Roles, Scripts, Repertoires: Arlie Hochschild (1979; 1983);
Erving Goffman (1959): Randall Collins (1981)
Alternative rationalities: Robert Frank (1988)

Rational Choice/The Debate about Rationality
Jon Elster (1999a; 1999b)

Neil Smelser (1992)

FiGUre 1. Relating emotion and action: disciplinary paths. Max Weber’s forms of social action (1978, 22-26)
suggest, but do not define, the distinctions outlined in this figure. Authors cited serve as selective examples within

a category.

ing the passions was a problem of moral philoso-
phy that became a problem of political economy
and capitalism in the nineteenth century.
Eighteenth-century England was the stage for
many of the ideas that became commonplace on
the continent as well as the site of a burgeoning
and vibrant bourgeoisie society. Sentiments and
sensibilities, passions and appetites were problems
of a new market society as well as moral philosophy
(Rothschild 2001). Hirschman (1977) provides
the classic account of how passions were repressed
with the help of interests in the service of the
emerging market economy. Hirschman points out
that moneymaking from classical antiquity to the
Renaissance always carried a social stigma. Pas-
sions, the appetites (Hirschman draws heavily on
Machiavelli), were the motor forces behind the
constant warfare of the Renaissance princes. But
passion was disruptive to the development of the
mature statecraft that market society required. Be-
ginning in the late Renaissance, interests emerged
as the term for conducting a more balanced public

and private life (Hirschman 1977, 42). The pas-
sions did not serve either political or economic in-
terests. But the passions were constitutive of human
nature and, in Freudian terms, needed an object of
sublimation. The object was the formerly vulgar
and immoral pursuit of money that became coter-
minous with interest. Moneymaking became the
“calm passion.” Commerce, depending upon
which side of the English Channel one was on, was
called “innocent” or “doux.” Vice became virtue
in the service of a new economic order. These ideas
diffused in intellectual circles as well as through
the popular culture. For example, Moli¢re wrote
The Miser as well as The Bourgeois Gentleman.
Markets and commercial society required free-
dom to thrive (laissez-faire as metaphor and prac-
tice), yet individuals could not be completely un-
fettered if a capitalist system were to develop.
Capitalism, as Weber ([1920] 1976) argues in The
Protestant Ethic and the Spirit of Capitalism, re-
quired discipline as well as desire to thrive. Bar-
balet (2000) makes the argument that the concept



of vocation, Beruf, rationalized in the notion of ca-
reer, was the institutional vehicle that contained
the emotive and the rational. It is no accident that
novelistic narrative fiction began to develop during
this period (Watt [1957] 2001). The heroes and
heroines of the new novel genre (remember Moll
Flanders as well as Robinson Crusoe) graphically
capture the tension between exuberance, passion
and appetite, and discipline that would character-
ize emerging capitalist economy.

The focus on sentiment and sensibility in French
and English eighteenth-century moral philosophy
adjudicated the tension between unruly passion
and cold interest in the language of domesticated
emotion. Within the realm of economics and emo-
tion, Adam Smith’s The Theory of Moral Sentiments
is a core book.? Published in 1759, it predates the
Wealth of Nations by 17 years. Although sentiment
is in the title, Smith does not write in the mode of
a Shaftesbury, his contemporary and fellow parti-
san of emotion. The Theory of Moral Sentiments ex-
pounds a political economy of emotion that shifts
scarcity from the productive to the interior psy-
chological realm.

In the main, Smith argues that “fellow feeling,”
or sympathy, is the core of social life. Smith sug-
gests that we are moved by our imaginative en-
gagement with the suffering of others. Human suf-
fering generates an unspoken moral calculus.
Human beings have the capacity to sympathize
and to be the object of sympathy. Although the
former is preferable to the latter, the fungibility of
sympathy serves as a moral glue of social, and by
extension, productive life. Underlying this argu-
ment is a notion of appropriate and inappropriate
objects of sympathy. The concept of appropriate-
ness emerges at the beginning of the work as well
as in the chapters on merit, demerit, and utility.
Smith argues that gratitude and resentment are the
core affects of empathy ([1759] 2000, 94-111).
Those who are objects of gratitude are those
whom we see as worthy of reward; those who are
objects of resentment we see as deserving punish-
ment. Close reading reveals some ambiguity as to
who is the subject and who is the object of grati-
tude and resentment. Deference and jealousy can
as easily replace gratitude and resentment. To put
it in other words, we see as worthy of their good
fortune those who have been deferent to us and
with whom we can identify; we view as worthy of
bad fortune those who have an independent rela-
tion to us and whose actions appear foreign to us.

A large literature exists on Adam Smith that this
chapter only touches upon. While a commonly ac-
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cepted notion is that there are two Adam Smiths,
the empathetic moralist of The Theory of Moral
Sentiments and the calculating capitalist of Wealth
of Nations, revisionist approaches are suggesting
that the two works are more intricately connected
than scholars had previously understood. While
there are an infinite number of objects to trade in
the marketplace, there is a far more limited supply
of sympathy. More importantly, as critics are be-
ginning to point out, no one can really be the
other person—that is, the person who requires the
sympathy. In fact, though it might appear that
Adam Smith is an early advocate of “feeling an-
other’s pain,” the more likely response to the suf-
fering of others is relief that we are not the suffer-
er. This logic yields an unstated next step, that
contempt, rather than pity or sympathy, is the nat-
ural response to the suffering of others. In short,
sympathy is an emotional draping on the secure
feeling that we ourselves are intact.*

Agnew (19806) in a historical analysis argues that
the development of the theater and market in pre-
capitalist England are two sides of the same coin.
Drawing upon Adam Smith, Agnew argues that
mutual sympathy comes from the recognition of
mutual inaccessibility. What is created is an imagi-
native, not an emotional, identification with oth-
ers. Imagination is also a function of cognition or
rationality—that is, we have to imagine an agree-
able story about another person in order to identi-
fy or sympathize with him or her. The more afflu-
ent persons or societies become, the more time
they have for sympathy or empathy. A thin line
separates sympathy, jealousy, and disapproval.
Paradoxically, we would rather sympathize with
those who are graced than with those who have
fallen from grace. Sympathy is a frail rather than
robust force. In the theater, no matter how emo-
tionally engaged we are, we go home at the end of
the performance. The “bottom line” of sympathy
is parallel to leaving the theater: whether fortune is
good or bad, it is always experienced by someone
other than ourselves.

Agnew (1986, 186) makes the argument that
emotional isolation lies at the heart of Smith’s sys-
tem because scarcity exists in the emotional as well
as economic realm. Individuals compete for limit-
ed supplies of social attention—whether as givers
or as objects of sympathy. Those who are not com-
petitive in the attention sphere simply drop off the
social and economic radar screen. Unstated but
implicit in Agnew’s argument is that the poor and
socially marginal are most likely to suffer physical-
ly as well as psychologically if they lose in the sym-



114 Berezin

pathy, or attention, market. Thompson (1971)
shifts this valence in his study of bread riots in
cighteenth-century England as part of a “moral
economy” of the crowd. Aneurin Bevan, one of
the architects of the British postwar welfare state,
entitled his treatise on the subject In Place of Fear
(1952). Bevan argued that a welfare state would
provide the security that would break the link be-
tween emotional and material deprivation.

Offer (1997), drawing upon The Theory of
Moral Sentiments, formulates a concept of the
“ecconomy of regard” that follows from where
Agnew leaves off. Offer argues that there is a ten-
sion between the gift relation as described by Mar-
cel Mauss and the market. The “economy of
regard” attempts to resolve this tension. Offer ar-
gues that with respect to sympathy, individuals
crave approbation or regard. The “gift relation-
ship” elucidates the scarcity and social significance
of regard—the gift of attention. The social func-
tion of regard, as with gifts, is to enter into an ex-
change relation. The currency of the gift is usually
some type of material object; the currency of re-
gard is status and deference. The economy of re-
gard operates wherever personal relations affect in-
centives (471).

While the market, to borrow from Bentham,
may ultimately provide the greatest good for the
greatest number, it cannot provide the best goods for
the greatest number. As Max Weber recognized, the
best societal goods combine money and status, or
in Adam Smith’s terms, the positive approbation of
one’s fellow men. Similar to gifts with rules of en-
gagement and prestige hierarchies, approbation or
regard is a scarce commodity and is more akin to
competition than emotional empathy. Offer’s ar-
gument, coupled with Agnew’s, points to the
rational rather than emotional dimension of
sympathy—Dbecause sympathy is about competition
for place and position (i.e, to be worthy of regard)
and not charity.

Rothschild’s Economic Sentiments (2001) focus-
es on Smith and Condorcet, underscoring the es-
sential modernity of umcertainty as a social fact
(51). Feeling emotions that one can be aware of
and reflect upon requires a modern perception of
time. Premodern men and women perceived and
experienced time as nonlinear. Experiencing time
synchronically and not diachronically, premodern
men and women lived in the moment. Feudal hi-
erarchies and nature regulated social life. Peasants
and lords did not need highly refined time sensi-
bilities. Barring natural disasters, their production
systems reduced uncertainty to virtually zero. For

peasants and lords, tomorrow offered few sur-
prises. Capitalist production systems required
planning. Modern economic men and women, in
contrast to their predecessors, required a finely cal-
ibrated sense of time—to think and to plan.® It is
no accident that, like economics, the study of the
mind and human understanding is an eighteenth-
century obsession.

Market capitalism gave birth to the recognition
of uncertainty. Along with the perception of un-
certainty came social groups who could imagine a
future and who had an expanded time horizon.
Rothchild (2001) argues that the capacity to imag-
ine a future was a feature of Enlightenment thought
that penetrated the collective modern psyche more
deeply than standard philosophical accounts sug-
gest. Futurity and uncertainty meant that one
could pursue different paths of action. Choice, as
well as its kinship concept rationality, is a feature of
modernity itself. In premodern, or precommercial,
societies, choice was not an option, and the ethics
or moral sentiments required to make normative
distinctions and choices were not social or political
requisites.

THE DEBATE ABOUT RATIONALITY AND
EMOTION IN SOCIOLOGY AND ECONOMICS

History reveals that utility proved a more attrac-
tive concept than sentiment. In the nineteenth
century, the boundary between moral philosophy
and practical life was drawn sharply and gave birth
to the full-blown science of; first, political econo-
my and, then, modern economics. It is axiomatic
in economic history that rationality and rational
man are products of the eighteenth and nineteenth
centuries (see Persky 1995 for a brief history of the
concepts). Jeremy Bentham introduced the con-
cept of utility in An Introduction to the Principles
of Morals and Legisiation (1948), and his foremost
student John Stuart Mill continued to develop it in
a series of books and treatises.

According to Bentham, “An action . . . may be
said to be conformable to the principle of . . . util-
ity (meaning with respect to the community at
large), when the tendency it has to augment the
happiness of the community is greater than any it
has to diminish it” (1948, 127). As utility applies
to any action that accords the greatest good to the
greatest number, the individual pursuing his or her
self-interest will increase the level of general happi-
ness in the community.

Nineteenth-century political economy (with the



exception of Marx’s critique) is synonymous with
rationality and the corresponding process of ra-
tionalization. Twentieth-century economists built
upon nineteenth-century theories to mathematize
economics and to drain it of historical and cultur-
al context. John Stuart Mill’s two-volume Princi-
ples of Political Economy established him as the fa-
ther of modern political economy. On the strength
of this volume, theorists of all stripes overlook
Mill’s commitment to emotion as well as his posi-
tion as a public figure within the age of English
romanticism and early Victorianism. Among his
voluminous writings, Mill’s Autobiography ([1873]
1969) and his twin essays on Bentham and Cole-
ridge remind us that the nineteenth century was
the highpoint of sensibility, what English poet
William Wordsworth characterized as “emotion re-
flected in tranquility,” as well as market capitalism.
Mill’s awakening to the value of emotion that he
so resonantly describes in his Awutobiography is
widely known among intellectual historians. Con-
temporary political economists and sociologists
have for the most part neglected this aspect of
Mill’s thought and writings.

Mill’s twin essays on Bentham and Coleridge are
instructive (Mill 1950). Mill identifies Bentham’s
greatest contribution to modern political thought
as his insistence on the necessary relation between
means-ends rationality and law. Mill finds Ben-
tham’s vision of human nature deficient. Mill ar-
gues that Bentham recognized that men (and
women) were capable of self-interest and even a
form of sympathy but failed to understand the
deeper principles that govern human nature: “Man
is never recognized by him [Bentham] as a being
capable of pursuing spiritual perfection as an end;
of desiring, for its own sake, the conformity of his
own character to his standard of excellence, with-
out hope of good or fear of evil from a source
other than his own inward consciousness” (Mill
1950, 66). Mill continued his critique: “Even
under the head of sympathy, his recognition does
not extend to the more complex forms of the feel-
ing—the love of loving” (68). Mill juxtaposed
Bentham with his contemporary, the poet and
essayist Samuel Taylor Coleridge. According to
Mill, Coleridge was more capable than Bentham of
comprehending the immanent nature of human
and social life because he took emotion into ac-
count. Mill found that the distinction between
sentiment and reason, or between emotion and ra-
tionality, was ultimately false. Mill’s final point was
that the truly rational life combined emotion and
reason—the “training by the human being himself,
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of his affections and will” and “[in] co-equal part,
the regulation of his outward actions” (71).

Rationality and its contradictions, the tension
between reason and emotion, was an underlying
concern of classical social theory (Barbalet 1998).
Pareto’s concept of nonlogical conduct (1935)
and Weber’s (1978) forms of social action that in-
clude a category of nonrational action indirectly
incorporate the issue of emotion. Weber’s ([1920]
1976) Protestant Ethic thesis as well as James’s
(1956) concept of the “sentiment” of rationality
both point to the fact that emotion was never far
from the minds of those who on the surface ap-
peared to have been explaining it away. Parsons
([1940] 1954b) in an essay on “motivation” and
economy pointed out that “self-interest,” which
economists assume governs economic choice, is a
complicated social phenomenon replete with emo-
tions such as satisfaction, recognition, need, plea-
sure, and even affection (57-59). Smelser in a pre-
scient discussion in The Sociology of Economic Life
(1963) built upon Parsons’s work to argue that ra-
tionality should be understood as an institutional-
ized feature of the economy that has psychological
and cultural valence (34). Smelser later expanded
this point (1992), arguing that rationality should
be viewed as an independent rather than a depen-
dent variable in economic analysis. Despite this
carly notice, it was not until formal modeling and
rational choice began to make inroads into both
political science and sociology that rationality re-
turned to the sociological agenda.

The publication of James Coleman’s The Foun-
dations of Social Theory in 1990, coupled with the
founding of his journal Rationality and Society in
1988 at the University of Chicago, marked the ex-
plicit turn toward rational choice in sociology.
While rational choice evokes strong passions pro
and con, a large literature that challenges it has not
emerged.® Paradoxically, as sociologists were be-
ginning to concern themselves with rationality, the
economists and political scientists who were asso-
ciated with rational choice theory became interest-
ed in emotions. Three distinct and overlapping
discussions of rationality and emotion can be iden-
tified: first, the discussion within sociology itself;
second, the interest in emotions among those who
are otherwise partial to rational choice theories
(this is, principally, the work of Jon Elster and
Robert Frank, a political scientist and an econo-
mist); and third, an emerging focus on emotion
within the area of behavioral economics and cog-
nitive psychology.

In a theme issue of Sociological Forum devoted
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to the issue of rationality, Amatai Etzioni (1987)
began by questioning the idea of collective ration-
ality. Focusing on the concept of human nature,
Etzioni argued that rational choice was a binary
system that overlooked human complexity as a fac-
tor in the choices that social actors individually and
collectively make. Etzioni’s article foreshadowed
the more extended analysis he offered in his full-
length study of the moral dimension of the econo-
my (1988). In the same issue of Sociological
Forum, economist Robert Frank (1987) argued
that economists who have had an interest in non-
rational dimensions of action have mistakenly fo-
cused on “habits” that are neither rational nor ir-
rational but simply efficient. Frank argued that a
calculus of rationality could be found in rage, love,
and sympathy. Frank described these “non-self-
interested” behaviors as “shrewdly irrational.”
Frank’s idea that emotions are strategic has an-
tecedents in recent work in moral philosophy and
psychology (for example, De Sousa 1980; Solo-
mon 1980; Greenspan 2000). While Frank is an
economist by training, he has addressed a series of
issues in books and articles that are as sociological
as they are economically oriented. These include
studies of excessive consumption, or “luxury
fever,” and tailoring expectations to possibilities,
or “fishing in the right pond.”

Passions within Reason: The Strategic Role of the
Emotions (1988) contains Frank’s principal state-
ment on emotion and economics. He develops a
perspective on economics and emotion concerning
the “commitment problem.” Frank begins with
the famous Hatfield and McCoy feud in Appala-
chia, which lasted for 35 years and killed oft nu-
merous members of both families before the par-
ticipants decided to call it to a halt. The essence of
the “commitment problem” is that on the surface
it appears irrational to commit to any actions or re-
lationships that appear to be based solely on emo-
tions such as love or anger. Marriage is among the
institutional examples that Frank uses to expound
his argument. Marriage as an institution is irra-
tional because it requires individuals to make a
long-term commitment to another before sam-
pling the universe of all possible mates. A better
spouse may always be just over the horizon. Love,
an emotion, provides the push that enables indi-
viduals to commit to a marriage. Once an emotion
has catapulted us into a commitment, we tend to
honor those commitments because of our mem-
berships in groups.

Frank (1993) argues that we choose our com-
mitments based on social interactions within and

among groups. Within a group, individuals have
the same repertoire of emotions and, most impor-
tantly, ways of discerning them. Frank uses the
term norms for this similarity of discernment, but
culture or Bourdieu’s (1977) now familiar concept
of habitus would serve as well. Sometimes we make
commitments because they are costless, but the
more basic reason we make them is because norm
breakers, that is, those who violate prevailing con-
ceptions of commitments, are excluded from valu-
able social networks. Therefore, it is in one’s inter-
est to engage in certain actions that appear
irrational because to do otherwise would lessen
one’s position in a reference group.

Within sociology, Smelser (1992, 1995) has led
the current critical discussion of rationality and
emotion, beginning with his review in Contempo-
rary Sociology (1990) of Coleman’s Foundations of
Social Theory and culminating in his 1997 address
to the American Sociological Association (1998).
In his review (1990), Smelser criticizes Coleman
for attempting to construct a general sociology
from the position of methodological individualism.
He correctly points out that Coleman’s theory fails
to take either culture or emotions into account. A
novelty in Smelser’s critique is his observation that
Coleman’s valorization of primordial social ties
lends a conservative, and even reactionary, cast to
his arguments.

In a review article prepared for Rationality and
Society (1992), Smelser argued that while the ra-
tional choice model is elegant as an economic
model of human behavior, it leaves much of social
life unexplained because it fails to resolve the ten-
sion between analytic simplicity and social realism.
The rational man model is anchored in the social
and productive relations of ecighteenth-century
Britain—the historical context where it first
emerged. Rationality as a postulate does have ana-
lytic utility. In the same article, Smelser argues that
scarcity, the core of economics, may apply to the
nonmaterial dimensions of social life.” Theoretical
and empirical difficulties for rational choice theory
arise when its practitioners attempt to extend it be-
yond its appropriate ranges of applicability. Smelser
advocates solving the problem of rational choice
by treating “maximization and rational calcula-
tions as variables rather than postulates” (404).
This allows the analyst to introduce questions of
context such as information, culture, institutions,
and motive, as well as rationality, into analysis of
choice or purposive action.

In 1993, the editors of Rationality and Society
devoted a special issue to the study of emotions



and rational choice. According to the editor of the
issue (Heckathorn 1993), three ways to think
about emotion and rational action emerged from
the articles: first, emotions are derived from ra-
tional action, and they permit us to act in ways
compatible with our long-term interests (Frank
1993; Hirshleifer 1993; Smith-Lovin 1993); sec-
ond, rationality derives from group solidarity and
the emotion of social interaction (Collins 1993);
and third, rationality and emotion are linked in an
underlying process that permits emotion to follow
a judgment of rationality (Jasso 1993).

In addition to Heckathorn’s summary, certain
arguments merit further discussion. Kemper’s ar-
gument (1993) that emotion operates as a form of
self-interest complements Frank’s contribution
(1993) to the debate. Hirshleifer (1993) argues
that there is an economic logic to emotion that
might cause a person to override what would ap-
pear to be his material interests. Distinguishing be-
tween the passions and the affections, Hirshleifer
points out that affections are stable, whereas pas-
sions are reactive. Emotions or passions are na-
ture’s tricks (underscoring their physiological com-
ponents) and suggest that our material goals are
better served when they are not intentionally pur-
sued. Hirshleifer’s argument recalls Goethe’s bon
mot—one never goes further than when one does
not know where one is going.

In the same volume of Rationality and Society,
Collins (1993) develops his concept of “emotion-
al energy.” He argues that it is necessary to estab-
lish interaction rituals centered within the eco-
nomic sphere. These interaction rituals point to a
kind of paradox in contemporary society. All work
and no play, as well as all play and no work, leads
to a social anomie that is dysfunctional for society.
The modern occupational structure demands ex-
cessive work that curtails leisure and its accompa-
nying solidarity rituals. If we expend all our emo-
tional energy in work, we sacrifice solidarity among
persons for solidarity among things—that is, the
items we consume serve as codes that signal our
place within specific material solidarity circles. For
example, if you own a Porsche and I own a
Porsche, we are the same kind of person (solidaris-
tic) even if we have never met.

During the same period that the debate on ra-
tionality emerged in sociology, political scientist
Jon Elster produced a corpus of work on emo-
tions. In an essay on norms and economic theory
(1989), Elster’s arguments are similar to the ideas
that Collins (1993) expresses. Elster argues that
norms are multiple and that in any given situation
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an individual might appeal to any given set of
norms. All norms, according to Elster, have “emo-
tional tonality” because they are not, strictly speak-
ing, useful. Elster’s principal point is that social
norms differ from moral and legal norms because
the “informal community” and not institutions en-
force them. Elster’s argument recalls Collins (1993)
on “solidarity” and Offer (1997) on “regard.”
Elster draws a distinction between social and
moral norms. According to Elster, guilt and shame
follow the violation of social norms; legal punish-
ment follows the violation of moral norms. Social
norms inspire fear. For example, if I drink too
much in public and babble indiscriminately, I will
be socially ostracized if my reference community
values propriety and discretion. Social norms in the
strictest sense do not benefit, or harm, anyone.
Rather, they define the boundaries of the commu-
nity. My drinking and babbling may leave me so-
cially ostracized, but my neighbors cannot take my
house away for verbal indiscretion! Where Elster’s
analysis falls short is in his effort to make the case
that norms are a product of emotion rather than
rationality; he does not recognize that social norms
determine who receives attention, who commands
more of the scarce social resource—regard.
Throughout the 1990s, Elster was deeply en-
gaged in the study of emotions and rationality. In
an article titled “Rationality and Emotions,” pub-
lished in an economics journal, Elster (1996) ar-
gued that economists have neglected the relation
between “gut feelings” and maximizing utility. In
a later article, Elster (1998) attempted to make an
explicit link between emotions and economic the-
ory. He argued that emotions help us to explain
behavior that appears to lack a good (i.c., rational)
explanation. Elster develops a typology of emo-
tions (1998, 53) that relates emotions to interests.
In Elster’s view, interests by definition are rational
and economic in the broadest sense of that term.
As in much of Elster’s work, he proceeds by way of
ficticious examples. He has drawn up a table of
characteristics of emotions that includes such fea-
tures as these: first, to have an emotion you have to
see the object of emotion (out of sight, out of
mind); second, intentionality (emotions are about
something); third, volatility, physiological arousal
(screaming, weeping); and fourth, expressivity
(sour face, scowling mouth, drooping eyes).
Elster believes that individuals need emotions to
act judiciously. Yet, despite his multitude of writ-
ings on the subject, it is hard to identify a specific
mechanism that links emotion to action in Elster’s
work. If anything, Elster’s principal point is that
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emotions shape both our choices and rewards—
what he calls the “dual role of emotions” (1998,
73). Elster’s articles were prolegomena to two
book-length treatises, Alchemies of the Mind: Ra-
tionality and the Emotions (1999a) and Strong
Feelings: Emotion, Addiction, and Human Bebhav-
ior (1999b), as well as an anthology, Addiction
(1999c¢). Alchemies of the Mind is Elster’s summa-
ry statement on emotions. The book is five inter-
connected sections that stand very much on their
own. The first chapter, “A Plea for Mechanisms,”
raises the central dilemma that confronts every so-
cial scientist who studies emotions. As a social sci-
entist, one wants to be able to map triggering
events, or sequences of events, that invariably give
rise to particular emotions. While Elster provides
an exhaustive and learned account of emotions
from Aristotle through the French moralists up to
contemporary rational choice theories, the specifi-
cation of a mechanism eludes him. Romer (2000)
solves some of the problems that mechanisms pose
by breaking decision mechanisms into four cate-
gories: autonomous (natural), feeling-based (emo-
tional and reactive), thought-based (cognitive and
decision based), and hybrid (future oriented)
mechanisms. The principal problem that Elster and
others face in identifying a mechanism that links
emotion to action lies within the nature of emo-
tions themselves. That is, the moment that one is
conscious of an emotion and attempts to control
it, emotion becomes a cognition and is no longer,
strictly speaking, an emotion. This dilemma sug-
gests why Elster and others have turned to studies
of addiction. If one characterizes addiction as com-
plete absence of control when confronted with an
object of desire, then it is an ideal venue for study-
ing the tension between rationality and emotion or
appetite.

EmoT11ON, ECONOMY, AND THE BODY

Much of the literature thus far discussed focuses
on the necessity of acknowledging emotions. A
parallel theme is emerging that addresses the role
of “visceral” factors in economic action. In gener-
al, this view focuses upon the physiological dimen-
sion of emotions. Metaphors of the body, rather
than the mind, define this perspective, such as El-
ster’s (1996) idea that “gut feelings” are a credible
part of economic analysis. George Loewenstein in
a seminal article (2000) argues that Bentham orig-
inally theorized a relation between both utility and
emotion and that modern economics missed the

point by making utility an index of preference.
Loewenstein argues that economists have worked
on anticipatory emotions such as regret and disap-
pointment but have paid too little attention to im-
mediate emotions, which he labels “visceral fac-
tors.” Following the recent trend in neuroscience
that emphasizes the physiological component of
emotion, Loewenstein argues that emotions, while
normally viewed as destructive, are crucial for sur-
vival. Although visceral factors are erratic and un-
predictable, they are superior to cognitive func-
tions. Consciousness that makes us stop and think
gets in the way of survival. Visceral factors increase
marginal utility because they help us resolve the
tension between what one feels driven to do and
what is best to do. Addictive behavior (intertempo-
ral behavior—can you or can you not control your-
self) is a physical state where visceral factors have
blunted cognitive factors that facilitate control.

DiMaggio (2002) picks up this thread when he
points to “animal spirits” as a factor that should be
“endogenized” in economic analyses. DiMaggio
takes the concept of “animal spirits” from British
economist John Meynard Keynes, who argued that
in the last analysis “animal spirits” did much to
contribute to the ups and downs of the economy.
Affective or emotional states become important to
decision making in the absence of information.
DiMaggio argues that the diffusion of economic
confidence and willingness to assume risk is the
product of emotion, not rationality. DiMaggio
draws upon Shiller’s Irrational Exuberance (2000)
to underscore the emerging interest in emotion
among mainstream economists. Shiller predicted
the downturn in American stocks that began in fall
2000. Shiller argued that the precipitous rise in
stock prices that began in the early 1990s led to a
market that was vastly overvalued—that is, the
price-to-earnings ratios of stocks were dispropor-
tionately high. Yet investors, or more precisely,
small investors, continued to pour money into the
market, even when it became clear that a bubble
was forming. Shiller provides a historical analysis of
rises and falls in the American stock market. After
factoring in a number of “rational” explanations,
such as baby boomer investors and the populariza-
tion of finance in the mass media, he concludes
that investors for emotional reasons became over-
confident in markets and eventually this overconfi-
dence worked against their own overall financial
advantage.’

The strength of DiMaggio’s article comes from
its ability to demarcate the particular disciplinary
insights that sociology might bring to bear on the



study of emotion and economy. He argues that
sociologists are conceptually equipped to study
emotions and economics because they focus upon
collective action, or as DiMaggio labels it, “inter-
dependent action.” He develops a set of hypo-
theses about markets as social movements that
borrows from both sociology and cognitive psy-
chology. From sociology, DiMaggio draws on
Robert Merton’s idea of the “self-fulfilling proph-
ecy” and Mark Granovetter’s theories of “thresh-
old” and “diffusion models” of collective action.
To his arsenal of concepts DiMaggio adds Randall
Collins on interaction rituals and Harrison White
on collective identity. To buttress his sociological
theory, DiMaggio adds Kahneman and Twerksy’s
work on “decision heuristics.” DiMaggio com-
bines these concepts to form several hypotheses:
when animal spirits are high, participants in a com-
mercial transaction are more likely to define them-
selves as sharing a common identity; animal spirits
covary with generalized trust; shared identity and
generalized trust lead to the purchase of optional
objects.

DiMaggio’s article captures a trend that had ap-
peared in the literature under a variety of labels
(Archer 2000; Abelson 1996). For example, in
1986 Conover and Feldman described a phenom-
enon of “anger” at the economy and an attempt
(not particularly rational) to get even that parallels
Shiller’s notion of exuberance. Nye (1991) argued
that, in contrast to received perception of entre-
preneurs as rational plodders, careful analysis of
economic history suggests that successful entre-
preneurs are “lucky fools”—people who pursue
some idea based on a feeling or attraction—and
then just happen to hit it right. The economy, ac-
cording to Nye’s argument, needs people with this
sort of offbeat tunnel vision for innovation to
occur. Although 99 out of 100 “fools” fail, it is the
one hundredth, the “lucky fool,” who keeps the
economy vigorous. Pixley (1999a, 2002a, 2002b)
in a series of articles focuses upon modern corpo-
rations or financial organizations as collective
structural actors and argues that emotion as well as
rationality governs monetary and macro-level fi-
nancial policy decisions.

EMOTION AS CULTURAL PERFORMANCE

The work of Arlie Russell Hochschild (1979,
1983, 1990, 2003) and the research genre that
followed from it is the most explicit sociological
contribution to the study of emotion and econo-
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my. Erving Goffman’s (1959) emphasis upon the
performative aspects of modern cultural interac-
tion and the importance of “impression manage-
ment” underlies much of Hochschild’s work.
Although he uses other terminology, much of
Goffman’s work focuses on the suppression of
emotion in the service of status ends. Hochschild
develops the twin concepts of “feeling rules” and
“emotion management.” Her principal point is
that while individuals may experience a myriad of
emotions in any given situation, “social rules” gov-
ern when it is appropriate to express emotions.
“Emotion management” of ourselves as well as of
others is the task of controlling inappropriate
affect.

While “emotion management” may appear to be
merely the observance of social norms, what makes
Hochschild’s analysis remarkable is that she was
the first sociologist to argue that these rules and
norms also applied to labor market transactions
(i.e., jobs) and that emotions were a constitutive
part of economic life. The Managed Heart: Com-
mercialization of Human Feeling (1983) is Hochs-
child’s initial and perhaps major statement on this
process. The Managed Heart is principally a study
of the training of flight attendants at Delta Air-
lines. Hochschild interviewed flight attendants as
well as the personnel who hired and trained them;
she attended training sessions and immersed her-
self in airline culture. In-flight service is a good oc-
cupational site to explore the role of emotions in
the market. Flight attendants were originally
women (the first flight attendants were supposed
to be nurses). As flying became more commercial
after World War 1I, flying and the women who
served passengers in the cabin acquired an aura of
glamor—carefully nurtured by the airlines. Despite
its past image, flight attending is hard work, and
safety and evacuation procedures today take prece-
dence over the weight or gender of the persons in
the role.

Hochschild found that flight attendants’ training
included the management of feelings. This emo-
tional training added to the exploitation of work-
ers (the first chapter of the book opens with a ret-
erence to Das Kapital) by forcing flight attendants
to suppress emotions (fear, anger) and to enact
emotions that they do not feel (care, cheerfulness).
Hochschild did her fieldwork in the middle to late
1970s when in-flight service as an occupation and
the structure of the airlines were changing. Yet she
identifies a process that is a constant in all service
sector work by nurses, social workers, home health
aids, hospice workers, and child care workers. The
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concept of emotional labor is widely diffused in the
literature on gender. If one does a search on
JSTOR under Arlie Hochschild’s name 80 percent
of the articles that appear relate to issues of gender,
not to work and occupations per se. Much of what
Hochschild and those who have turned to her re-
search to model their own studies are describing is
emotion as a cultural performance. In all of these
instances emotions are suppressed and rechanneled
into culturally acceptable behavior in a particular
situation. This tells us what anthropologists have
always known, that while emotions are universal,
their expression is context dependent.

RECALIBRATING ACTION AS EMOTION AND
EVENT: AN ANALYTIC TYPOLOGY

The existing literature on emotion and economy
poses more questions than it provides answers, and
suggests fundamental problems that require solu-
tion. The path from feeling an emotion (the physi-
cal and the cognitive) to action is both undertheo-
rized and underempiricized. What are the social
mechanisms that transpose a feeling state into an
emotional action? One way to get analytic purchase
on this problem is to theorize the possible ways
that emotions and events interact.'' This chapter
concludes by developing a typology based upon my
reading in the literature. At the core of this analysis
is a distinction between predictability and unpre-
dictability in social life. Some aspects of social and
emotional life are ordinary and expected; some are
extraordinary. Predictability and unpredictability,
juxtaposed with events and emotions, reveal that
different ontologies of emotion and as well as epis-
temologies characterize approaches to emotion
within the social and natural sciences. Table 1 sum-
marizes the discussion that follows.

Emotion is natural and innate. This is an uncon-
troversial statement no matter what body of litera-
ture one looks to. History and culture, time and
space, determine the expression of emotion and
provide the epistemological categories by which
we classify the varieties of appropriate and inap-
propriate affect. While the distinction between the
ontological and epistemological dimensions of
emotion may blur empirically, it is necessary to
maintain the distinction for analytic purposes. The
formal analysis that follows is transhistorical and
transcultural. The specific examples 1 give are
Western and Eurocentric.

The problem of action is at the core of all social
analysis no matter what theoretical perspective one
holds (Alexander 1982). Traditional rational
choice theories strip action of context, that is, cul-
ture and history. Action is usually discussed in
terms of means and ends—as if all the things about
which individuals take action were discrete units.
But actions only take place in the context of events
that are historically and culturally situated. Events
range from the micro-level of dyadic interaction to
the macro-level of collective action. Emotions as
well as temporal and spatial phenomena (history
and culture) of more or less complexity constrain
decisions or choices about action. I sit at my desk
writing this chapter. My emotions are in equilibri-
um. I want to finish. I type away. Sitting at my desk
writing is an event. Everything that happens in be-
tween is a choice about an unpredictable event—
what words will appear next on the page!*

Predictable Emotions and Predictable Events

The old aphorism, the only thing we can be sure
of'in life is death and taxes, has the ring of truth to
it. Even though this is a chapter on economy and
emotion, for present purposes we will overlook the

TaBLE 1. Action as Emotion and Event: An Analytic Typology
Events
Emotions Predictable Unpredictable
Predictable
Ontology Nature Equilibrium
Epistemology Ethics Calculus of rationality
Discipline Moral philosophy Economics/mathematics
Unpredictable
Ontology Culture Emotion as physical state
Epistemology Institutions Appetite, aggression, fear
Discipline Sociology Interdisciplinarity; Natural

and social sciences




taxes. In truth, birth and death are the only truly
predictable human events—although the timing of
these events is deeply contextual. The transcultur-
al presence of birth and death rituals attests to the
emotional significance of these events. Sadness at
the death of a loved one and joy at the birth of a
child are predictable emotions no matter how they
are culturally mediated. In practice, of course, if
one harbored negative feelings for a family mem-
ber or was confronted with an unwanted child, one
might feel joy at death and sorrow or anger at
birth, but the principal point is that it is virtually
impossible to feel no emotion in the presence of
birth and death. In general, people cry at funerals,
and mothers report love at the first glimpse of their
oftspring. Birth and death represent the realm of
emotion and nature that has most appropriately
engaged moral philosophy. How ought we teel in the
face of the great existential events? What actions
ought we take? This value-ridden sphere lies out-
side the realm of sociological analysis, which in
general does not take moral issues into account."

Predictable Emotions and Unpredictable or
Contingent Events

Even in a stable society, everything that happens
is a contingent event. Individuals make a hundred
minor decisions every day about actions. It would
be counterproductive and inefficient if they stopped
to think about each of these minor decisions.
Frank describes these minor decisions as babits and
argues that they are important for the smooth
functioning of social life (1987). One could argue
that rational choice is a predictable emotion (or
nonemotion) in the face of an unpredictable or
contingent event. In the face of these unpre-
dictable events, individuals make choices based on
the principal of maximizing w#tility. Preferences
exist independently of emotions, and what is pre-
dictable is nonemotionality and rational outcome.
The goal is the optimum means to the desired
ends. At the extremes, the ends justify the means
and efficiency trumps ethics. This is the realm of
economics and mathematical reasoning.

Unpredictable Emotions and Predictable Events

Predictable events are those structured by in-
stitutions—institutions as defined by Parsons
([1942] 1954c, 1951) as values embedded in me-
diating structures.'* Institutions that pattern events
may be private, such as the family (patterning love
and marriage); or public, such as the market (jobs
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and organizations) or the polity (the states and cit-
izenship). The legal system regulates criteria of
participation or membership in these various insti-
tutional arenas. What is unregulated in the legal
sphere is the range of emotional responses and cor-
respondingly appropriate actions that individuals
may take within those institutional settings. This is
where culture and emotion management come in.
Certain emotions are appropriate to each institu-
tional setting. Culture is the governing frame and
institutions are the structural support. Arlie Hochs-
child’s work falls squarely within this category, as
does much of the research on sociology and emo-
tion that her research influenced.

From the vantage point of many of the issues
raised in this chapter, emotion managed is emotion
short-circuited. Emotions are only expressed if
they are the appropriate to the institutional frame-
work in which they occur. Workers in the emotion
industries, flight attendants, salespersons, care-
givers, have to display emotion that is appropriate
to their social role. They cannot dislike their
clients, and emotion management is a coterminous
part of all service industries. It is also increasingly
a part of (a now familiar term) corporate culture,
which may require all members of the organization
to behave in emotionally pleasing ways (Flam 1990).

In most market situations, for example, jobs,
one is required to keep emotions (and the ap-
petites) out, what Parsons ([1939] 1954) de-
scribed as “affective neutrality.” This is one of the
reasons that nepotism and love at the office, not to
mention sexual harassment, are out of bounds. Al-
though political and moral arguments are offered
against these behaviors, they actually violate insti-
tutional norms because they mix public and private
spheres, leading to conflicts of interest and institu-
tional disarray. They represent inappropriate affect
in a market situation. This is why coordinating
home and work is more than simply a technical
and legal decision about hours worked or dividing
the household labor. These different institutional
spheres have different cultural rules about emo-
tion. This area has been explored, but not as a dis-
cussion of feeling versus nonfeeling realms.

This is why the debate about women and
women’s work is so profound. Culture defines
women as emotional and men as rational—despite
empirical evidence to the contrary. In practice, we
have all encountered rational women and emo-
tional men; men who nurtured at home and
women who climbed the corporate ladder. It is
nonetheless important not to forget that it is insti-
tutional arrangements, with their culturally pro-
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scribed emotional rules, that have created what is
recalibrated as gender inequality.

Unpredictable Emotions and Unpredictable
Events

As methodological individualists, rational choice
theorists tend to gloss over the institutional pat-
terning of affect. Emotion, as unpredictable feel-
ing state, is troubling to their calculations because
it introduces the possibility of instability and dis-
equilibria. There is no easy way to predict how
emotions will pattern action when both emotions
and events are unpredictable. Yet whether or not
one subscribes to rational choice models, much of
the current interdisciplinary social research is oc-
curring in the area of unpredictable emotions and
events. When unpredictable emotions and events
occur simultaneously, a state of disequilibrium oc-
curs between the agent and his or her environ-
ment. This is the state of uncertainty in which “gut
feelings” or “visceral” reactions govern actions.

Within politics, violence is the core subject.
Within economics, appetites construed broadly
from their benign manifestations in consumption
to their more malign forms, greed and addiction,
are the core subjects.” Appetites govern “irrational
exuberance” as well as drug addiction. Appetites
may be large or small but in general are unpre-
dictable. I am 50 pounds overweight and diabetic
but I cannot control my desire for cake. I go into
a store—I cannot resist buying my one hundredth
pair of shoes even though my credit cards are
maxed out. These are not unreasonable scenarios
in the United States. Manning (2000) provides
poignant narratives of consumers who lost the ca-
pacity to control their credit card purchasing and
had to declare personal bankruptcy. This is of
course also the realm of love and erotic attraction
(not marriage, which falls into the preceding
category). Popular culture of all stripes suggests
that love, disequilibria, and uncertainty are of a
piece. Popular music of past eras says so clearly,
“who knows where or when,” “some enchanted
evening”—and the common Mediterranean Euro-
pean metaphor for falling in love—the thunder
bolt.

Appetites—whether for food, sex, or money;
consumption items (news junkies); or even power—
can be large or small, disciplined or undisciplined
(Watson 1999). To return to Frank’s example, the
Hatfields and McCoys could have hired a negotia-
tor and dealt in a rational manner with their an-
tipathies, sparing lives on both sides. Every divorce

lawyer knows that there is money to be made in ir-
rational anger. Excessively controlled appetites are
as socially dysfunctional as those that are excessive-
ly uncontrolled—although the latter are more at-
tractive subjects of research as well as popular in-
terest. The miser is no more socially attractive than
the profligate. Mean-spiritedness destroys the fab-
ric of society by attenuating the possibilities of
both cooperative and altruistic behavior (Monroe
1990).

CoNCLUSION: THE FUTURE OF EMOTION AND
THE ECONOMY

The growing realization that emotions matter
for economic life is fueling a resurgence of interest
in emotion in the social sciences. To understand
how emotions matter in sociologically useful ways,
economic sociologists must design empirical re-
search on economic actions that do not appear to
be governed by a calculus of rationality. Several
topic areas present themselves.

Wills and inheritance. Fiction abounds with ex-
amples of anger and preference determining the
bestowing of money through wills (for example,
Titus, Rosenblatt, and Anderson 1979; Silverstein,
Parrott, and Bengston 1995). The empirical evi-
dence is much slighter, but we know that inheri-
tance law varies culturally and historically. The
United States is one of the few countries where
you can dispose of your property in any way you
wish after death. A built-in irrationality of Ameri-
can inheritance law is that it protects spouses and
not offspring. If you are married and die without a
will in the United States, your estate automatically
goes to your surviving spouse. This is irrational in
a society with the highest divorce rate in the world.
It also paradoxically protects the less stable institu-
tion, marriage, at the expense of the family. In
America, you can disinherit your kin and marry for
money—in the name of love!*

Compensation studies. These studies take up the
issue of economic compensation in the face of
moral wrongs. Wrongtul-death suits, medical mal-
practice, all forms of victim compensation fall into
this category, including recent claims about eco-
nomic compensation for historical injustices.
There is a literature on these subjects, but with the
exception of Zelizer’s work (1985) it does not ad-
dress the fundamental moral question: Can you
put a price on injustice, family ties, or, in some
cases, sheer bad luck? Data from the claims made
by victims of the World Trade Center attacks



would provide a source for the language and rea-
soning that governs thinking about economics and
emotion.

Consumption. While there is a huge literature on
consumption (see Zelizer, this volume), much of it
does not examine how emotions affect what
should be rational purchase decisions. The litera-
ture on addiction covers the shop-till-you-dropism
that contributes to credit card debt. There is an-
other realm of consumption, such as home buying
and automobile purchases, that strictly speaking
concerns necessities but in which strict rationality
does not govern the decision. Buying a new car,
for example, is an irrational economic act because
a car loses value as soon as you drive it out of the
dealership. Yet buying a new car is the dream and
reality of Americans. To what extent obsessions
with cars and real estate are manifestations of what
Leibenstein (1950) identified long ago as “band-
wagon” effects, and to what extent they represent
deeper emotional needs, is an empirical question
(O’Shaughnessy and O’Shaughnessy 2003).

Commodifying emotional objects. This relatively
new area focuses on love and money (Zelizer
2002) or religion and money (Friedland 2002).

The literature on emotion and macrosociology
suggests that sociologists need to recalibrate their
analytic questions so as to sharpen their sociologi-
cal focus. Social scientists of all stripes need to fac-
tor into their analyses the recognition that emo-
tions are as much physiological as psychological,
and it is by no means clear that they should be con-
trolled. With respect to the economy, we would
gain analytic purchase if we assumed emotionality
just as economists, and even sociologists, have al-
ways assumed rationality. There is a degree of un-
predictability to both individual and collective
emotion. Not all individuals respond in the same
ways to the same external stimuli. If individual
emotion is somewhat unpredictable, collective emo-
tion is even more so. If this were not the case, ad-
vertising campaigns would not fail, and there
would be no surprise “best-sellers.”

The New York Times recently reported that the
Federal Reserve Bank of Boston invited a group of
behavioral economists (many of them cited in this
chapter and this volume) to a conference on Cape
Cod, the focus being “How Humans Behave.”
The point was to get input on the “irrational”
from experts that would be useful in planning
macroeconomic policy. The words that the chief
economist for the State Street Corporation used to
summarize the rationale of the conference are an
apt conclusion to the issues that this chapter has
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taken up: “We’re looking outside the box because
the box we’ve been looking inside is empty.”"”

NOTES

1. For a quick view of the difficulties that this project en-
counters, see the collection of essays in Barbalet 2002. My
own contribution (Berezin 2002) to that volume on politics
and emotions developed an argument that the feeling of se-
curity is the mechanism that links emotion and political ac-
tion. When security is threatened, emotions of love, hate,
and anger will be transposed into collective political action.
The “state” refers to both the physicality of emotion as well
as the institution of the state that embeds emotion. I made
the argument by recalibrating standard literatures on the
state, nationalism, and collective action.

2. See for example, the collection of essays in Cook 2001.

3. Camic (1979) departs from this position in his discus-
sion of utilitarianism, arguing that David Hume is a more
important predecessor than Adam Smith.

4. Clark’s (1987) discussion of sympathy norms is con-
gruent with this argument.

5. See Landes 2000 for a discussion of the development
of clocks.

6. Karl Polanyi’s essays (1971) offer an early critique of
rationality from the perspective of comparative historical
economic sociology. More recently, scholars have incorpo-
rated rational choice theory into other modes of analysis.
For a cogent example, see Adams 1999 on culture, rational
choice, and state formation.

7. See Stanley 1968 for an early discussion of “scarcity”
within sociology.

8. The emerging literature on regret covers a multitude
of areas. For philosphical theorizing see Rorty 1980; Bell
1983 on decisions and risk; Engelbrecht-Wiggans 1989 on
auctions; on consumption Simonson 1992; Tsiros and Mit-
tal 2000; Inman, Dyer, and Jia 1997; on addiction Or-
phanides and Zervos 1995.

9. See Campbell and Cochrane 1999 for a counterargu-
ment that puts habit at the core of stock market behavior.

10. Space constraints do not permit me to address the
large literature in anthropology that addresses the issue of
the cultural specificity of economic transactions. Recent an-
alytic summaries of that literature include Gudeman 2001
and Carrier 1997.

11. In using the term event, 1 follow Abbott’s (2001,
161-205) discussion.

12. Writing is an event because presumably there will be
an audience for this chapter.

13. See Fontaine 2001 for a discussion of empathy and
social welfare.

14. Camic (1990) published a historical account of Par-
sons’s “Prolegomena to a Theory of Social Institutions.” As
the literature on institutions in general is voluminous (see
Nee this volume), this chapter follows Parsons’s discussion
in his 1942 essay “Propaganda and Social Control” as well
as chapter 2 of The Social System (1951).

15. The essays in Loewenstein, Read, and Baumeister
2003 discuss appetite on a variety of levels from the neuro-
logical to the legal and take up issues of consumption,
weight management, drug dependence, and even patience.

16. Jens Beckert’s forthcoming study of inheritance law
will provide us with one of the first systematic comparisons
of inheritance in different historical and cultural instances
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when it is completed. For a preliminary report, see Beckert
2003.

17. Stephen J. Dubner, “Calculating the Irrational in
Economics,” New York Times, June 28, 2003.
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7 The Economic Sociology of the
Ancient Mediterranean World

Ian Morris and J. G. Manning

INTRODUCTION

Issues and Goals

In this essay we review the economic sociology
of the ancient Mediterranean world (roughly 3000
B.C.—A.D. 700). The ancient Mediterranean has
held a privileged place in the history of economic
sociology. For Marx ([1857-58] 1964), an ancient
slave mode of production played a vital part in the
development toward capitalism and communism;
for Weber ([1921] 1958, [1909] 1976), contrasts
between ideal types of ancient Mediterranean and
medieval west European societies were important
in explaining the capitalist takeoft; for Polanyi
(Polanyi, Arensberg, and Pearson 1957), ancient
Babylon and Athens were key case studies in redis-
tribution and early markets; and more recently
Michael Mann (1986, 73-340) made the ancient
Mediterranean central to the first volume of his
Sources of Social Power. Some sociologists look to
antiquity to show the deep historical roots of con-
temporary social formations, while others do just
the opposite, contrasting the ancient Mediter-
ranean world with our own times to highlight the
peculiarities of modernity. But for both groups,
the ancient Mediterranean’s rich documentation,
institutional variety, and importance in European
and Middle Eastern history have, since the disci-
pline’s creation, made it a valuable resource for
comparative sociology (e.g., Swedberg, this vol-
ume). A century ago higher education in Europe,
North America, and other parts of the world influ-
enced by these regions routinely exposed the ado-
lescent sons of middle- and upper-class families to
both Greek and Latin languages and classical his-
tory, and since most sociologists were drawn from
their ranks, it is hardly surprising that they turned
readily to classical antiquity as a comparison case.
But class and educational changes in the last 40
years have made this practice less common (Phin-
ney 1989). Some scholars also worry that main-

stream social scientists are turning away from his-
tory toward more formal models, while humanists
are losing interest in causation and explanation.
But while sociologists certainly illustrate their ar-
guments with ancient case studies less often than
they did a century ago, a minority of sociologists
do see great value in long-term historical compar-
isons; and far more professional ancient historians
look toward the questions and methods of eco-
nomic sociology today than has been the case in
the past. Our goal in this essay is to set out some
of the major issues in the study of the ancient
Mediterranean and their links to the broader field
of economic sociology.

We spend most of this first section defining our
key terms. But before doing so, we want to draw
attention to an important difference between the
ways that ancient historians and economic sociolo-
gists present their work, which often sets up barri-
ers to understanding. Scholars in the two fields
tend to write for very different audiences, framing
their arguments within entirely different assump-
tions about whom they are arguing with. Eco-
nomic sociologists tend to define their work
against mainstream economics, the leading rival
explanation for the same phenomena, which would
disembed economic action from its larger social
context (Smelser and Swedberg, this volume;
Dobbin, this volume). In ancient history, though,
the leading rival is a liberal humanities tradition,
emphasizing philology and empirical details over
model building, and sidelining economic phenom-
ena altogether (Morris 2001a; Morris and Man-
ning 2004 ). Much of the scholarship by historians
who could reasonably be called ancient economic
sociologists is directed toward persuading human-
ists of the importance of economic phenomena,
rather than of persuading economists of the im-
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portance of sociological phenomena. While eco-
nomic sociologists challenge economists to think
about economic structures as well as performance,
ancient economic historians challenge mainstream
scholars to think about economic structures as well
as elite literary culture, while performance has
hardly been studied at all. Differences in intended
audiences, tone, and style can make it difficult for
economic sociologists and ancient historians to
communicate. We hope that this chapter will do
something to reintroduce the fields.

After we define our terms in the next section,
there follows a section that describes the parame-
ters of the ancient Mediterranean world (the na-
ture of our evidence, the basic historical narrative,
the environment, and technology). Some readers
will already be familiar with these topics and may
wish to skip over this section; but it might be dif-
ficult for economic sociologists who have had little
exposure to ancient Mediterranean history to con-
textualize the debates we review in subsequent sec-
tions and without this background material. The
third part of the chapter describes the main mod-
els of ancient economic sociology, and the fourth
part focuses on three major areas of debate—the
state, cities, and economic growth.

Definitions

First, we take economic sociology to mean a way
of looking at the world that assumes that (1) eco-
nomic action is a form of social action; (2) eco-
nomic action is socially situated; and (3) econom-
ic institutions are social constructions (Granovetter
and Swedberg 1992, 6). In a classic statement,
Neil Smelser (1963, 27-28) defined the field’s
core concerns as being the place in economic phe-
nomena of personal interaction, the actions of
groups and institutions, and norms and values. All
have been central to scholarship in ancient eco-
nomic sociology. Some well-established sociologi-
cal methods, most obviously network analysis,
have played almost no role in ancient studies, while
others, such as gender and household labor, are
only beginning to receive serious attention (Saller,
forthcoming).

By ancient, we mean here the period from the
emergence of complex society around 3000 B.C.
through the division of the Mediterranean into
Christian and Islamic spheres in the seventh—eighth
centuries A.D. By Mediterranean we mean those
areas bordering on the sea and characterized by (#)
hot, dry summers and cool, wet winters, (&) the
juxtaposition of plains, hills, and mountains or

deserts within very short distances, and (¢) the cul-
tivation of the “Mediterranean triad” of grains,
olives, and wine (fig. 1). These definitions of both
ancient and Mediterranean crosscut conventional
academic divisions of labor, and immediately em-
broil us in controversies (Manning and Morris
2004). Since the eighteenth century ancient histo-
rians normally split the Mediterranean geograph-
ically into a northwestern Greco-Roman civili-
zation, studied by classicists, and southeastern
Egyptian and Near Eastern civilizations, studied by
orientalists. The idea behind this division (fully
shared by Marx and Weber) was that modern Eu-
rope grew organically out of ancient Greece and
Rome. European and American classicists there-
fore study the origins of us, orientalists the origins
of the other (analyses in Said 1978; Bernal 1987;
Morris 1994). This model rested on a highly ideo-
logical assumption that Europe’s differences from
the rest of the world must go far back in time. In
the late twentieth century, though, more and more
scholars rejected this model as Eurocentric (see
Blaut 2000), and historical sociologists of the self-
styled “California School” have argued that until
A.D. 1700, the similarities between the major
Eurasian civilizations massively outweighed the
differences, meaning that we should seek explana-
tions for the Euro-American takeoft on a time scale
of few centuries, not millennia (e.g., Frank 1998;
Goldstone 1998, 2000; Wong 1998, 2001; Stokes
2001).

These arguments raise fundamental questions
about appropriate analytical units. For most nine-
teenth- and twentieth-century comparativists, the
major question was the relationship between Greco-
Roman civilization and modern western Europe
and North America, while for adherents of the
California School, the main units of analysis are
all premodern advanced organic/agrarian econo-
mies, from Neolithic times through the seven-
teenth or eighteenth century, as opposed to post-
eighteenth-century mineral-energy economies (we
take these terms from Wrigley 1988). Yet neither
group has subjected their core categories to very
sustained analysis. In the 1990s, more and more
ancient historians have argued that the Mediter-
ranean Sea made interconnections between the so-
cieties around its shores so easy that it makes most
sense to treat all these communities together,
rather than imposing a distinction between Greco-
Roman culture and the Near East. This argument
often draws on Fernand Braudel’s classic treatment
of the Mediterrancan in the sixteenth century
([1949] 1972). In the most developed version of
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this approach, Peregrine Horden and Nicholas
Purcell (2000) argue that neither geographical nor
spatial divisions within the premodern Mediter-
anean are helpful.

We believe that some aspects of Horden and
Purcell’s position are overstated (Morris, forth-
coming a), but share in the growing consensus
that for many cultural and economic questions—
and particularly for an overall sketch of ancient
economic sociology—the Mediterranean basin is
an appropriate analytical unit. For other questions,
we can clarify our understanding by looking at in-
dividual parts of the Mediterranean, or by lumping
together all premodern societies.

That said, acute definitional issues remain. Just
as Braudel could not write the history of the early
modern Mediterranean without looking at Ant-
werp and London, we cannot make sense of the
Mediterranean in the last three millennia B.c. with-
out Mesopotamia and Iran, or of the first millen-
nium A.D. without the northern provinces of the
Roman Empire. Setting the geographical bound-
aries also raises chronological issues: the old classi-
cal /oriental distinction went hand-in-hand with a
chronological classical /nonclassical boundary, defin-
ing “classical” in terms of a literary tradition in

Ecological boundaries of the Mediterranean region. After Horden and Purcell 2000, map 1.

Greek and Latin, normally said to begin with
Homer (ca. 700 B.C.) and end with Augustine (ca.
A.D. 400). The chronological distinction makes lit-
tle sense if we bypass the geographical one. We
start instead from social-economic categories, be-
ginning not with Homer but with the earliest
states, around 3000 B.C., and ending not with Au-
gustine but with a demographic, economic, and
intellectual transformation that was already under
way in his lifetime, leading by the eighth century
to a divided Mediterranean world (see Hodges and
Whitehouse 1983; Haldon 1997).

PARAMETERS

Evidence

The evidence that survives from this ancient
Mediterranean world is very different from what
economic sociologists of the modern world are
used to, and also varies enormously through time
and space within the Mediterranean (Manning and
Morris 2004). The main problems are, first, that
few ancient organizations collected systematic data
on economic questions; and, second, that acci-
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dents of preservation and discovery have made our
evidence even more fragmentary. Only one long-
run price series survives from the entire Mediter-
ranean basin across these 3,500 years. These texts
are astronomical diaries from Babylon, which for
the years 45473 B.C. give monthly prices for bar-
ley, dates, cuscuta (something like mustard), car-
damom, sesame, and wool, in addition to observa-
tions on the moon and stars (Slotsky 1997). But
even these unique documents pose acute problems
of interpretation (e.g., Grainger 1999; Aperghis
2001; Temin 2002). We get occasional flashes of
illumination, as from the Ahiqar Scroll, a Roman-
era papyrus text from the Jewish community at
Elephantine in southern Egypt that turned out to
have been written over a partially erased tax docu-
ment from an Egyptian port, probably dating to
475 B.C. The original text listed the contents of 36
ships, importing wine, oil, wood, wool, and jars,
and exporting mineral soda (Porten and Yardeni
1993, 82-195). This is a remarkable document,
but we do not know how typical these ships were,
or whether the (unknown) harbor was itself typi-
cal; and, as with the Babylonian prices, there are
major interpretive problems (Briant and Descat
1998). The same kinds of problems apply to spec-
tacular archaeological discoveries like the two
Phoenician ships of about 750 B.C. found in deep
water off the Israeli coast (Ballard et al. 2002): by
definition, we lack the contextual information nec-
essary to interpret unique discoveries.

The most important evidence comes not from
outstanding one-off finds, but from the painstak-
ing collection of large numbers of references to
economic matters in humbler documents. In
Mesopotamia, incised clay tablets recording inven-
tories, transactions, and business dealings begin
about 2500 B.c. They have an uneven chronolog-
ical and geographical distribution, and most come
from large institutions like temples and palaces.
However, 15,000 tablets from private trading
companies dealing between Kanesh and Assyria in
the nineteenth century B.c. (Ozgiic 1959, 1986)
and another large archive from the fifth-century-
B.C. Miirasht family in Babylon (Stolper 1985) re-
veal other sectors of the economy. In the first mil-
lennium B.C. Mesopotamians generally shifted to
papyrus, which survives less well. In the Egyptian
desert, however, papyri do survive, often dealing
with day-to-day transactions. Some form what
Egyptologists call “archives”—although they are
not organized as systematic business records—and
often have serious gaps. The 1,700 third-century-
B.C. records of Zenon are the best-known such

archive (Orrieux 1985). In Greece and Rome, by
contrast, few actual business documents survive,
but rich literary traditions attest to elite attitudes
and ideologies, and inscriptions record some state
activities. Enough scattered references survive
from Roman Egypt (Rathbone 1997) and fourth-
century-B.C. Athens (http://nomisma.geschichte
.uni-bremen.de) that we can assemble rough series
for prices and wages, but they remain fragmentary
and biased toward urban centers. Starting in the
fifth century A.D., the evidence is increasingly
dominated by church records and the lives of
saints. Finally, there is a huge body of archacolog-
ical data, again unevenly distributed in time and
space and shaped by varied processes of formation
and recovery, but potentially more generalizable
than the written record (Morris 2004).

Overall, the evidence is fragmentary, ambigu-
ous, and difficult to decipher. Controversies rage
over general interpretations and points of minute
detail. We are well informed about some things
(e.g., the palace in nineteenth-century-8.C. Mari)
but almost completely ignorant about others (e.g.,
wages in the private sector in classical Athens). Few
points of importance can be settled by direct ap-
peal to the supposed facts; more often, ancient his-
torians devote considerable ingenuity to finding
proxy data, or elaborating on the implications of
hypotheses that might be testable when the hy-
pothesis itself is not.

A Basic Political Narrative, 3000 B.C.—A.D. 800

As we pointed out in the introduction, some
readers interested in using the ancient Mediter-
ranean world as a comparative case may find a sum-
mary of the basic narrative history useful.

Settled agriculture began around 8500 B.C. in
the hilly flanks of Mesopotamia (fig. 2), which
were uniquely well endowed with cultivable grains
and domesticable large animals. Mesopotamia it-
self was peripheral until circa 5500 B.C., when its
population harnessed irrigation. This required
much labor, but produced huge yields. By 3000
B.C., southern Mesopotamia (Sumer) was dotted
with city-states with populations of 10,000 or
more, practicing irrigation agriculture, casting in
bronze, building temples, and employing scribal
bureaucracies with simple writing systems.

There were similar developments in the Nile,
Indus, and Yellow River basins, but Egypt diverged
from Mesopotamia early on. Around 3100 Menes
united the Nile valley into a single kingdom; and
where Mesopotamian elites claimed special access
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to the gods, Egyptian pharaohs actually claimed
to be gods. In Mesopotamia city-states were the
norm. Around 2300 Sargon of Akkad built an em-
pire from the Persian Gulf to the Mediterranean,
and his grandson Naram-Sin claimed divinity. But
after 2200 invasions from the deserts broke up the
empire. A century later the city of Ur built up an-
other great empire, but invaders overthrew it
around 2000.

Despite the rise and fall of individual empires,
the Near Eastern system expanded relentlessly.
Similar palaces, scripts, and art appear in the Le-
vant and southwest Iran before 2500; by 2000,
they were established on the Iranian plateau, down
the Persian Gulf, across Anatolia, and on Crete. By
1600 there were palaces in mainland Greece, and
by 1400 Aegean goods reached the west Mediter-
ranean. This was a dynamic, expansionist system;
peripheral societies were either drawn into its orbit
or adapted its institutions to resist it. It was also an
“international age”: long-distance trade flour-
ished, art styles were widely diffused, and royal
families intermarried.

There were independent moves toward complex
society in the west Mediterranean, but these all
collapsed into more egalitarian forms. The most

Main sites and regions mentioned in this chapter

successful examples were in southeast Spain, which
had an arid climate and required irrigation. Possi-
bly would-be elites could only overcome opposi-
tion when there was sufficient geographical caging.

Expansion ended around 1200 B.C. From Greece
to Syria, palaces burned to the ground. We do not
know why, although Egyptian texts from the
1180s speak of wars with the “Peoples of the Sea,”
and Assyrian and later Greek texts mention inva-
sions. There is evidence for earthquakes, climatic
change, and economic stress. In Greece palaces
disappeared, along with the Linear B syllabic
script. The Hittite kingdom fell in 1200, the As-
syrian soon after 1100, and Egypt broke up in the
1060s. Population fell, long-distance trade with-
ered, and states dissolved. The west Mediter-
ranean, where palaces had not taken hold before
1200, did not go through a comparable Dark Age,
but contact with the ecast almost vanished after
1050.

Starting on Cyprus around 1100 and reaching
the west Mediterranecan by 900, iron replaced
bronze for weapons. No one has yet shown that
this had major social consequences, but signs of re-
vival appear in the east Mediterranean in the tenth
century. Phoenician traders sailed to the Aegean
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and the west, and Assyria became a major power.
Its kings staged massive raids for plunder, from
Iran to Syria. Pressed for tribute, many city-states
and tribes in their path collapsed into anarchy; oth-
ers organized and fought back, creating new states.
The eighth century saw a major population in-
crease all around the Mediterranean, and great
expansion of long-distance contact. By 700 B.C. in-
terregional trade almost certainly surpassed pre-
1200 levels, as Phoenicians and Greeks settled in
the west Mediterranean. Eighth-century Greece
experienced particularly rapid population growth
and major social changes as city-states formed out
of simpler Dark Age societies. The Greek settle-
ments in Sicily and southern Italy were indepen-
dent city-states, which scized the coastal plains.
This landgrab more than doubled the amount of
arable land under direct Greek control. Phoenician
settlers, by contrast, rarely conquered the hinter-
land, and may have been driven west by increasing
Assyrian pressure for tribute from the Phoenician
homeland. Assyrian kings were always desperate
for funds; they had to reward their nobles in order
to get troops, which meant that if their raids
faltered—as in the 780s—central authority weak-
ened. Provincial governors broke away, and there
were frequent coups. But when Tiglath-Pileser 111
seized power in 744 in one of these coups, he
gained the upper hand over the nobility, centraliz-
ing power, strengthening the army, and system-
atizing taxes. Assyriologists often say that a true
empire only began now, and Tiglath-Pileser’s de-
mands for tribute probably ratcheted up pressure
on the Phoenician cities, giving them incentives to
intensify trade. This neo-Assyrian empire marked a
break: from this point until the twentieth century
A.D. large empires dominated the Near East.
Assyria conquered Babylon (which had at least
100,000 residents) and Egypt, perhaps the richest
parts of the ancient world. It absorbed Israel and
made Judah a client state, and opposition to the
Assyrian god Ashur played a large role in shaping
Jewish monotheism and identity. By 650 the As-
syrian Empire was the largest yet seen, but was suf-
fering from imperial overreach. Its grandest mon-
uments date to the 630s, but it abruptly collapsed
before a rebel alliance in 615-612. The Medes and
Babylonians then divided up the empire between
them. In 550 the province of Persis rebelled
against Media. The Persian Cyrus seized the Me-
dian Empire in a single campaign, then took Baby-
lon, conquered Anatolia, and marched into central
Asia, where he met his death in 530. His son took
Egypt in 525, making Persia the largest empire the

world had seen, with perhaps 35 million subjects.
This rapid expansion worked largely through elite
replacement: the Persians changed little of what
they found after defeating other kings, either put-
ting their own men in the places formerly occupied
by native aristocrats or (better still) persuading
local elites to switch allegiance. A famous statue
base set up in Egypt by a certain Udjahorresnse
shortly before 500 illustrates well how the Persian
system could work to the advantage of these local
elites. In the 510s Darius I reformed the empire’s
organization, making Persia the richest and most
efficient empire yet seen, as well as the largest.

Darius moved into Europe, annexing parts of
the Balkans and subduing many Greek city-states.
By 500 some of the Greek city-states were popu-
lous and rich. They developed ditferent forms of
capital-intensive power. Sparta invested heavily in
one kind of human capital; Spartan citizen-soldiers
were a full-time army who suffered no defeats in
major battles between the seventh century and 371
B.C. Other Greek communities decided to invest in
human capital in different ways, having much
higher literacy rates (perhaps reaching 10 percent
in Athens), and experimenting with démokratia, in
which free adult male citizens (usually 10-20 per-
cent of the resident population) decided the major
issues in open votes. After a revolt of subject
Greeks within his empire in 499-494, Darius sent
a small force to punish Athenian support for the
rebels. To everyone’s surprise Athens defeated
them at Marathon in 490; and in 480 the Greeks
defeated a much larger attack. This left Athens the
greatest naval power in the Mediterranean. Fifth-
century Athens concentrated capital in new forms,
and invested in ships and fortifications; but Spar-
ta’s victory in the Peloponnesian War (431-404)
cut off Athenian development, and no other Greek
city came close to transcending the city-state net-
work.

Through much of the fourth-century-B.c. Persia
manipulated the Greeks through finance, even
though Egypt broke away and the western
provinces were in open revolt. But the balance of
power was shifting. As in the Bronze Age, the
expansive cast Mediterranean system created a
penumbra of formative states, adapting institutions
to their own needs. In the fourth century, the pe-
riphery proved stronger than the core. Carthage
became a major economic power; Rome con-
quered peninsular Italy; and Macedon subdued the
Balkans, the Greek cities, and then in just a decade
the whole Persian Empire. Alexander wanted to
fuse the Macedonian and Persian ruling elites, but



in 301 his warring successors divided the empire
into three kingdoms, which historians call “Hel-
lenistic.” Down to 250, there was steady emigra-
tion from Greece to the East, and Alexandria in
Egypt grew to perhaps 200,000 people. Greek
cities in Mesopotamia and Syria also reached six
figures.

But the outer periphery, in the west Mediter-
ranean, was already outstripping the Hellenistic
kingdoms in manpower, wealth, and organization.
Between 264 and 201 Rome defeated Carthage in
two terrible wars, then in 200 attacked Macedon.
Romans pressed into the Near East, shattering the
Seleucid kingdom in Syria in 188. At the same
time Parthians infiltrated Iran from central Asia,
breaking down the Seleucid realm from the other
direction. Rome also fought a guerrilla war in
Spain through most of the second century, and
probably had the highest military participation
ratio of any state until seventeenth-century Prus-
sia. According to DPolybius, writing in Rome
around 150 B.C., “the Romans succeeded in less
than 53 years [220-167 B.C.] in bringing under
their rule almost the whole of the inhabited world,
an achievement which is without parallel in human
history” (1.1). This involved millions of deaths,
mass deportations, and the collapse of the Hel-
lenistic kingdoms into financial crises, revolutions,
and virtual anarchy.

The net results were destabilization and the
biggest transfer of resources in ancient history. The
city of Rome grew to a million inhabitants, with
much of the Mediterranean supplying its food
through taxes, rents, and trade. By the 130s B.C.
an agrarian crisis gripped Italy; with so many men
in the legions, aristocrats made rich by their victo-
ries could buy up the land and work it with mil-
lions of slaves captured in the wars, growing food
for the city, and leaving dispossessed farmers little
choice but to move to Rome, expanding the urban
market still further, or to join the army. Some an-
cient historians call this the “war-slave-war loop”:
it created a feedback process enriching the aristoc-
racy and driving the Italian free peasantry into
ruin. But as dispossession accelerated, fewer men
met the property qualification for military service,
starving Rome of soldiers and bringing on a crisis.
Rome’s oligarchs murdered the Gracchus brothers
when they tried to hijack state institutions to re-
distribute land in 133 and 122. Abolishing prop-
erty requirements for the army in 107 solved some
problems, but created new ones: soldiers now
looked to their generals for land grants when they
were demobilized, and the army became an inde-
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pendent force. Political legitimacy broke down as
generals, backed by virtual private armies, dictated
terms to the Senate, which increasingly provoked
overseas wars simply to keep its generals and their
land-hungry men busy. In 60, Pompey, Crassus,
and Caesar—three of the richest and most promi-
nent generals—formed a secret coalition and sub-
verted the constitution by using money and threats
to divide all the key offices among themselves.
Caesar was authorized to conquer Gaul in the 50s
to maintain this alliance, but this only created yet
another great army. Caesar and Pompey fought an-
other civil war in 49—45. Caesar won, but his mur-
der in 44 unleashed another set of wars, ending
with Octavian’s victory in 31 B.C.

Octavian took the name Augustus and the func-
tions but not the form of a sole ruler. Millions had
died, and the devastation was beyond measure, but
the combination of elite exhaustion and Augus-
tus’s clever manipulation of military and financial
offices and imperial symbolism ushered in two cen-
turies of pax romana for the Mediterranean basin.
Population grews; cities thrived; tax rates were sus-
tainable; there was some standardization of mea-
sures, language, and law; and communications im-
proved. The empire had 50-60 million inhabitants
in A.D. 200, perhaps 15 percent of them living in
cities of more than 20,000 people, and the average
tax burden was something like 2-3 percent. Mon-
uments all over the empire attest to wealthy aris-
tocracies, but average standards of living also im-
proved, perhaps nearly doubling across the first
two centuries A.D. At no point did economic
growth in the Roman Empire or any other ancient
Mediterranean society match levels in early mod-
ern Holland or England, let alone those of in-
dustrialized economies, but Rome nevertheless
ranks alongside cases like Sung China as a major
example of sustained premodern per capita eco-
nomic growth.

The years since about 1000 B.C. had been good
for the Mediterranean: there were many internal
wars, but few major population movements out of
central Asia. That changed in the second century
A.D. Nomads entered China and Iran, and pressed
German tribes in central Europe. Some of these
tribes crossed the Rhine and Danube into the em-
pire. Often Rome welcomed them as recruits and
taxpayers, but large groups caused chaos. In the
160s major invasions and plague reached the em-
pire at the same time. The situation held until the
230s, but then the frontiers collapsed. German
bands plundered Athens and Italy. Twenty emper-
ors reigned in 50 years. Unable to pay large armies,
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they debased the coinage. Despairing of the central
government, Gaul and Syria broke away. And to
make matters worse, Sapor I established an aggres-
sive Sassanid dynasty in Persia, killing a Roman
emperor in 244 and capturing another in 260. The
slowing of population movements, remission of
the plague, and military reforms allowed recovery
in the 270s-280s, but a gap opened between the
largely rural western Roman Empire and the more
urban east. Local power increased as aristocrats in-
creasingly had to usurp the state’s role of provid-
ing security. They increased rents at the expense of
centralized taxes.

In the 290s Diocletian expanded the army and
taxes, and tried to control inflation. He also perse-
cuted the growing minority of Christians, but in
another civil war in 312 Constantine declared him-
self a Christian. After he took the throne, the
church became the richest institution in the em-
pire. Constantine continued military and fiscal re-
forms and moved the capital from Rome, now too
distant from the eastern centers, to the well-placed
Greek city Byzantium, which he renamed Con-
stantinople. The empire flourished in the fourth
century, but the underlying problems remained.
Around 370 the Huns left central Asia and drove
the Goths west, pushing the Germans ahead of
them. Much of the empire was “Germanized”:
armies of Germans under German generals fought
for Rome against Germanic invaders who often
saw themselves as simply wanting to become Ro-
mans. Still larger armies were needed, but popula-
tion was declining, and the church and great
landowners could not be taxed. Elite culture
changed too, as Christianity replaced Romanness
at the core of identity. In 378 a large group of
Goths got out of control, destroyed a Roman
army, and ran amok in the Balkans. Constantine’s
reformed empire, which had looked so strong
around 350, now unraveled. In 406 Gaul was
overrun; in 410 the Goths sacked Rome. The
western empire broke up into smaller kingdoms,
still nominally Roman, but de facto German.

In 476 Odoacer the Goth deposed Romulus
Augustulus, officially ending the western empire,
though in most ways this was not a major transi-
tion. Trends in place since the third century con-
tinued, with declining population, state power,
and cities, and exchange increasingly local and
nonmonetized. The eastern (usually called Byzan-
tine) empire recovered, and in the 530s Justinian
even reconquered part of the west. However, this
effort exhausted Byzantine resources just as new
invasions began, and by the 580s most of the gains

were lost. An even more serious collapse hit the
entire Mediterranean: plagues returned, popula-
tion shrank, large areas were abandoned, and trade
collapsed.

This demographic-economic collapse was one
part of the ancient-medieval transition; the Arab
conquests provided the other, creating a tripartite
political /religious division of the Mediterranean
into Islamic, Orthodox Christian, and Catholic
spheres in the eighth century. Just as the western
empire was “Germanized” in the fourth century,
the eastern empire was “Arabized,” with both the
Byzantine and Persian states settling Arabs in their
territories and using them in their armies. Unable
to cope with the late-sixth-century crises, Byzan-
tium almost collapsed before Persian attacks, which
overran Syria, Palestine, and Egypt, and in 626
threatened Constantinople. Byzantium rebound-
ed, but when Mohammed died in 632, there was a
power vacuum in the Near East. As had happened
to Sargon of Akkad’s empire nearly 3,000 years
earlier, migrations out of the desert toppled a
weakened institutional structure. The initial Arab
conquests saw Islamic Arabs fighting against Arabs
in the service of Byzantium and Persia. The
Moslems destroyed the Byzantine army, probably
in 636. Jerusalem fell in 638, Egypt in 641, and
Sassanid Persia in 642. These successes unleashed
huge population movements. Constantinople was
besieged from 674 through 678 and again in 717-
18, by which time Islamic forces had reached
India, Samarkand, and Spain. They were only
stopped near Paris in 732 and deep in central Asia
in 751, but went on in the ninth century to occu-
py Sicily and Crete.

The trials of the seventh and ecighth centuries
transformed Byzantium. Feudal relations were es-
tablished on the land, and the savage iconoclast
controversy effectively ended elite classical culture.
By 800 the Mediterranean world had broken into
three camps: the dynamic, creative Islamic east and
south; a harried, struggling Byzantine Orthodox
Christian center; and a backward, impoverished,
and depopulated Catholic Christian west.

Natural Envivonment

We have defined our analytical unit as the soci-
cties clustered around the shores of the Mediter-
ranean—-*“like frogs around a pond,” as Plato put it
in fourth-century-B.C. Athens (Phaedo 109B). One
of its unifying features was a shared climate. As in
all preindustrial societies, ecology was the single
most important factor structuring economic life.



We therefore describe the basic ecological parame-
ters in this section.

The modern Mediterranean has hot, dry sum-
mers. Temperatures can reach 40°C at sea level in
July and August, with little or no rain between
May and September. The cool, wet winters some-
times reach freezing point at sea level, and typical-
ly get 250-500 millimeters of rain between Octo-
ber and April. Texts and pollen evidence suggest
that this was broadly true in antiquity, though
there were important changes. In particular, the
shift from sub-Boreal to sub-Atlantic climates
around 800 B.C. lowered typical temperatures by
up to 2°C, and increased the amount and reliabil-
ity of winter rainfall, producing a climate like that
of the recent past (Lamb 1972-77). There were
drier episodes 1500-900 B.c. and 200 B.C.—A.D.
350, then more rain and cold after 350. Climate
may be linked to disease, which drives mortality
and demography (Galloway 1986). In temperate
zones, where winter respiratory diseases were the
main premodern killers, warm phases coincide
with population growth; in Mediterranean zones,
where summer intestinal diseases and malaria were
the main Kkillers, cooler weather coincides with
population growth. The hot, dry twelfth through
ninth centuries B.C. saw demographic growth in
temperate Europe, but decline in the Mediter-
ranean; the cooler, wetter period from the eighth
century on saw the opposite (Bouzek 1997). Sim-
ilarly, population grew in the Mediterranean (par-
ticularly the east) from A.D. 350 on, as the climate
cooled, but declined in England (Greene 1986,
81-86; M. Jones 1996, 186-243; Scheidel 2001a,
78-79).

Short-term variations are also important. The
great problem for Mediterranean farmers is inter-
annual variability in rainfall: while the average rain-
fall may support crops, it fluctuates from year to
year. In Athens rainfall varied so much between
1931 and 1960 that barley failed one year in 20,
wheat one in four, and legumes three in four.
Pollen data, tree rings, and texts suggest that these
figures too are broadly applicable to antiquity
(Garnsey 1988, 8-16). According to a third-
century-B.C. Greek proverb, “The year makes the
crop, not the soil” (Theophrastos, History of Plants
8.7.6). The sub-Atlantic climate regime, with its
more reliable winter rains, was good for Mediter-
ranean farmers, while drier phases were better in
temperate Europe into which the Roman Empire
expanded, where more rain made potentially fertile
bottom lands too heavy to plow.

Most Mediterranean landscapes include plains,
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hills, and mountains within short distances of the
sea, and the interleaving of diverse microecologies
is typical (Horden and Purcell 2000). On the
whole, plains were used for grains, hills for vines,
olives, and winter pasture, and mountains for sum-
mer pasture. The plains are generally small, broken
up by chains of hills; the larger plains of Sicily and
Thessaly were famous as breadbaskets. The coast-
line is heavily indented, and probably 90 percent of
ancient people lived on plains within two or three
days’ walk of the sea. The sea united this world: sea
travel was far faster and cheaper than land. Ac-
cording to Diocletian’s Price Edict of A.D. 301, it
cost as much to move a load of grain 10 miles in-
land as to ship it halfway across the Mediterranean.

There were also geographical variations. The
carliest civilizations emerged in river valleys with
very low rainfall. Even the toughest ancient crop,
barley, needs 200 millimeters of winter rain, which
the Euphrates, Tigris, and Nile valleys do not get.
Summer rains in the Ethiopian mountains caused
the Nile to flood, bringing rich silt to Egypt just in
time for farmers to plant crops. The limited winter
rains then fertilized the crops, and after the spring
harvest the sun dried and cracked the ground, aer-
ating it and preventing salinization. Irrigation al-
lowed farmers to extend the flooded area, retain
water, and fertilize a second crop in the summer.
In Mesopotamia, however, the rivers flood in
spring, exactly the wrong time. Farmers there had
to store water much longer, which raised many
technical problems. But once these were mastered,
in the fourth millennium B.C., yields of 25:1 were
possible, five or six times as high as in most rain-
fed agriculture. Egypt and Mesopotamia therefore
had unusual settlement patterns, concentrated in
strips just a kilometer or two wide but hundreds of
kilometers long; outside this cultivated strip was
desert. Only in a few places, like the Nile delta and
the Fayyum depression, was this rule broken.

In the last few years, ancient historians have rec-
ognized the importance of interrelations between
climate, ecology, and the disease pool in driving
demography and larger economic structures (par-
ticularly Scheidel 2001b; Sallares 2002). Research
is still at an early stage, but there are signs that
malaria played a much larger role in the Mediter-
ranean basin’s economic history than has hitherto
been realized.

Technology

Technology was simple. All ancient societies
were what E. A. Wrigley (1988) called advanced
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organic economies, relying on plants, trees, and
animals for materials and power. In a famous essay,
Finley (1965) argued that the only important
technological advances took place early on, or in
the Middle Ages. Through most of antiquity, he
concluded, technology stagnated, because slave
labor was so cheap that it did not pay to invent or
buy machines.

This is only partly true. We will take three
examples.

1. In agriculture, after the domestication of
crops and animals (starting ca. 8500 B.C.) and de-
velopment of irrigation (ca. 5000), there was a
“secondary products revolution” (Sherratt 1997,
158-248) exploiting animal power and by-products.
Animals were harnessed to scratch plows in Sumer
by 4500. By 3500 this practice had reached Poland
and England, and wheeled vehicles were used by
3000. But the cart and plow that the Greek poet
Hesiod described around 700 B.c. (Works and
Days 423-38) sound quite like these prehistoric
examples. Heavy wheeled plows able to turn wet
clay soils, crucial in temperate Europe, only came
in the sixth century A.D. (L. White 1962, 39-69).
There were changes in the intensity of manuring,
and some Romans bred special cattle for fertilizer.
But progress consisted of adapting very ancient
Mediterranean techniques to local conditions and
the gradual accumulation of capital in the form of
tools and animals (especially during the long
Roman peace).

2. In metallurgy, bronze- and ironworking were
mastered around 3000 and 1100 B.C. respectively.
Each diffused widely, though the process took cen-
turies. The Mediterranean civilizations never mas-
tered high-quality steel, which had to be imported
from India. Chinese blacksmiths had cast iron
since the third century B.C., but European bellows
could not raise temperatures high enough until the
eighteenth century. As with agriculture, there were
incremental improvements, including a massive in-
crease in the amount of metal available, but no
fundamental technological changes.

3. In shipbuilding, again, the main advances
came early. The basic pattern of building shell-first
hulls from edge-jointed planks with internal braces
had been worked out by 2500 B.C. Bronze Age
ships, like the Ulu Burun wreck (ca. 1300 B.C.),
were small, displacing no more than 30 tons.
Greeks added heavy wooden keels. The Alonnisos
wreck (ca. 400 B.C.) displaced 120-plus tons, but
most wrecks dating 500-100 B.C. were in the
range of 30-50 tons (Gibbins 2001). By the first
century B.C. Roman merchantmen were mostly

100-150 tons. Five hundred tons was not unusu-
al, and one second-century-A.D. ship reached
1,200 tons (Greene 1986, 20-28; Parker 1992).
Roman ships were the largest built in Europe until
the fifteenth century, but their rigging remained
primitive. Fore-and-aft sails were known, but most
ships probably relied on a single square mainsail.
As in agriculture and metallurgy, advances were
small and incremental.

There were a few remarkable inventors, like the
third-century-B.C. Ktesibios of Alexandria, credit-
ed with the hydraulic organ, metal springs, the
water clock, and the force pump; or the first-
century-A.D. Hero, also of Alexandria, inventor of
a steam engine that opened temple doors, a coin-
operated vending machine for holy water, and a
surveying instrument like a transit. The ancient
world had skilled engineers, as is shown by the
Antikythera mechanism, a first-century-B.C. astro-
nomical machine found in a shipwreck, which used
complex gears and applied geometry to reproduce
the movements of the sun, moon, and planets. But
as Finley stressed (1965), the most striking things
are (2) that most of these inventions were toys for
the amusement of the elite, and (&) that the few
with practical uses, like the transit, force pump,
and Archimedes’ screw, were ignored. Ancient
Greece ranks along with China in having the most
creative premodern scientific elites (Lloyd 2002),
and was one of the most numerate ancient cultures
(Netz 2002); but it differed fundamentally from
western Europe during the scientific revolution in
the narrowness of channels of communication be-
tween the scientific elites and the vast mass of pro-
ducers (ct. Mokyr 2002).

Finley (1965) suggested that there were no in-
centives to spread innovations, repeating a famous
story (Suetonius, Vespasian 18) that when an in-
ventor in the 70s A.D. showed the Roman emper-
or a machine for moving columns, the emperor
sent him away, saying it would cause the Roman
poor to starve. Finley took Roman failure to capi-
talize on water mills, making a first step away from
an organic economy, as his test case. The data then
available suggested that water mills were invented
around 100 B.C., but not widely diffused till the
fifth century A.D. But new finds have changed this
picture (Wikander 1984; Oleson 1984; K. White
1984; Lewis 1997; Wilson 2002). There was a
wave of water-powered inventions in Alexandria
between about 260 and 230 B.C., including lifting
devices, pumps, and mills. A water mill was built at
Chaplis in Switzerland in A.D. 57-58, and the huge
complex at Barbegal in France, formerly dated to



the late third century A.D., was in fact built in A.D.
100-120 (Leveau 1996, 145-49). A still larger
complex was built in Rome in the third century
(Wilson 2000). Excavations have also confirmed
Pliny the Elder’s claims ( Natural History 33.21.72—
77) that waterpower was used to lower the water
table in Spanish mines in the first century A.D. and
to expose ores. Water-powered devices were prob-
ably common throughout the empire by A.p. 150,
perhaps spread by the army.

Finley was wrong to speak of stagnation (Greene
2000). The accumulation of small improvements
and the first steps toward nonanimal sources of
power were very important in Europe’s economic
development (Greif 2004). But that does not
mean that there was a technological revolution in
antiquity: compared to contemporary China or to
the European Middle Ages, levels were low (see
Mokyr 1990, 19-30, 193-208; Angresano 1991,
29-50).

Performance

Agricultural yields set the basic parameters for
ancient economic sociology. We have few direct
figures. The best come from the Roman Empire,
and are controversial. Much of the rest of the time,
we rely on comparative evidence and the archaco-
logical analysis of bone and seed remains.

The major distinction is between irrigation and
rain-fed agriculture. From at least 3000 B.C., the
former could generate crop-to-seed yields of be-
tween 12:1 and 24:1 in Egypt and Mesopotamia,
but only at the cost of high capital investments and
labor inputs. Mesopotamia and Egypt both sup-
ported high populations throughout antiquity.
Egypt probably had at least 5 million people under
the Roman Empire, which was not reached again
till the nineteenth century (Scheidel 2001b), and
was a major grain exporter. Roman historians con-
ventionally assume vyields in Egypt around 10:1
(Rathbone 1991, 242-44), although local crop
yields could be much higher (Rowlandson 1996,
247-52).

Varro (On  Agriculture 1.44.1), Columella
(3.3.4), and Cicero (2nd Verrine 3.112) provide
some figures for yields in Italy in the first centuries
B.C. and A.D. Varro says that in Etruria, yields
could vary from 10:1 to 15:1, and Cicero that in
Sicily at a sowing rate of 160 kilograms of seed per
hectare, wheat yielded 8:1 (1,300 kg/ha) in a
good year, and 10:1 (1,625 kg/ha) in an excellent
year. Columella, however, says that in most of Italy
yields of 4:1 on cereals were rare, implying that
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they were normally lower. Varro’s and Cicero’s fig-
ures seem very high, but most historians have fa-
vored their testimony over Columella’s. Garnsey
and Saller (1987, 82) remark, “There is nothing
we can do about Columella except distrust him,”
and Harry Pleket (1993, 323) comments that
Roman agriculture was so successful that “the early
medieval growth meant a return to a ‘normal level’
after the period of the Dark Ages, rather than an
alleged agricultural revolution.” Keith Hopkins
(2002, 197-203), on the other hand, argues on
broad comparative grounds for yields closer to
Columella’s figure. At present, there seems to be
no obvious way to resolve the question.

Our data for Greece are poor: relying heavily on
comparative evidence, Garnsey (1992, 148) esti-
mated typical yields of up to 4.8:1 on wheat and
6:1 on barley (625 and 770 kg/ha at 130 kg/ha
seed) in fourth-century-B.C. Attica. By 500 B.C. at
the latest, major Greek cities were permanently re-
liant on imported grains.

So far as we can tell, food shortages were unpre-
dictable but common throughout antiquity, al-
though actual famines, in which significant num-
bers of people died of malnutrition, were rare, and
usually had political causes (Garnsey 1988). But
while people rarely starved, most were poorly fed.
Skeletal evidence shows that chronic malnutrition
in childhood was normal, and that periods of se-
vere deprivation were quite common (Garnsey
1999, 34-61). Age-specific stature correlates tightly
with nutritional levels in modern samples (Floud,
Wachter, and Gregory 1990); skeletal studies show
relatively stable stature in antiquity. Rick Steckel is
now producing a systematic data set for Europe
like that he and Rose built for the Americas (Steck-
el and Rose 2002), but it is already clear that most
ancient Mediterranean samples produce average
adult male heights in the 163-68 cm range, close
to the 168 cm cutoff that Robert Fogel (1993) has
used to define “short” populations. Most ancient
people were stunted and wasted, suffered fre-
quently from disease, were often hungry, and car-
ried heavy parasite loads.

In the section below on cities we will present ev-
idence for economic growth in antiquity. Argu-
ments about per capita growth, what Eric Jones
([1988] 2000) calls “intensive” growth, are con-
troversial; but some aggregate or extensive growth
is undeniable. By nineteenth- and twentieth-
century standards, ancient growth was so slow as
to be imperceptible, but compared to most other
preindustrial societies, some periods—such as
Greece between 550 and 300 B.C., or the western
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Roman Empire between 200 B.C. and A.D. 200—
saw major improvements (Saller 2002; Morris
2003). Through much of antiquity, per capita con-
sumption was probably not far above subsistence
level, but by the second century A.D. it may have
been 50 percent higher in most of the Mediter-
ranean. Robert Lucas (2002) has recently argued
that through most of agrarian history, per capita
consumption has been something like the equiva-
lent of $550-600 (1985 U.S.) per capita; if it
reached $800 at some points in Mediterranean an-
tiquity, then the performance of the ancient econ-
omy fell not far short of that of seventeenth-
century western Europe.

MODELS OF ANCIENT ECONOMIC SOCIOLOGY

There was little systematic analysis of ancient
economies before the 1890s, when historians in
Germany began to take exception to evolutionary
schemes that placed Greece at the bottom of a lad-
der that reached from closed, household econ-
omies to modern industrial ones. The so-called
primitivist-modernist debate raged for a dozen
years, with professional ancient historians general-
ly concluding that Greece and Rome were basical-
ly like modern Europe, but on a somewhat small-
er scale (Finley 1979). Finley (1965, 12) dismissed
this consensus among ancient historians as “a
schoolboy version of Adam Smith,” and tried to
improve on it by drawing historians’ attention to a
tradition of ancient economic sociology going
back to Weber. Hopkins (1983a, xi) probably ex-
aggerated when he called Finley’s version of Weber
model “a new orthodoxy,” but by the time Finley
died in 1986 the substantivism that he had devel-
oped from Weber’s and Polanyi’s contributions
was probably the most influential approach among
those historians who sought a consistent theoreti-
cal framework. In this section we describe the de-
velopment and success of substantivist models, and
responses to these models in the 1990s.

Max Weber

Ancient economic sociology began in just the
same period that the primitivist-modernist debate
was preoccupying professional ancient historians,
with Weber’s attempts to show that antiquity did
not really belong on a primitive-modern scale
(Weber [1891] 1962; [1909] 1976, [1922] 1968,
1212-1372). Weber ([1909] 1976, 69-79)
sketched a seven-part evolutionary typology of an-
cient states. He saw types I (simple unwalled vil-

lages with free, independent farmers) and II (small
cities with rulers, sometimes grouped into larger
kingdoms) as common to the whole Mediter-
ranean. In the Near East and Egypt these evolved
into types IV and V. In type IV kings first of all
made themselves semi- or wholly divine and devel-
oped bureaucracies and taxes, and in type V they
created forced labor systems, state monopolies,
and administered trade. In the Mediterranean,
however, types I and II developed into type III, in
which kings were replaced by aristocratic families
monopolizing war and extracting labor from the
poor through debt-bondage. Type VI evolved out
of III, with the mass of farmers taking on military
responsibilities and abolishing the aristocratic
clans; and in some cases IV evolved into VII, the
democratic city-state, in which political and mili-
tary participation was completely separate from
land ownership. What interested Weber about
types IV=VII was the ways they differed from me-
dieval European cities, where capitalism devel-
oped. In his later essay on the city ([1922] 1968,
1212-1372), Weber argued that all ancient cities
were consumer cities, in which urban elites ex-
ploited the countryside through various forms of
tax and rent, which they then spent on the urban
poor who supported their lifestyles. Medieval
cities, on the other hand, were producer cities,
feeding themselves by exchanging manufactured
goods or exotic imports for food produced in the
countryside. Ancient types VI and VII (the Greco-
Roman cities) were the most advanced cities in an-
tiquity, but even so, they did not hold the seeds of
capitalism, because economic activity was subordi-
nated to more profitable military/political rent-
seeking. This meant that Greek and Roman men
saw themselves chiefly as members of warrior
brotherhoods, and cared most about maintaining
their standing within the military community: “in
Antiquity the polis preserved during its heyday its
character as the technically most advanced military
association: The ancient townsman was a homo
politicus” ([1922] 1968, 1354). In such a situa-
tion, economic relationships could not be placed
on a primitive-modern continuum. They simply
worked differently: “where stratification by status
permeates a community as strongly as was the case
in all political communities of Antiquity and the
Middle Ages, one can never speak of genuinely free
market competition as we understand it today”
(937). Only in situations of debt crisis did social
relations break free of status considerations and co-
alesce around market relations, creating genuine
class groups (303—4, 931). To understand the an-



cient economy, Weber argued, we must first un-
derstand ancient politics.

Karl Polanyi

Weber’s account of Mesopotamia ([1909] 1976,
83-104) was out-of-date almost as soon as it was
written, because of the rapid pace of publication of
new tablets, and it had little influence on Near
Eastern historiography. His discussion of Greece
and Rome fell afoul of ancient historians’ aware-
ness of the limits of Weber’s empirical knowledge
and their inability to distinguish between his sub-
ordination of economics to politics and the recent-
ly discredited primitivist positions. For a genera-
tion, the few Greco-Roman historians who took
Weber’s arguments seriously, like Johannes Hase-
broek (1926, 1928 [1933]), were ecither pilloried
or ignored (see Cartledge 1983). Nearly 50 years
passed before there was much serious development
in ancient economic sociology, and then it came
not from a professional ancient historian, but from
Karl Polanyi, a consummate outsider. Like Weber,
Polanyi insisted that in precapitalist societies eco-
nomics were embedded in larger sets of social rela-
tions, and could not be analyzed in neoclassical
terms. He proposed a three-part typology of forms
of exchange. In some societies, reciprocity is the
rule: items are moved around mainly as gifts, cre-
ating obligations to repay, without money or mar-
kets playing a major role. In others, redistribution
is the major institution, with central authorities
pooling resources and dividing them up, again
leaving little scope for money and markets. Only in
western Europe since about A.D. 1800, he argued,
had market exchange broken loose from social
constraints, disembedding exchange and subordi-
nating all relationships to the pursuit of profit
(Polanyi 1944).

In the late 1940s Polanyi became convinced that
the only way to advance his substantivist agenda
(see Smelser and Swedberg, this volume) was
through historical comparisons, showing that
there had been large, complex economies that
were neither capitalist nor communist. Polanyi
rarely cited Weber, but his treatment of antiquity
generally took Weber’s types and exaggerated
them. Believing that in Bronze Age Mesopotamia
all land had belonged to temples that fed their
workers with rations, he took Babylon as a perfect
example of a redistributive economy. In Athens, on
the other hand, he saw reciprocity within the citi-
zen community giving way in the fourth century
B.C. to a nascent market economy (Polanyi 1957a,

1957b).
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Leo Oppenbeim

In 1953-55 Polanyi attracted talented specialists
to his seminar at Columbia University on the insti-
tutionalization of the economic process (Polanyi
and Arensberg 1957). The ancient historians were
generally critical of Polanyi’s cavalier use of evi-
dence, but two of them—Leo Oppenheim and
Moses Finley—went on to introduce more nu-
anced versions of Polanyi’s categories into their
fields. By the 1950s the older Marxist models that
represented Near Eastern societies as statist, redis-
tributive command economies were giving way to
images of an Asiatic mode of production in which
the state coexisted with village communities tribu-
tary to the temple and palace (see Liverani 2003).
Oppenheim (1957, [1964] 1977) positioned him-
self between these models and liberal theories that
saw a large, private market sector beyond the
palaces. He argued that Mesopotamian city-dwellers
were mainly free citizens who fed themselves by
keeping farms going in the countryside. This
urban-rural interpenetration prevented markets
from developing, and coexisted in symbiosis with
the command economy (1977, 114). Oppenheim’s
Mesopotamia was a mix of redistribution and reci-
procity, and remained stable for three millennia
(1977, 95).

In the 1970s-1980s, versions of substantivism
were the main rivals to Marxism in Near Eastern
history. Most scholars accepted a much larger role
for markets than Polanyi had given them, develop-
ing a picture in which temple- and palace-based re-
distribution, craft production, and administered
trade existed alongside local reciprocity, individual
entrepreneurs, and free markets, but with markets
in a decidedly subordinate position (e.g., Lipinski
1979; Briant 1982; Renger 1984, 1994, 1995;
Liverani 2004; Bedford 2004 ). Egyptologists were
even warier than Assyriologists about constructing
ideal types, but in that field, too, substantivism
made progress against older statist theories in the
1970s and 1980s (e.g., Janssen 1975, 1981; Kemp
1989, 232-60; Warburton 1997).

Moses Finley

Finley was even more critical of Polanyi than
Oppenheim had been, declining to contribute to
Trade and Market in the Early Empires and trying
to persuade Harry Pearson, Polanyi’s literary ex-
ecutor, to omit the Greek material from Polanyi’s
1951 manuscript The Livelibood of Man (published
in 1977). Finley’s vision was more Weberian than
Polanyian (Morris 1999), but like Oppenheim, he
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brought Polanyi’s core typology of reciprocity, re-
distribution, and market exchange into the center
of ancient history. In his first book, Studies in
Land and Credit in Ancient Athens, 500-200 B.C.
(1952), Finley argued that the inscribed mortgage
stones called horoz recorded elite attempts to raise
cash for consumption purposes, such as weddings
and funerals, not to create capital for investment.
He claimed that Athenian capital, land, and credit
markets were crude. When Athenians needed cash,
they went to kin and friends for interest-free loans,
and felt obligated to lend within these circles.
Athenians wanted to be rich, but status overrode
market considerations. Like Weber and Polanyi
before him, he concluded that the sophisti-
cated Athenian economy was noncapitalist; the
Parthenon was built in a world where reciprocity
dominated.

Finley rejected class as a useful analytical cate-
gory, preferring “the word ‘status,” an admirably
vague word with a considerable psychological el-
ement,” adding that Greeks and Romans “were,
in the nature of things, members of criss-crossing
categories” (1973, 51). Markets certainly existed,
but they were less important mechanisms for
moving goods around than reciprocal relation-
ships between citizens or political relationships
between rulers and ruled. Market exchange was
inconsistent with membership in an egalitarian
community of citizen-warriors: “the citizen-¢élite
were not prepared, n sufficient numbers, to carry
on those branches of the economy without which
neither they nor their communities could live at
the level to which they were accustomed. . . .
They lacked the will; that is to say, they were
inhibited, as a group (whatever the responses
of a minority), by over-riding values” (Finley
1973, 60).

Like Weber, Finley saw Greco-Roman and Near
Eastern civilization as evolving out of similar social
forms. When Weber wrote, very little was known
about the Bronze Age palaces of the Aegean, but
the decipherment of the Linear B script in 1953
made it clear that redistributive palaces something
like Weber’s type IV had flourished in the Aegean
before 1200 (Finley [1957-58] 1981, 199-232).
This raised the obvious question of how the
Greeks got from Weber’s type IV to types 111, VI,
and VII, rather than moving to type V. Finley sug-
gested in his second book, The World of Odysseus
(1954), that Homer’s epic poetry reflected real
aristocratic societies of type IIT that had existed
around 900 B.C., after the collapse of 1200 and an
intervening dark age had destroyed all traces of

type IV society. In this world, competitive gift-giv-
ing created hierarchy among chiefs, who won pres-
tige, followers, and wealth through success in war.
Beginning in 1959, Finley published a series of es-
says addressing what seemed to him the still more
pressing question of how Greece moved from the
hierarchical reciprocity of the Homeric age to the
egalitarian reciprocity of classical Athens. His an-
swer was simple: slavery (essays collected in Finley
1981, 97-175, plus Finley 1968). He argued that
debt crises in the seventh and sixth centuries B.C.
swept away the Homeric system of graded hierar-
chical statuses, polarizing men (women are con-
spicuously absent from Finley’s accounts) into two
groups, one of citizens practicing reciprocity, and
the second of imported chattel slaves. Status con-
cerns set the parameters of the economy, rather
than vice versa: only reputable sources of wealth
were acceptable for citizens, which ruled out direct
exploitation of other members of the warrior fra-
ternity, and inhibited the development of price-set-
ting markets in land, labor, or credit. Only out-
siders should be exploited, in the extreme but
common case through commoditizing their very
bodies. Where Polanyi had seen Aristotle strug-
gling to understand the rise of market exchange in
the 320s B.C., Finley (1970) saw him trying to the-
orize the exchange of goods without markets in a
community of equals.

The ancient economy was thus a matter for the
historical sociologist, not the economist. Finley of-
fered a grand theory of a

highly schematic model of ancient society. It moved
from a society in which status ran along a continuum
to one in which statuses were bunched at the two
ends, the slave and the free—a movement which was
most nearly completed in the societies which most at-
tract our attention for obvious reasons [i.c., classical
Greece and late republican/carly imperial Rome].
And then, under the Roman Empire, the movement
was reversed; ancient society gradually returned to a
continuum of statuses and was transformed into what
we call the medieval world. ([1957-58] 1981, 132)

Responses

We identify seven main responses to the 1970s
substantivist interpretations since Finley’s death in
1986.

Response 1: Substantivism as Normal Science

Many historians have found substantivism broad-
ly satistactory, and have set about filling in the de-



tails that Finley, Oppenheim, and others neglected
(e.g., Garnsey and Saller 1987; Jongman 1988;
Millett 1991; Whittaker 1993; Renger 1994, 1995;
Warburton 1997; Moller 2000). This position is
particularly common among Greek and Near East-
ern historians.

Response 2: Empivical Critique

Second, a much larger group of scholars, closely
familiar with the details of a particular part of the
ancient world, sees sins of both omission and com-
mission in the general statements by Finley, Op-
penheim, and others. They have produced a steady
stream of critiques detailing these errors (e.g.,
Frederiksen 1975; Parkins 1997; Parkins and Smith
1998). We see two trends within this scholarship.
First, some studies contain valuable scholarship
but seem not to understand fully the substantivists’
use of ideal types. Rather than attempting to falsi-
fy a high-level model, the critics are more interest-
ed in reiterating the obvious truth that a very ab-
stract model (e.g., the consumer city) is not much
help in answering much narrower historical ques-
tions than it was ever meant to illuminate. A sec-
ond group, though, raises more serious issues. At
a certain point (which is hard to specify in models
that cannot be expressed quantitatively) a model
must be judged a failure if there are too many data
that it cannot accommodate. Some of the more so-
phisticated empirical critiques, particularly from
the Saint-Bertrand-des-Comminges group (An-
dreau, Briant, and Descat 1994, 1997; Bresson
2000), have shown that there are crucial points in
the substantivist model, such as the density and
scale of market places (de Ligt 1993) or banks
(Cohen 1992; Andreau 1999), where the data do
not seem to fit the substantivist model well. How-
ever, even these studies often seem to overlook the
fact that no model can be judged good or bad in
the abstract; it can only be evaluated relative to
some other model, and so far no coherent alterna-
tive has been forthcoming from these critics.

Response 3: Substantivism and Primitivism

A third group confuses substantivism with prim-
itivism. Some substantivists could perhaps be ac-
cused of also being primitivists, and Hopkins
(1983a) identified a focus on “cellular self-
sufficiency” as being at the heart of the models de-
veloped by A.H.M. Jones and Finley. But too
often, historians act as if showing that cities were
large (Engels 1990), that agricultural production
sometimes went beyond local needs (Mattingly
1995), that there was extensive nonagricultural ac-
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tivity (Mattingly and Salmon 2001) and a lot of
trade (Burke 1990) falsifies the substantivist model.
But despite the undertheorization of these cri-
tiques, the data they provide have sometimes been
very useful in illustrating the oversocialization cri-
tiques discussed below.

Response 4: Eurocentrism

Fourth, the reaction since the 1980s against Eu-
rocentrism has encouraged some historians to
question the way the substantivists framed their re-
search. Finley was at pains to insist that the Greco-
Roman and Near Eastern/Egyptian worlds were
very distinct, so much so that “were I to define
‘ancient’ to embrace both [the Near Eastern and
the Greco-Roman] worlds, there is not a single
topic I could discuss without resorting to discon-
nected sections, employing different models and
concepts” (1973, 28). This went beyond Weber
and Oppenheim, who seem to have seen the dif-
ferent Mediterranean societies as local variations
evolving out of common ancestors. As Bedford
suggests in a forthcoming essay, “The two regions
do not belong to completely separate and unrelat-
ed worlds; they have produced distinct yet histori-
cally and typologically related forms of social or-
ganization” (2004). If we reject the idea that we
study ancient sociology in order to explain the
roots of European superiority to the rest of the
world, we must also question the analytical value
(which seemed obvious to Weber and Finley) of
lumping all of Greco-Roman history and all of
Near Eastern/Egyptian history together into two
contrasted ideal types. Liverani (2004) and Bed-
ford (2004) emphasize the huge variety of Near
Eastern socioeconomic formations, from nomadic
tribes through mercantile city-states to theocratic
empires; while at the other extreme, Horden and
Purcell (2000) have questioned the value of draw-
ing any strong boundaries between regions in the
Mediterranean, or even between distinct periods in
the past three millennia.

Response 5: The Oversocialization Critique

The fifth and sixth responses exemplify some of
the ideas in Mark Granovetter’s (1985) classic
essay on embeddedness in economic sociology.
These seem to us to be the most important new
directions, and we spend most time on them. A
growing number of historians, particularly Ro-
manists, criticize substantivism for oversocializing
economic activity (although they do not use that
term). They have done this in a variety of ways.
One of the major debates concerns Roman estate
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management. Dominic Rathbone (1991) suggests
that the detailed calculations of expenses and prof-
it rates in the estate records of one Appianus, from
third-century-A.p. Egypt, reveal attitudes very sim-
ilar to the instrumental rationalism assumed by
neoclassical economics, directly contradicting
Weber’s vision of homo politicus. But as is usually
the case with the fragmentary evidence from an-
tiquity, other readings are possible, and Dennis
Kehoe (1993; ct. 1988, 1997) has argued that we
cannot assume that Appianus made investment
choices after weighing up the profitability of alter-
natives; given the small scale of commercial activi-
ty and the huge size of some men’s fortunes in
Roman Egypt, Appianus simply did not have much
choice. There were few outlets for capital other
than investment in land. Forced to invest heavily in
land, he then tried to maximize his revenues with-
in a narrow set of parameters. More recently,
though, Paul Christesen (2003) has suggested that
in fourth-century-B.C. Athens we can actually see
rich men weighing up the risks and likely profits in-
volved in a range of outlets for their capital, from
farming to mining and maritime loans, and choos-
ing rationally between them without regard for so-
cial norms. He further shows that typical rates of
return on different forms of investment broadly
correlated with the level of risk involved.

Keith Hopkins pioneered another approach,
building models that could be assessed on their
logical consistency, and which had implications
that could sometimes be tested empirically (1978,
1980, 2002). He assumed that the Roman Empire
levied taxes in coin in the provinces and spent
these taxes mostly to feed the population of the
great cities and the army along the frontiers. If
these assumptions are correct, then taxpayers had
to sell agricultural produce to generate coin, and
the city and army had to buy this produce with
coin to stay alive. There would have been large
movements of food from the coin-paying agricul-
tural provinces to the coin-spending regions at the
empire’s core and peripheries. The city of Rome
had a million residents by the first century B.C.,
who would have consumed so much food that
most of the west Mediterranean would have been
involved in supplying it. We have no evidence that
could directly test this theory, but the sharp in-
crease in the number of shipwrecks from the
Mediterranean and coin hoards from the provinces
between 200 B.C. and A.D. 200 seem consistent
with Hopkins’s theory that monetization was far-
reaching and that the volume of trade increased.
Finley had insisted that “ancient society did not

have an economic system which was an enormous
conglomeration of interdependent markets” (1973,
22-23); Hopkins went some way toward showing
the opposite. Further, he pointed out that Roman
grain ships were so large, and their cargoes so ex-
pensive, that many members of Rome’s elite must
have been heavily involved in the grain trade,
whatever Cicero might say (Hopkins 1983D).
Some historians dispute Hopkins’s initial assump-
tions, suggesting that Rome in fact raised much tax
revenue in kind, making it more a redistributive
than a market economy (e.g., Garnsey and Saller
1987, 50-54); but arguing in a similar manner to
Hopkins, economist Peter Temin (2001) points
out that the logical consequence of the tax-in-kind
model is that Rome would have needed a much
bigger bureaucracy than we know that it had
(Hopkins [1983b, 186] points out that person-
for-person, Rome employed only one-twentieth as
many bureaucrats as the Chinese empire).

The most aggressive oversocialization critiques
have come from outsiders to ancient history. In a
series of books, Morris Silver (1983, 1985, 1994)
has attacked substantivism and used selections
from Near Eastern primary sources to claim that
markets heavily dominated economic life in this
region, but has persuaded few specialists (e.g.,
Renger 1994). Ellickson and Thorland (1995)
have provided a more sustained and influential
critique in their law-and-economics treatment of
Near Eastern land law, which suggested that a ra-
tional-actor approach “can be a timelessly valuable
heuristic for analyzing human affairs.” They claimed
that their position is necessary to counterbalance
historians’ exaggerations of the “friction” that cul-
ture and ideology exacted on market forces in an-
tiquity (1995, 411). They predicted that “changes
in economic conditions will prompt residents of a
society to alter their property institutions so as to
minimize the sum of: (1) transaction costs; and (2)
the costs of coordination failures” (1995, 324—
25). After reviewing evidence from Mesopotamia,
Egypt, and Israel, they concluded,

Much of the evidence adduced seems consistent with
our initial hypothesis that a small, close-knit social
group will typically succeed in devising land-tenure in-
stitutions that maximize the welfare of the group’s
members. When free from outside coercion, ancient
villagers appear to have adopted the marble-cakes of
land-tenure arrangements that law-and-economics
theory predicts: private ownership of houses, gardens,
and small arable lands plots; communal or institution-
al ownership of arable and grazing lands where that



arrangement was necessary to exploit efficiencies of
scale or spread risks; and network of open-access
lands. The record suggests that the social impetus to-
ward these arrangements was universal—i.c., present
regardless of a society’s religion, ethnic make-up, and
other cultural features. (Ellickson and Thorland 1995,
408-9)

Reviewing recent debates in Near Eastern eco-
nomic history, Granovetter has suggested that the
nature of the evidence simply does not allow us to
choose between such extreme positions as law-
and-economics and substantivism.

In the absence of hard evidence on the costs of
transactions or of coordination, it is all too tempting
to examine the data at hand and assert that they
show such costs to have been minimized. This can
only be argued after the fact, by stretching the defi-
nitions of such costs, or of social welfare, to fit what
has been found. Such hidden tautology is the only
way to preserve what is more an article of faith than
an empirical hypothesis. (Granovetter, forthcoming

2004)

Response 6: The Undersocinlization Critique

In the 1990s, just as oversocialization critiques
became standard fare in Roman history, underso-
cialization critiques also began, this time concen-
trated in Greek history. Since the 1960s, Michel
Foucault had argued that the history of thought
could be divided into roughly successive épistemes,
regimes of truth in which all forms of knowledge
cohered into a dominant, diffuse, and controlling
discourse, from which escape was impossible
(Sheridan [1980] summarizes Foucault’s thought).
Some literary critics suggested that far from being
a scientific discovery of the logic of the desire for
gain, classical economics was but one dimension of
a new sct of subjectivities, narrativities, and gender
relations, with political economy operating in the
male sphere in the same way that the realist novel
operated in the female (e.g., Nicholson 1994;
Sherman 1996). The implication is that economic
categories, like all other categories, are cultural
constructions. Cultural analysis can show what in-
terests were represented by these constructions,
what interests contested them, and how such cul-
tural conflicts were negotiated.

These ideas won a ready audience in classics, a
field dominated by literary criticism (e.g., Dough-
erty and Kurke 1993). Like scholars of eighteenth-
century English literature, specialists in Greek lit-
erature reinterpreted what had previously been
seen as “economic” issues, outside the proper
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sphere of humanistic inquiry, as questions about
the formation of subjectivities; thus economic his-
tory became the study of the economic passions
(e.g., Cozzo 1991; Davidson 1997; Balot 2001).
The major debate grew up around the origins and
functions of coinage. The “new historicists” took a
50-year-old thesis that the Greeks first coined
metal, probably early in the sixth century, for po-
litical rather than economic reasons, and linked
coinage to larger shifts in self-fashioning. Sitta von
Reden (1997, 155) stresses “the ideological con-
straints of money use created by the ethical frame
of the polis and the uneasy fit of coinage with ho-
nour, the body and ‘Self,” which were part of that
frame,” and Leslie Kurke (1999, 12, 35) sees “an
alternative narrative behind the development of
various money forms in Greece: an ongoing strug-
gle over the constitution of value and who con-
trolled the highest spheres of exchange, between
the traditional elite and the emerging city-state,”
adding that this “argument about political and
economic contestation . . . is strangely shadowed
by the tropes and troubles of identity-formation.”
Both von Reden and Kurke find inspiration in
Jonathan Parry and Maurice Bloch’s (1989) model
of “transactional orders,” with money taking on
different meanings depending on whether it is per-
ceived as being used to promote the long-term
good of the community or the short-term gain of
the individual. But whereas Kurke concludes from
this that different interest groups reacted to the
device of coined money in different ways, von
Reden suggests that archaic Greece had an “em-
bedded money economy,” in which “money does
not by nature signify anything in particular—
economic relationships, egalitarianism, the market,
etc.—but is symbolised by its repeated usage in
particular institutions” (1997, 154). Kurke re-
sponds that “Von Reden’s argument . . . tends to
suppress all trace of conflict in the momentous po-
litical and conceptual shift she documents” (1999,
18), and ties the differences in the ways Greeks re-
sponded to coined money to clashes between what
one of the authors of the present chapter has called
“middling” and “elitist” ideologies (Morris 2000,
109-91).

The strength of the undersocialization critique is
that it draws attention to the subtleties of the texts
that most economic sociologists have missed. The
weakness is that it seems to leave us trapped in a
bloodless, intellectualized realm of competing dis-
courses, where our data always come to us already
implicated in clite acts of representation. Kurke ex-
plains that
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Because coinage is a polyvalent symbol within a com-
plex symbolic system, the struggle I endeavor to re-
construct is a struggle fought over and iz representa-
tion. At issue is who controls signification and who
has the power to constitute the culture’s fundamental
hierarchies of value. While these issues have “real life”
implications—for example, in the sociological basis of
citizenship and relative status of citizens—such a
struggle over fundamental hierarchies of value can
only be a discursive one, fought out in the codes of
our texts, visual images, and signifying practices over
the constitution of the cultural imaginary. Thus, it is
not as if there is some “reality” we are struggling to
get to behind the texts, images, and practices, if we
can just break through their screen by patient source
criticism and sifting of “facts.” In this “contest of par-
adigms,” the discursive structures of our texts (literary
and visual) are the “facts” at issue. (1999, 23)

Response 7: Alternative Frameworks

In Near Eastern history, a strong Marxist tradi-
tion existed alongside substantivism, and some
scholars (particularly in Italy: e.g., Liverani 1988;
Zaccagnini 1989) even moved back and forth be-
tween the two. Like Weber, Marxists tended to see
strong similarities between the Near East and the
Aegean in early times, with ecological and class dif-
ferences leading to separate evolutionary strands in
the Bronze Age. In Igor Diakonoft’s sophisticated
version (1991), the Near East had upper, middle,
and lower classes, made up respectively of the
state’s ruling elite, free farmers and craftsmen, and
serfs or slaves. The economy consisted of two sec-
tors, the state’s command economy and tradition-
al village or extended-family communes. Greco-
Roman societies, on the other hand, were
one-sector economies, in which the state’s role was
minimal (Diakonoft 1982). The Asiatic mode of
production achieved a relatively stable form in the
third millennium B.C., and thereafter changed lit-
tle, because it did not have the potential for revo-
lutionary transformation, unlike the classical (or
slave) mode of production.

English-language Greco-Roman historians have
always been more cautious about Marxism (in the
former Soviet bloc it was, of course, a different
story). Continental neo-Marxists often found sub-
stantivism useful (e.g., the papers published in the
Italian journal Opus), but in the United States and
Britain the relationship was more antagonistic. The
most sustained attempt to develop a Marxist analy-
sis is Geoffrey de Ste. Croix’s The Class Struggle in
the Ancient Greek World (1981), but this depend-
ed on tendentious redefinitions of key terms (class,
struggle, exploitation). By collapsing chattel slav-

ery and serfdom-type relationships such as Spartan
helotage into a single category of “unfree labor,”
Ste. Croix effaced the very redistribution /market
distinction that most historians influenced by sub-
stantivism thought was central to Greek social his-
tory. Ste. Croix only engaged very briefly with sub-
stantivism (1981, 58-59, 91-94), suggesting that
status was a useful descriptive category, but not
useful analytically. The book won high praise from
Marxist theorists, including Perry Anderson (1983),
but Anderson’s own book Passages from Antiquity
to Feudalism (1974), which owed as much to Fin-
ley as to Marx, was both theoretically and empiri-
cally more coherent.

Mediterranean archacology developed along
very different theoretical lines than Mediterranean
ancient history. Most archaeologists practiced
forms of connoisseurship and art history, more
connected to the museum world than to econom-
ics or sociology. But prehistoric archacology was
very different, and in the 1960s-1970s some fields,
particularly Aegean and Near Eastern prehistory,
engaged heavily with the contemporary North
American “New Archacology” (see Adams 1966,
1981; Renfrew 1972). The new archacologists em-
phasized ecology, social evolution, and systems the-
ory. Their social evolution drew on 1960s neoevo-
lutionary anthropology (Service 1962; Fried 1967,
see Trigger 1998), and their systems theory partly
on the Parsonian tradition in sociology and partly
on cybernetics. In the 1980s similar analyses were
extended to the end of the ancient world (Hodges
1982; Hodges and Whitehouse 1983). Given the
nature of the data, the sociological models involved
were rather schematic, and despite ancient histori-
ans’ repeated demands for quantitative archacolog-
ical studies, the new archacology generally failed to
impress scholars used to more nuanced textual
sources (e.g., Humphreys 1978, 109-29; Finley
1975, 87-101). In the 1980s archacology went
through a second theoretical revolution, drawing
particularly on social scientists like Bourdieu and
Giddens interested in more reflexive approaches
(see Hodder 1982, 1991, 1992). This led Mediter-
ranean archacologists to shift their focus to ideolo-
gy and class, and in the 1990s to gender, ethnicity,
and identity (e.g., Hall 1997; Woolf 1998; Morris
2000; Whitley 2001; Meskell 2002). Much of this
work simply bypassed substantivist questions about
status structures.

Conclusion

Ancient economic historians have generally been
cautious about ideas and methods developed out-



side their own fields. The profession firmly reject-
ed large-scale evolutionary models in the 1890s
and ignored Weber. Polanyi’s substantivism made
serious gains only in the 1970s, after Oppenheim,
Finley, and others had been pushing versions of it
for 20 years. Since then, it has dominated discus-
sion; even though the questions it was designed to
answer rarely coincide with those that ancient his-
torians seem to find interesting, few of the critics
have developed coherent, properly theorized alter-
natives. Some classicists have found the cultural
and literary approaches to economics pioneered in
the 1980s useful, but there has been less interest in
the ideas developed in the past 20 years among so-
cial scientists, such as the new economic sociology,
new institutional economics, law and economics,
and development economics (Morris, Saller, and
Scheidel, forthcoming).

But that said, some of the debates in ancient his-
tory have the potential to bring the field closer to
economic sociology in the next decade. In the final
section, we look at three of these in more detail.

THREE CORE QUESTIONS IN ANCIENT
EcoNoMIC SOCIOLOGY

The State and the Emergence of Mavkets

The role of the state as an economic actor, par-
ticularly with respect to markets, is one of the old-
est concerns in economic sociology (see Block and
Evans, this volume; Swedberg 1994). Marx,
Weber, and Polanyi made the state central to their
sociologies of antiquity. Near Eastern and Egyp-
tian historians put particular emphasis on the early
twentieth century, developing strongly statist
models. While the connection between the struc-
ture of states and their environmental base has
been treated before, most importantly in the
overdetermined “oriental despotism” model of the
hydraulic civilizations of Egypt and the Near East,
the role of the environment and the natural en-
dowments of particular civilizations in state struc-
ture has not been of major importance in historical
analysis (Berger 1994). Bronze Age royal ideology
often represented all good as coming from the
king, and some of the earliest major finds of tablets,
such as those dating circa 2500 B.C. from Lagash,
seemed to imply that all land was owned by the
temple-state. In the most developed statist model,
Karl Wittfogel (1957) suggested that only divine
kings had the power to organize the labor needed
to build irrigation systems, and so Mesopotamian
and Nile societies were necessarily highly central-
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ized. It has been clear since the 1970s that irriga-
tion preceded centralized states by many centuries
in both these regions, and that control of irrigation
works generally remained in the hands of local au-
thorities. The interannual variability of floodwater
in the Nile valley was, however, one important
cause for state intervention in local economies, but
the mix between “public” mechanism of distribu-
tion and more diffused “private” transaction made
through local state institutions such as temples
demonstrates quite clearly that the interaction of
the state with the individuals was complex (see
Kemp 1989, 232-60). The contrast that Finley
(1973) drew between the classical world and the
Near East described in terms of the centralizing
role of the temple in the latter is too stark and ig-
nores the extensive evidence of individual econom-
ic actors. Strongly statist models remain popular,
though, particularly in Egyptian history (see Man-
ning 2002, 2003).

Polanyi emphasized the Near Eastern states’ role
as agents of redistribution: they constructed cen-
tralized command economies, while classical Greek
city-states did not. However, it might be more
fruitful to conceptualize all ancient states in this
role, as groups of officeholders secking to expand
their power both inside and outside the polity, as
well as to meet ideological goals. Greek city-states
and Rome redistributed resources just as Babylon
did, but did so in different ways, such as pay for
poor citizens to hold office, or hand out free grain.
We might see the issue as being less a contrast be-
tween classical and Near Eastern/Egyptian ideal
types as a variety of balances between state office-
holders and civil society. On the whole, officehold-
ers were very weak by the standards of modern bu-
reaucracies. Many ancient historians have found
Ernest Gellner’s (1983, 8-18) well-known model
of agro-literate states useful (fig. 3). Gellner sug-
gested that “the ruling class forms a small minori-
ty of the population, rigidly separated from the
great majority of direct agricultural producers, or
peasants.” Members of this group control state in-
stitutions, are internally stratified, and use cultural
artifacts like writing and religion to underwrite
social structure, distancing themselves from non-
members of the national elite. “Below the hor-
izontally stratified minority at the top,” Gellner
continued, “there is another world, that of the lat-
erally separated petty communities of the lay mem-
bers of the society . . . the state is interested in ex-
tracting taxes, keeping the peace, and not much
else” (1983, 9, 10). On the whole, the holders of
state institutions tried to grab up what resources
they could at as low a cost as possible, spending
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F1GURE 3. Ernest Gellner’s model of the “agro-
literate polity.” The diagram shows with broken lines
how distance, geography, and culture effectively isolate
peasant communities from one another, inhibiting col-
lective action on a large scale. The elite groups, on the
other hand, share a Great Tradition that unites them
across the whole polity, but may be divided from one
another by very rigid status and occupational bound-
aries. After Gellner 1983, fig. 1.

chiefly on ceremony and defense against other
states’ elites.

It was not easy for ancient state elites to capture
a large percentage of the wealth of their societies.
The basic parameters of ecology and technology
described previously meant that the bulk of all pro-
duction was consumed by the primary producers
themselves; production beyond subsistence may
often have been as low as 20 percent. The best es-
timates suggest that even in the Roman Empire,
probably the richest ancient economy, central and
local government combined captured no more
than 5 percent of the revenue generated (Hopkins
1980; Goldsmith 1984; Duncan-Jones 1994; Lo
Cascio, forthcoming). In the fifth-century-B.C.
Athenian empire, the figure was about the same
(Morris 2001Db, n. 1). Because revenues were small,
bureaucracies were also small; and because bureau-
cracies were small, it was hard to trap more rev-
enue. Many ancient states relied on tax farming,
self-assessment, or voluntary contributions from
the rich to ease the costs of tax collection. Indirect
taxes (particularly market and harbor dues) often
drove out poll taxes and land taxes (income taxes
were virtually unheard of), presumably because
they were casier to assess and collect (Goldsmith
1987). In large empires, tax collection was also
usually decentralized, forcing the central state to

delegate powers and a share of the proceeds to nu-
merous governors, satraps, and so on. This could
create serious principal-agent problems and pro-
found structural weaknesses (Manning 2003).
Hopkins (2002) has suggested that in the Roman
Empire’s third-century-A.D. crisis, local action was
much more effective than central efforts, and that
the share of surplus captured by the rural aristoc-
racy through rent bit so deeply into what was avail-
able for the center that tax receipts plummeted to
dangerously low levels. He sees this as one of the
main economic reasons for the western empire’s
decline in the fifth century.

The behavior of the ruling elites often seems al-
most consciously designed to interfere with eco-
nomic health, and neoclassical models of state be-
havior (e.g., Olson 2000) are chiefly of interest for
the ways in which they break down, and fail to ac-
count for the tremendous duration of very subop-
timal equilibria (cf. North 1981, 20-32). Howev-
er, there are cases of officeholders acting (perhaps
unconsciously) to reduce transaction costs and de-
fend property rights, sometimes even cutting into
the ability of the state itself to act rapaciously. The
carly Roman Empire is perhaps the best example:
the army along the frontiers provided internal se-
curity and uniform weights and measures, and to
some extent language made transactions easier,
state investments in harbors and roads improved
transport, and Roman law sometimes afforded
protection to buyers and sellers (Hitchner, forth-
coming). Imperial coinage speeded up transactions.
There is considerable disagreement on the volume
of coinage in circulation (Duncan-Jones’s estimate
[1994, 178] is four times as high as Hopkins’s
[2002, 226]), but even by the lowest estimates,
parts of the Roman Empire were as highly mone-
tized as any society before nineteenth-century
western Europe and North America.

Eric Jones ([1988] 2000) has suggested that the
major factor restraining economic growth in pre-
modern sociceties was predatory behavior by elites.
On occasion, though, states enter what he calls
an “optimality band,” in which they are strong
enough to enforce property rights and provide se-
curity, but not strong enough to act as predators.
In such cases (like Sung China), standards of living
can rise. Early imperial Rome may have been an-
other case; and perhaps also classical Greece.

Growth

The issue of growth, long ignored in ancient
economic history, underlies much of these discus-



sions of the state and cities. Substantivism gave
studies of economic performance a bad name; and
that, combined with the problematic nature of the
evidence, deterred much serious discussion until
recently, when Roman archacologists in particular
began to argue that the sheer scale of industrial ac-
tivity in the early empire seemed inconsistent with
Finley’s characterization of the economy. This
point now secems well established (e.g., Mattingly
and Salmon 2001).

Hopkins (2002) is the only Romanist to have
ventured quantitative estimates of per capita
growth, based on prior probabilitics. He suggests
that per capita output in the western Mediter-
ranean rose from something fairly near subsistence
before the Roman conquest to perhaps 40-50 per-
cent above subsistence by A.D. 200. Saller (2002)
has shown that this is a plausible estimate, and
growth at a slower rate (because beginning from a
higher level) in the first two centuries A.D. can also
be documented in the ecastern empire (Alston
2002). As we noted in our discussion of the role of
the state, Rome’s ability to provide low-cost secu-
rity, stable markets and (much of the time) curren-
¢y, and lower transport costs contributed much to
this process. Twenty years ago (1983b) Hopkins
had noted that the quantity of artifacts on sites is
larger in the Roman period than earlier or later,
but did not develop this fact into an empirical
method for quantifying standards of living and
consumption. In fact, the categories of evidence
available from archacology—the stature of skele-
tons, the size and quality of houses, the quantity
of domestic goods, public amenities—overlap sub-
stantially with those used by historians debating
the “standard-of-living question” in the industrial
revolution. One of us has argued elsewhere (Mor-
ris 2004 ) that these indices can be quantified, and
that we can extrapolate from them that there was a
similar increase of roughly 50 percent in per capi-
ta consumption in Greece between 800 and 300
B.C. Averaged out across the whole half-millennium,
this would represent 0.07 percent per annum. In
fact, the increase was probably concentrated in two
spurts, 800-700 and 550-350 B.C., but even if per
capita growth reached 0.1 percent per annum in
these phases, that would still be just half of the
growth rate in the sixteenth- and seventeenth-
century Netherlands (but about the same rate that
Saller [2002, 258] suggests for ecarly imperial
Rome).

Life may have been nasty, poor, brutish, and
short, but it was not uniformly so. Eric Jones

([1988] 2000) and Jack Goldstone (2002) have
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suggested that the performance of premodern
economies was anything but static, and the Mediter-
ranean provides important empirical support for
their theories. There were cycles of improvement
and decline. The ancient Mediterranean saw very
long-term, very slow growth between 3000 B.C.
and A.D. 500, but also relatively shorter cycles. In-
terestingly, both the classical Greek and early
imperial phases of improvement coincide with
episodes of population growth; and within Greece,
other periods of improving standards of living in
the mid-second-millennium B.C. and fourth and
fifth centuries A.D. also coincide with population
growth. Contrary to what is often assumed, output
could increase faster than population even without
major technological revolutions. Aggregate growth
in output grew impressively, probably quadrupling
in the western Mediterranean in the first two cen-
turies A.D., and increasing 15- to 20-fold in Greece
between 800 and 300 B.C. The Greek case aver-
ages out to 0.5 percent per annum aggregate
growth, which compares favorably to early modern
Holland; but again we should remember that Dark
Age Greece began from unnaturally depressed lev-
els, creating convergence problems for compara-
tive assessments of performance (Morris, forth-
coming D).

Just what caused the periods of ancient growth
and decline remains unclear. The sociology and
governmental structures of Minoan Crete, classical
Greece, and the ecarly and late Roman empires
were wildly different (redistributive palaces, inde-
pendent peasant farmers, flourishing urban aristoc-
racies, and a theocratic empire). Some theories of
growth stress the need for representative institu-
tions, encouraging the ruling group not to tax it-
self into stagnation. This might apply to classical
Greece, but not to the other cases. Nor is there
much support for the common contention that
strong structures of egalitarian citizenship acted as
a brake on economic performance. The recurrence
of growth within very different sociological set-
tings will repay further study (cf. Scheidel, forth-
coming a).

Cities

The ancient Mediterranean is often called a
world of cities. The world’s first centers of 10,000
or more people probably formed in third-millenni-
um river valleys in Mesopotamia and Egypt, and by
the second century A.D. perhaps 10-20 percent of
the basin’s population was living in cities of 20,000
or more residents. However, as Weber saw ([1922]
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1968, 1212-1372), percentages and sizes are not
the only issue: the economic sociology of cities is
decisive. Through most of the twentieth century,
ancient historians produced almost nothing resem-
bling the urban sociology of more recent periods.
There were certainly accounts of individual cities,
which Finley characterized as “pseudo-histories . . .
in which every statement or calculation to be
found in an ancient text, every artefact finds a
place, creating a morass of unintelligible, meaning-
less, unrelated ‘facts’” (1985, 61). Instead of re-
ducing ancient urbanism to “the mere arithmetical
total of layout and drains and inhabitants,” Finley
(1981, 8) insisted, we should return to Weber’s
lines of inquiry. Agreeing with Weber, Finley ar-
gued that on the whole, ancient cities were con-
sumer cities. That is, they were the homes of elites
who controlled most of the countryside, and drew
its wealth into the city as tax and rent. They then
spent this wealth in the cities, paying large num-
bers of servants and workers. Medieval cities, on
the other hand, were often politically separate
from the countryside. They survived cither by im-
porting exotic goods and selling them to country-
dwellers so that they could buy food, or by manu-
facturing goods and selling those. The ancient city
was a consumer city; the medieval, a producer city.
A capitalist takeoff was possible in late medieval
producer cities, but not in ancient consumer cities.

Finley drew ancient historians’ attention to
Weber’s thesis in a 1977 essay (Finley 1981, 3-
23), which generated a huge literature (see partic-
ularly Andreau and Hartog 1987-89). The quality
of this scholarship is mixed: ancient historians gen-
erally recognized that Finley’s critique of the “tell-
all-you-know” approach to cities was valid, but few
ancient historians were very interested in Weber’s
macrosociological questions, and so found the
consumer,/producer city debate limited (e.g.,
Parkins 1997; Parkins and Smith 1998). Like the
response to substantivism as a whole, much of the
time ancient historians concentrated on arguing
that Weber’s high-level ideal type did not account
for all the facts known about this or that particular
city. Some critics believe that showing that there
were markets in which farmers and townsfolk di-
rectly exchanged goods disproves Weber’s claim
that ancient cities were essentially consumer cities.
But this misses the most important point. The first
really large cities (with populations over 100,000)
were Babylon and Ashur, which were the adminis-
trative centers of major empires. The great ancient
cities sucked in wealth from the country through
political means. In Mesopotamia this was often

through a command economy bringing in tribute
or rent in kind (van de Mieroop 1997), while in
other parts of the Mediterranean it was more com-
monly through market mechanisms as wealth and
high prices attracted sellers. The second of these
models describes classical Greek cities well: Athens
reached a population of 40,000 or more by the
430s B.C. and Syracuse about 100,000 in the carly
fourth century because they were centers into
which imperial tribute flowed. This money was re-
distributed to poorer male citizens as pay for polit-
ical office and military service; so long as their
spending power drove prices high enough to at-
tract sellers, the cities could continue to grow
(Morris, forthcoming c¢). Greek cities in the second
millennium B.C., by contrast, were much smaller:
they extracted wealth from quite small territories
through centralized redistribution, and none grew
above 15,000 or so residents (Whitelaw 2001;
Bennet, forthcoming).

Alexander the Great’s conquests in the 330s-
320s B.C. grafted Greek-style institutions onto
Near Eastern cities. Linking the Mediterranean
market system with older command systems al-
lowed even larger cities to develop—Alexandria in
Egypt probably had 250,000 people by 200 B.C.
(Scheidel, forthcoming b), and Antioch and Se-
leukeia probably over 100,000 each. But the real
urban giant was Rome: as revenues from conquest
flowed into the city, it grew to probably a million
people in the first century B.C. To be able to
support such urban giants, rural life must have
changed significantly in most areas within easy
reach of harbors or navigable rivers (Morley 1996).
Braudel said of early modern Europe, “Towns are
like electric transformers. They increase tension, ac-
celerate the rhythm of exchange and constantly
recharge human life” (1981, 479). This was equal-
ly true in the ancient Mediterranean.

While some ancient historians have tried to
break down Weber’s consumer,/producer distinc-
tion by claiming that there were producers in an-
cient cities, Alberto Ades and Edward Glaeser
(1995) have made a very different claim with
equally important implications for Weber’s theo-
ries. Asking why the capitals of some countries
(e.g., Argentina, Japan, Mexico) contain 35 per-
cent or more of the country’s total population
while the capitals of other states (e.g., the United
States) have less than 10 percent, they tried to iso-
late the relevant variables through a survey of 85
contemporary cases and 5 more detailed studies,
including ancient Rome. They concluded that
“Urban giants ultimately stem from the concen-



tration of power in the hands of a small cadre of
agents living in the capital. This power allows the
leaders to extract wealth out of the hinterland and
distribute it in the capital. Migrants come to the
city because of the demand created by the con-
centration of wealth, the desire to influence the
leadership, the transfers given by the leadership to
quell local unrest, and the safety of the capital.
This pattern was true in Rome, 50 B.C.E., and it is
still true in many countries today” (1995, 224).
In a survey of Greek cities in the first millennium
B.C., one of us (Morris, forthcoming c) found that
contrary to Ades and Glaeser’s findings for the
twentieth century, it made little difference in an-
tiquity whether the ruling elite was a democracy
(Athens), an oligarchy (Rome), or a god-king
(Alexandria); in the first millennium B.C., as now,
the decisive factor (in the absence of major
changes in transport technology) was the total
population within a political unit that a ruling elite
concentrated in a capital city could tax and charge
rent.

The consumer-city debate is mostly concerned
with the largest cities, but most people lived in
much smaller settlements. Archacological surface
surveys have made an important contribution
here, showing that many parts of the Mediter-
ranean went through long-term cycles, with each
phase lasting hundreds of years, between nucleat-
ed and dispersed settlement (see Bintliff and Sbo-
nias 1999 and Bintliff, Kuna, and Venclova 2000
on the nature of the evidence and its problems). In
Aegean Greece, the period of highest population
and prosperity in the fourth century B.C. coincided
with both large urban concentrations and the
greatest degree of dispersion, with perhaps 20 per-
cent or more of the population living in isolated
farmsteads. Pollen evidence and potsherds scat-
tered over the countryside, probably indicating the
extent of manuring, suggest that in these periods
the countryside was more intensively farmed than
ever before (Zangger et al. 1997; Snodgrass 1991;
Ault 1999). Comparative evidence from the Ot-
toman era shows that the factors behind dispersed
versus nucleated settlement could be complex
(Davis 1991), and research on this aspect of rural
settlement has much to offer.

Finally, we should note Horden and Purcell’s re-
cent argument (2000, 89-122) that instead of We-
berian typologies and more precise definitions of
city types, we should dissolve the very notion of the
city, thinking instead of a rural-urban settlement
continuity, formed through constant mobility. This
does not seem very helpful to us (cf. Shaw 2001;

Ancient Mediterranean World 153

Morris, forthcoming a), in that it renders the
growth of progressively larger cities inexplicable.

CONCLUSION

The founding fathers of sociology turned regu-
larly to the ancient Mediterranean to illustrate
their claims about the interrelations of economy
and society. Marx, Engels, and Weber all scruti-
nized it closely. The decline of grand evolutionary
theories reduced sociological interest in antiquity,
but when Polanyi developed his macrosociological
models in the 1940s—-1950s, the ancient Mediter-
ranean was once again an obvious place to look.
Polanyi attracted professional ancient historians in
a way that Weber had not, and by the 1970s sub-
stantivism was the best-theorized framework for
thinking about economy and society in most
branches of ancient Mediterranean history. But in
the past 30 years, as the new economic sociology
has emerged as a research field in its own right, an-
cient historians have not kept up with sociological
thinking. Polemics against substantivism have too
often substituted for serious analyses of ancient
economic sociology. We suggested here that this
situation is beginning to change. Some aspects of
the oversocialization critique of substantivism are
forcing ancient historians to think more seriously
about the roles of the state, cities, and growth in
antiquity; and in doing so they are engaging with
a variety of social-scientific approaches. The 3,500
years covered in this review provide one of the
greatest resources available to historical sociolo-
gists, and the models and methods developed by
economic sociologists provide organizing princi-
ples that will continue to reveal unsuspected pat-
terns in the ancient data.
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8 The Global Economy: Organization,

Governance, and Development

Gary Gereffi

THE GLOBAL ECONOMY has changed in very signif-
icant ways during the past several decades, and
these changes are rooted in how the global econo-
my is organized and governed. These transfor-
mations affect not only the flows of goods and
services across national borders, but also the impli-
cations of these processes for how countries move
up (or down) in the international system. The de-
velopment strategies of countries today are affect-
ed to an unprecedented degree by how industries
are organized, and this is reflected in a shift in the-
oretical frameworks from those centered around
the legacies and actors of nation-states to a greater
concern with supranational institutions and trans-
national organizations. Policymakers, managers,
workers, social activists, and many other stake-
holders in developed as well as developing nations
need a firm understanding of how the contempo-
rary global economy works if they hope to improve
their position in it, or forestall an impending
decline.

The topic of the global economy is inherently
interdisciplinary. No single academic field can en-
compass it, nor can any afford to ignore it. Be-
cause of its vast scope, those pundits who focus on
the global economy are likely to be classified as
academic interlopers; they run the risk of being
too simplistic if they advance forceful hypotheses
and too eclectic if they try to capture the full
complexity of their topic. Scholars in this field
thus have to master what economist Albert
Hirschman has popularized as “the art of trespass-
ing” (Hirschman 1981; Foxley, McPherson, and
O’Donnell 1986).

The global economy can be studied at different
levels of analysis. At the macro level are interna-
tional organizations and regimes that establish
rules and norms for the global community. These
include institutions like the World Bank, the Inter-
national Monetary Fund, the World Trade Organi-
zation, and the International Labor Organization,
as well as regional integration schemes like the Eu-

ropean Union and the North American Free Trade
Agreement. These regimes combine both rules
and resources, and hence they establish the broad-
est parameters within which the global economy
operates.

At the meso level, the key building blocks for the
global economy are countries and firms. Those
scholars who take countries as their main analytical
unit (as in the varieties-of-capitalism literature)
provide an zmstitutional perspective on the main,
enduring features of national economies. The glob-
al economy is seen as the arena in which countries
compete in different product markets. An alterna-
tive approach is to focus on firms and interfirm
networks as the central units of analysis, and ana-
lyze these actors in a global industry or sectoral
framework (as in the global commodity chains or
industrial districts approaches). These scholars typ-
ically take a more organizational approach. In
both the institutional and the organizational per-
spectives on the global economy, we tend to get a
top-down focus on leading countries and firms as
drivers of change.

Institutionalists like those in the varieties-of-
capitalism school tend to focus on developed or in-
dustrialized countries. Alternatively, one can take a
development-oriented perspective with regard to
countries, and ask how the economic prospects
of developing nations are shaped by their position
in the global economy. These questions help to
bridge the concerns of economic sociologists and
development specialists because the theories of in-
dustrial upgrading that have emerged in the last
couple of decades have been shaped very closely by
several of the organizational and institutional the-
ories mentioned above.

At a micro level, there is a growing literature
on the resistance to globalization by consumer
groups, activists, and transnational social move-
ments (such as those dealing with labor issues and
environmental abuses). This research is relevant to
a chapter titled “The Global Economy” because



the very same perspectives used to understand how
the global economy is organized are being em-
ployed by social and environmental activists to
challenge the existing order.

Many theories related to economic sociology
incorporate the global economy in their frame-
works, but they differ in the degree to which it is
conceptualized as a system that shapes the behav-
ior and motivation of actors inside it, or as an
arena where nationally determined actors meet,
interact, and influence each other (Therborn
2000). This chapter identifies how the global
economy has been constructed analytically by a
wide range of social scientists. The first task is to
define what is really “new” about the global econ-
omy in the last half of the twentieth century,
which is the main temporal focus of this chapter.
The increasingly seamless web of international
production and trade networks that girdle the
globe appears to be a distinctive feature of the last
several decades, and it requires a new kind of or-
ganizational perspective that has been growing
rapidly. The second section of this chapter takes a
closer look at how and why production and trade
have been reorganized in the global economy in
the contemporary era. Research by a diverse group
of scholars from economics, business schools, so-
ciology, and economic geography, among other
fields, has contributed to a reconceptualization of
the key actors that make up the global economy,
and to a realization that the integration of trade
and the disintegration of production on a global
scale are fundamentally altering our ideas about
what connects national economies, firms, places,
and people. The third section reviews selected in-
stitutional and organization perspectives on the
global economy. We will highlight the competing
and complementary claims of various approaches,
such as the varieties-of-capitalism literature, na-
tional business systems, and global commodity
chains.

The last two sections of the chapter offer “bot-
tom up” perspectives on the global economy to
complement the “top down” views on the reor-
ganization of global industries. The fourth section
takes a country perspective, and asks how a focus
on global production networks allows us to under-
stand the process of industrial upgrading, whereby
economic actors try to move to higher-value activ-
ities in the global economy. The fifth and conclud-
ing section of the chapter examines several of the
emerging challenges and dilemmas for governance
and development in the contemporary global
economy.
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How New Is THE GLOBAL EcoNOMY?

Much of the globalization debate has been fu-
eled by different conceptions of what is happening
“out there” in the global economy, and whether it
really represents something new. We need to dis-
tinguish the process of internationalization, which
involves the mere extension or geographic spread
of economic activities across national boundaries,
from globalization, which is qualitatively distinct
because it involves the functional integration of
internationally dispersed activities (Dicken 2003,
12). How functional integration occurs is a topic
that we will deal with in more detail below in terms
of the governance structures in the global econo-
my. However, one of the key actors that distin-
guishes the global economy of the latter half of the
twentieth century from its predecessors is the
transnational corporation (TNC), which we will
discuss in this section.’

The origins of a global economy can be traced
back to the expansion of long-distance trade dur-
ing the period of 1450-1640, which Wallerstein
(1979) has labeled the “long sixteenth century.”
From the fifteenth century onward, a number of
chartered trading companies emerged in Europe,
such as the East India Company and the Hudson’s
Bay Company, which created vast international
trading empires. Although their activities were
worldwide in scope, their main purpose was trade
and exchange, rather than production. The devel-
opment of a world trading system over a period of
several centuries helped to create the tripartite
structure of core, semiperipheral, and peripheral
economic areas. According to world-systems theo-
ry, the upward or downward mobility of nations in
the core, semiperiphery, and periphery is deter-
mined by a country’s mode of incorporation in the
capitalist world-economy, and these shifts can only
be accurately portrayed by an in-depth analysis of
the cycles of capitalist accumulation in the longue
durée of history (Wallerstein 1974, 1980, 1989;
Arrighi 1994).

The dynamics of the capitalist world-system laid
the foundation for a process of industrialization
and new international divisions of labor on a glob-
al scale. Originally, as defined by the cighteenth-
century political economist Adam Smith ([1776]
1976), the “division of labor” referred simply to
the specialization of workers in different parts of
the production process, usually in a factory setting.
Quite early in the evolution of industrial econo-
mies, the division of labor also acquired a geo-
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graphical dimension. Different areas began to spe-
cialize in particular types of economic activity. At
the global scale, the “classic” international division
of labor was between the industrial countries pro-
ducing manufactured goods, and the nonindustri-
alized economies that supplied raw materials and
agricultural products to the industrial nations and
that became a market for basic manufactures. This
relatively simple pattern no longer applies. During
the decades following the Second World War,
trade flows have become far more complex, and so
have the relationships between the developed and
developing nations of the global economy.

The foundations of the contemporary economic
order were established in the late 1940s by the sys-
tem of financial and trade institutions that were set
up at an international conference in Bretton Woods,
New Hampshire, in 1944. The principal institu-
tions that constitute the Bretton Woods system are
the International Monetary Fund (IMF), the In-
ternational Bank for Reconstruction and Develop-
ment (later renamed the World Bank), and the
General Agreement on Tariffs and Trade (GATT)
(see Held et al. 1999, chaps. 3 and 4). Unlike the
classical gold standard system, which collapsed
during the First World War, the Bretton Woods fi-
nancial system required that every currency had a
fixed exchange rate vis-a-vis the U.S. dollar, with
the dollar’s value pegged to gold at $35 an ounce.
In practice, Bretton Woods became a dollar system
because the United States was the leading econo-
my and the only major creditor nation in the first
25 years following the Second World War. While
the rise of the Eurocurrency market in the 1960s
placed increasing strain on the Bretton Woods fi-
nancial order, its actual demise came on August
15, 1971, when President Nixon announced that
the U.S. dollar was no longer freely convertible
into gold, effectively signaling the end of fixed ex-
change rates.

Notwithstanding these changes, the legacy of
the Bretton Woods system remained powerful
throughout the latter decades of the twentieth
century. The IMF has policed the rules of the in-
ternational financial order, and intervened in na-
tional economies (especially in developing countries)
to impose stabilization programs when balance-of-
payments crises were deemed structural rather
than cyclical. Following the postwar reconstruc-
tion of Europe and Japan, the World Bank increas-
ingly became a development agency for third
world nations (Ayres 1983). Its policy recommen-
dations were closely tied to those of the IMF, es-
pecially after the neoliberal agenda (dubbed the

Washington Consensus) became established in the
1980s (Gore 2000). GATT, a multilateral forum
for trade negotiations, became the primary inter-
national trade agency by default when the Interna-
tional Trade Organization, provided by the 1947
Havana Charter, was abandoned by President Tru-
man after it was staunchly opposed in the U.S.
Congress. In 1995, the GATT was superseded by
the much more powerful World Trade Organiza-
tion (WTO), which sought to reduce or eliminate
a whole range of nontarift barriers and uneven
trading conditions between countries.

Distinctive Featuves of the Contemporary Global
Economy, 1960s to the Present

There is considerable controversy over how to
characterize the distinctive aspects of the global
economy in the postwar period. Wallerstein (2000,
250) argues that the period from 1945 to the pres-
ent corresponds to a typical Kondratieff cycle of
the capitalist world-economy, which has an upward
and a downward swing: an A-phase of economic
expansion from 1945 to 1967-73, and a B-phase
of economic contraction from 1967-73 to the
present day. While the evolution of the capitalist
world-economy stretches from 1450 to the con-
temporary era, in world-systems theory it is marked
by periods of genesis, normal development, and
the current phase of “terminal crisis” (Wallerstein
2000, 2002).

From a trade perspective, the level of economic
integration in the latter half of the twentieth cen-
tury is not historically unprecedented. The decades
leading up to 1913 were considered a golden age
of international trade and investment. This was
ended by the First World War and the Great De-
pression, when most of the world’s economies
turned inward. Merchandise trade (imports and
exports) as a share of world output did not recov-
er its 1913 level until sometime in the mid-1970s
(Krugman 1995, 330-31).2 If we take 1960 as the
baseline, interconnectedness through trade has
vastly increased in recent decades, and furthermore
trade has grown consistently faster than output at
the world level. Among the OECD? nations (the
24 richest industrial economies), the ratio of ex-
ports to gross domestic product (GDP) roughly
doubled from 1960 to 1990, rising from 9.5 per-
cent to 20.5 percent in this period, and world mer-
chandise trade grew at an average of one and a half
times the rate of growth of world GDP from 1965
to 1990 (Wade 1996, 62).

International trade, investment, and finance



have become the hallmarks of economic globaliza-
tion. Global interconnectedness through foreign
direct investment grew even faster than trade dur-
ing the 1980s, and the most dynamic multination-
alization of all has come in finance and in technol-
ogy. Flows of foreign direct investment grew three
times faster than trade flows and almost four times
faster than output between 1983 and 1990 (Wade
1996, 63), and according to one estimate, TNCs
control one-third of the world’s private sector pro-
ductive assets (UNCTAD 1993, 1). Globalization
appears to have gone furthest in the area of fi-
nance. The stock of international bank lending
(cross-border lending plus domestic lending, de-
nominated in foreign currency) rose from 4 per-
cent of the GDP of OECD countries in 1980 to an
astonishing 44 percent in 1990, and foreign ex-
change (or currency) trading was 30 times greater
than and quite independent of trade flows in the
carly 1990s (Wade 1996, 64). Global financial
flows accelerated in considerable measure because
of the growing popularity in the 1980s and 1990s
of new financial instruments, such as international
bonds, international equities, derivatives trading
(futures, options, and swaps), and international
money markets (Held et al. 1999, 205-9).

This quantitative assessment of the growth in in-
ternational trade, investment, and financial flows is
one side of the story, but it is challenged by the no-
tion that the nature of global economic integration
in the recent era is qualitatively different than in
the past. Before 1913, the world economy was
characterized by shallow integration manifested
largely through trade in goods and services be-
tween independent firms and through internation-
al movements of portfolio capital. Today, we live
in a world in which deep integration, organized
primarily by TNCs, is pervasive and involves the
production of goods and services in cross-border
value-adding activities that redefine the kind of
production processes contained within national
boundaries (UNCTAD 1993, 113). There is little
consensus, however, over what kind of framework
to use in analyzing the contemporary global econ-
omy because of the breadth and rapidity of change,
and the fact that countries, firms, workers, and
many other stakeholders in the global economy are
affected by these shifts.

A global manufacturing system has emerged in
which production and export capabilities are dis-
persed to an unprecedented number of developing
as well as industrialized countries. Frobel, Hein-
richs, and Kreye (1980) likened the surge of man-
ufactured exports from labor-intensive export plat-
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forms in low-wage economies to a “new interna-
tional division of labor” that used advanced trans-
port and communication technologies to promote
the global segmentation of the production process.
The OECD coined the term newly industrializing
countries and reflected the concern of advanced
capitalist nations that the expanding share of these
emergent industrializers in the production and ex-
port of manufactured goods was a threat to slump-
ing Western industrial economies (OECD 1979).
World-systems theorists argued that the gap be-
tween core and periphery in the world economy
had been narrowing since the 1950s, and by 1980
the semiperiphery not only caught up with but also
overtook the core countries in their degree of in-
dustrialization (Arrighi and Drangel 1986, 54-55;
Arrighi, Silver, and Brewer 2003).

In retrospect, the assembly-oriented export pro-
duction in the newly industrializing countries was
merely an early stage in the transformation of the
global economy into “a highly complex, kaleido-
scopic structure involving the fragmentation of
many production processes, and their geographical
relocation on a global scale in ways which slice
through national boundaries” (Dicken 2003, 9).
Expanded niches for labor-intensive segments have
been created by splitting the production of goods
traditionally viewed as skill-, capital-, or technolo-
gy-intensive and putting the labor-intensive pieces
of the value chain in low-wage locations.

In Mexico, for example, the booming export-
oriented maquiladora program* has engaged in
more sophisticated kinds of manufacturing op-
erations over time. First-generation maquiladoras
were labor-intensive with limited technology, and
they assembled export products in industries like
apparel using imported inputs provided by U.S.
clients (Sklair 1993). In the late 1980s and early
1990s, researchers began to call attention to so-
called second- and third-generation maquiladoras.
Second-generation plants are oriented less toward
assembly and more toward manufacturing process-
es that use automated and semiautomated ma-
chines and robots in the automobile, television,
and electrical appliance sectors. Third-generation
maquiladoras are oriented to research, design, and
development, and rely on highly skilled labor such
as specialized engineers and technicians. In each of
these industries, the maquiladoras have matured
from assembly sites based on cheap labor to man-
ufacturing centers whose competitiveness derives
from a combination of high productivity, good
quality, and wages far below those prevailing north
of the border (Shaiken and Herzenberg 1987;
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Carrillo and Hualde 1998; Bair and Gereffi 2001;
Canas and Coronado 2002).

A cover story in the February 3, 2003, issue of
Business Week highlighted the impact of global out-
sourcing over the past several decades on the qual-
ity and quantity of jobs in both developed and
developing countries (Engardio, Bernstein, and
Kripalani 2003). The first wave of outsourcing
began in the 1960s and 1970s with the exodus to
developing countries of jobs making shoes, clothes,
cheap electronics, and toys. After that, simple ser-
vice work, like processing credit-card receipts and
airline reservations in back-office call centers, and
writing basic software code, went global. Today,
driven by digitization, the Internet, and high-
speed data networks that circle the world, all kinds
of “knowledge work” that can be done almost any-
where are being outsourced. Global outsourcing
reveals many of the key features of contemporary
globalization: it deals with international competi-
tiveness in a way that inherently links developed
and developing countries; a huge part of the de-
bate centers around jobs, wages, and skills in dif-
ferent parts of the world; and there is a focus on
value creation in different parts of the value chain.
There are enormous political as well as economic
stakes in how global outsourcing evolves in the
coming years, particularly in well-endowed and
strategically positioned economies like India,
China, the Philippines, Mexico, Costa Rica, Rus-
sia, parts of eastern Europe, and South Africa—
that is, countries loaded with college grads who
speak Western languages and can handle out-
sourced information-technology work. India seems
particularly well positioned in this area.

However, these shifts reveal a sobering global-
ization paradox: the dramatic expansion of pro-
duction capabilities reflected in global outsourcing
across a wide range of industries does not neces-
sarily increase levels of development or reduce
poverty in the exporting nations. As more and
more countries have acquired the ability to make
complex as well as standard manufactured goods,
barriers to entry have fallen and competitive
processes at the production stage of value chains
have increased. This has resulted in a pattern that
Kaplinsky (2000, 120), following Bhagwati’s
(1958) original use of the term, has dubbed “im-
miserizing growth,” in which economic activity in-
creases in terms of output and employment, but
economic returns fall. The emergence of China
and, to a lesser extent, India has expanded the
global labor force so significantly that the likely
consequence of globalization is to bid down living

standards not only for unskilled work and primary
products, but increasingly for skilled work and in-
dustrial products as well (Kaplinsky 2001, 56).
The only way to counteract this process is to search
for new sources of dynamic economic rents (i.c.,
profitability in excess of the competitive norm),
which are increasingly found in the intangible parts
of the value chain where high-value, knowledge-
intensive activities like innovation, design, and
marketing prevail (Kaplinsky 2000).

These trends raise fundamental questions about
winners and losers in the global economy, and also
about the forces and frameworks needed to under-
stand why these changes are occurring, and what
their impact is likely to be. In the next section of
this chapter, we will review how and why new pat-
terns of international production and trade are
emerging. In the subsequent section, we will ex-
amine some of the major theoretical perspectives in
economic sociology and related fields that seek to
account for these institutional and organization
features of the global economy.

THE REORGANIZATION OF PRODUCTION AND
TRADE IN THE GLOBAL ECONOMY

The Role of Transnational Corporations

While the postwar international economic order
was defined and legitimized by the United States
and the other core powers that supported it in
terms of the ideology of free trade, it was the way
in which TNCs linked the production of goods
and services in cross-border, value-adding net-
works that made the global economy in the last
half of the twentieth century qualitatively distinct
from what preceded it. Transnational corporations
have become the primary movers and shakers of
the global economy because they have the power
to coordinate and control supply chain operations
in more than one country, even if they do not own
them (Dicken 2003, 198). Although they first
emerged in the late nineteenth and early twentieth
centuries in the natural resource (oil, mineral, and
agricultural) sectors, TNCs did not play a central
role in shaping a new global economic system until
after the Second World War.

To the neoclassical economists of the 1950s, the
postwar world economy was constituted by inter-
national capital flows, which were viewed at the
country level as foreign direct investment (FDI).
The United States was the main source of outward
FDI, and the first empirical studies of U.S. FDI at



the country level were carried out by Dunning
(1958) on the United Kingdom and Safarian
(1966) on Canada. Both of these studies were in-
terested in the public policy question of the bene-
fits that U.S. FDI had for a host economy (Rug-
man 1999), and thus they did not really think
about transnational corporations as an institution-
al actor. The Multinational Enterprise Project at
Harvard Business School, which began in 1965
under the direction of Raymond Vernon and last-
ed for 12 years, tried to remedy the economists’
relative neglect of the TNCs. Despite being out of
step with its academic brethren in economics de-
partments and business schools, who were using
general equilibrium models and rational choice to
study the properties of efficient markets, the Har-
vard Multinational Enterprise Project was distin-
guished by its emphasis on the strategies and activ-
ities of TNCs at the micro level of the firm, rather
than as merely one more form of international cap-
ital movement (Vernon 1999).

In the 1960s and 1970s, the key players in most
international industries were large, vertically inte-
grated TNCs, whose use and abuse of power in the
global economy were chronicled by numerous
authors (e.g., Sampson 1973; Barnet and Miiller
1974). The overseas activities of these firms were
primarily oriented toward three main objectives:
the search for raw materials; finding new markets
for their products; and tapping offshore sources of
abundant and relatively low-cost labor (Vernon
1971).° In developing countries, which were at-
tractive to TNC:s for all three of these reasons, the
predominant model of growth since the 1950s was
import-substituting industrialization. This devel-
opment strategy used the tools of industrial policy,
such as local-content requirements, joint ventures,
and export-promotion schemes, to induce foreign
firms that had established local subsidiaries inside
their borders to transfer the capital, technology,
and managerial experience needed to set up a host
of new industries. In return, TNCs could make
and sell their products in the relatively protected
domestic markets of Latin America, Asia, and Africa,
and even in the socialist bloc connected with the
former Soviet Union (see Bergsten, Horst, and
Moran 1978; Newfarmer 1985).

By the mid-1980s, several significant shifts were
transforming the organization of the global econ-
omy. First, the oil shock of the late 1970s and the
severe debt crisis that followed it were the death
knell for import-substituting industrialization in
many developing countries, especially in Latin
America. The import-substitution approach had
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found no way to generate the foreign exchange
needed to pay for increasingly costly imports, and
escalating debt service payments led to a net out-
flow of foreign capital that crippled economic
growth.® Second, the “East Asian miracle,” based
on the rapid economic advance of Japan and the
so-called East Asian tigers (South Korea, Hong
Kong, Taiwan, and Singapore) since the 1960s,
highlighted a contrasting development model: ex-
port-oriented industrialization. Buttressed by the
neoliberal thrust of the Reagan and Thatcher gov-
ernments in the United States and the United
Kingdom, respectively, export-oriented develop-
ment soon became the prevailing orthodoxy for
developing economies around the world.” Third,
the transition from import-substituting to export-
oriented development strategies during the 1980s
in many industrializing countries was complement-
ed by an equally profound reorientation in the
strategies of TNCs. The rapid expansion of indus-
trial capabilities and export propensities in a di-
verse array of newly industrializing economies in
Asia and Latin America allowed TNCs to acceler-
ate their own efforts to outsource relatively stan-
dardized activities to lower-cost production loca-
tions worldwide.

One of the central questions that generated
great interest in TNCs was this: To what extent
have TNC:s supplanted national governments, and
in what areas? The attitude of many researchers
was that TNGCs had the power, the resources, and
the global reach to thwart the territorially based
objectives of national governments in both devel-
oped and developing countries (see Bergsten, Horst,
and Moran 1978; Barnet and Miiller 1974). This
was a key tenet of dependency theory, one of the
most popular approaches in the 1970s, which ar-
gued that TNCs undercut the ability of nation-
states to build domestic industries controlled by
locally owned firms (Sunkel 1973; Evans 1979;
Gereffi 1983). Even the most balanced scholarly
approaches reflected the challenge to national au-
tonomy captured by the title of Raymond Ver-
non’s best-known book, Sovereignty at Bay (1971).
The large size of TNCs, whether measured in sales
or by more sophisticated calculations of value
added, still leads to the conclusion that many
TNCs are bigger than countries.® However, the
concentrated power of vertically integrated, indus-
trial TNCs has been diminishing for the past cou-
ple of decades as a result of the tendency toward
both the geographic and the organizational out-
sourcing of production. Thus, the original concern
with how TNCs affect the sovereignty and effec-
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tiveness of national governments needs to be
reframed in light of the current shift to a more
network-centered global economy, which will be
discussed below.

The Emevgence of Intevnational Trade and
Production Networks

The growth of world trade has probably re-
ceived the most attention in the globalization lit-
erature because of its direct relevance to employ-
ment, wages, and the rising number of free trade
agreements around the world. The most common
causes usually given to explain expanding world
trade are technological (improvements in trans-
portation and communication technologies) and
political (e.g., the removal of protectionist barriers,
such as tariffs, import quotas, and exchange con-
trols, which had restricted world markets from
1913 until the end of the Second World War).” It
is also important to acknowledge that the volume
of international trade depends to a considerable
degree on how boundaries are drawn, both for dit-
ferent geographies of production' and according
to whether trade covers final products only or
whether it also includes intermediate inputs. How-
ever, even though the share of trade in world out-
put surpassed its 1913 peak in the 1980s and
1990s, the sheer volume of trade is probably not
sufficient to argue for a qualitative break with the
past.

Of far greater significance are several novel fea-
tures in the nature of international trade that do
not have counterparts in previous eras. These sug-
gest the need for a new framework to understand
both patterns of competition among international
firms and the development prospects of countries
that are trying to upgrade their position in diverse
global industries. The three new aspects of modern
world trade relevant here are (1) the rise of in-
traindustry and intraproduct trade in intermediate
inputs; (2) the ability of producers to “slice up the
value chain,” in Krugman’s (1995) phrase, by
breaking a production process into many geo-
graphically separated steps; and (3) the emergence
of a global production networks framework that
highlights how these shifts have altered gover-
nance structures and the distribution of gains in
the global economy.

Intraindustry Trade in Parts and Components

Arndt and Kierzkowski (2001) use the term
fragmentation to describe the international divi-
sion of labor that allows producers located in dif-

ferent countries and often with different owner-
ship structures to form cross-border production
networks for parts and components. Specialized
“production blocks” are coordinated through ser-
vice links, which include activities such as trans-
portation, insurance, telecommunications, quality
control, and management specifications. Yeats
(2001), analyzing detailed trade data for the ma-
chinery and transport equipment group (SITC
7),"" finds that trade in components made up 30
percent of total OECD exports in SITC 7 in 1995,
and that trade in these goods was growing at a
faster pace than the overall SITC 7 total. Similarly,
Hummels, Rapaport, and Yi (1998, 80-81) argue
that the “vertical specialization” of global trade,
which occurs when a country uses imported inter-
mediate parts to produce goods it later exports, ac-
counted for about 14.5 percent of all trade among
OECD countries in the early 1990s. Vertical spe-
cialization captures the idea that countries link se-
quentially in production networks to produce a
final good, although vertical trade itself does not
require the vertical integration of firms.

Feenstra (1998) takes this idea one step further,
and explicitly connects the “integration of trade”
with the “disintegration of production” in the
global economy.” The rising integration of world
markets through trade has brought with it a disin-
tegration of the production process of multina-
tional firms," since companies are finding it prof-
itable to outsource (domestically or abroad) an
increasing share of their noncore manufacturing
and service activities. This represents a breakdown
of the vertically integrated mode of production—
the so-called Fordist model, originally exemplified
by the automobile industry—on which U.S. indus-
trial prowess had been built for much of the twen-
tieth century (Aglietta 1980). The success of the
Japanese model of “lean production” in the glob-
al economy since the 1980s, pioneered by Toyota
in automobiles, reinforces the central importance
of coordinating exceptionally complex interfirm
trading networks of parts and components as a
new source of competitive advantage in the global
economy (Womack, Jones, and Roos 1990; Stur-
geon and Florida 2000).

Sticing Up the Value Chain

The notion of a value-added chain has been a
useful tool for international business scholars who
have focused on the strategies of both firms and
countries in the global economy. Bruce Kogut
(1984, 151), a professor at the Wharton School of
Business, University of Pennsylvania, was one of



the first to argue that value chains are a key ele-
ment in the new framework of competitive analysis
that is needed because of the globalization of
world markets: “The formulation of strategy can
be fruitfully viewed as placing bets on certain
markets and on certain links of the value-added
chain. . . . The challenge of global strategy formu-
lation is to differentiate between the various kinds
of economies, to specify which link and which fac-
tor captures the firm’s advantage, and to deter-
mine where the value-added chain would be bro-
ken across borders.” In a subsequent paper, Kogut
(1985) claborates the central role of the value-
added chain' in the design of international busi-
ness strategies, which are based upon the interplay
between the comparative advantage of countries
and the competitive advantage of firms. While the
logic of comparative advantage helps to determine
where the value-added chain should be broken
across national borders, competitive (or firm-spe-
cific) advantage influences the decision on what ac-
tivities and technologies along the value-added
chain a firm should concentrate its resources in."

Michael Porter of Harvard Business School also
developed a value-chain framework that he applied
both at the level of individual firms (Porter 1985)
and as one of the bases for determining the com-
petitive advantage of nations (Porter 1990). At the
firm level, a value chain refers to a collection of dis-
crete activities performed to do business, such as
the physical creation of a product or service, its de-
livery and marketing to the buyer, and its support
after sale.’ On the basis of these discrete activities,
firms can establish two main types of competitive
advantage: low relative cost (a firm’s ability to
carry out the activities in its value chain at lower
cost than its competitors); or differentiation (per-
forming in a unique way relative to competitors).
While competitive advantage is determined at the
level of a firm’s value chain, Porter argues, “The
appropriate unit of analysis in setting international
strategy is the industry because the industry is the
arena in which competitive advantage is won or
lost” (1987, 29).

The pattern of competition differs markedly
across industries: at one extreme are “multidomes-
tic” industries, in which competition in each coun-
try is basically independent of competition in other
countries; and at the other end of the spectrum are
“global industries,” in which a firm’s competitive
position in one country is significantly impacted by
its position in other countries. Since international
competition is becoming the norm, Porter believes
that firms must adopt “global strategies” in order
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to decide how to spread the activities in the value
chain among countries.” A very different set of
scholars, studying the political economy of ad-
vanced industrial societies, highlighted the transfor-
mation from “organized capitalism” to “disorga-
nized” or “competitive” capitalism. This approach is
based on dramatic shifts in the strategic and institu-
tional contexts of the global economy in the 1980s
toward deregulated national markets and unham-
pered international exchanges (Ofte 1985; Lash and
Urry 1987). According to Schmitter (1990, 12),
sectors or industries are the key unit for comparative
analysis in this setting because they represent a meso
level where a number of changes in technology, mar-
ket structure, and public policy converge.

Our review of the contemporary global econo-
my thus far has highlighted two distinctive shifts:
the unparalleled fragmentation and reintegration
of global production and trade patterns since the
1970s; and the recognition by Kogut and Porter,
among others," of the power of value-chain or in-
dustry analysis as a basis for formulating global
strategies that can integrate comparative (location-
specific) advantage and competitive (firm-specific)
advantage. However, the third transformation in
the global economy that needs to be addressed as
a precursor to the global value chain perspective is
the remarkable growth of manufactured exports
from low-wage to high-wage nations in the past
several decades. This phenomenon has produced a
range of reactions—from anxiety by producers in
developed countries who believe they cannot com-
pete with the flood of low-cost imports, to hope
among economies in the South that they can catch
up with their neighbors in the North by moving
up the ladder of skill-intensive activities, to despair
that global inequality and absolute levels of pover-
ty have remained resistant to change despite the
rapid progress of a relative handful of developing
nations.

Production Networks in the Global Economy

In the 1990s, a new framework, called global
commodity chains (GCC), tied the concept of the
value-added chain directly to the global organiza-
tion of industries (see Gereffi and Korzeniewicz
1994; Geretfi 1999, 2001). This work was based
on an insight into the growing importance of
global buyers (mainly retailers and brand com-
panies, or “manufacturers without factories”) as
key drivers in the formation of globally dispersed
production and distribution networks. Gereffi
(1994a) contrasted these buyer-driven chains to
what he termed producer-driven chains. The latter
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are the production systems created by vertically in-
tegrated transnational manufacturers, while the
former term recognizes the role of global buyers,
highlighting the significance of design and market-
ing in initiating the activities of global production
systems.”” The GCC approach drew attention to
the variety of actors that could exercise power
within global production and distribution systems.
It was the field-based methodology of GCC re-
search, in particular, that provided new insights
into the statistics showing an increase in trade in-
volving components and other intermediate in-
puts. The trade data alone mask important organi-
zational shifts because they differentiate neither
between intrafirm and interfirm trade nor between
the various ways in which global outsourcing rela-
tionships were being constructed.

A variety of overlapping terms has been used to
describe the complex network relationships that
make up the global economy. Each of the con-
tending concepts, however, has particular emphases
that are important to recognize for a chain analysis
of the global economy:

Supply chains. A generic label for an input-output
structure of value-adding activities, beginning with
raw materials and ending with a finished product

International production networks. A focus on the in-
ternational production networks in which TNCs act
as “global network flagships” (Borrus, Ernst, and
Haggard 2000)

Global commodity chains. An emphasis on the internal
governance structure of supply chains (especially the
producer-driven vs. buyer-driven distinction) and on
the role of diverse lead firms in setting up global pro-
duction and sourcing networks (Geretfi and Korze-
niewicz 1994)

French “filieve” approach. A loosely knit set of studies
that used the filiere (i.e., channel or network) of ac-
tivities as a method to study primarily agricultural
export commodities such as rubber, cotton, coffee,
and cocoa (Raikes, Jensen, and Ponte 2000)

Global value chains. Emphasis on the relative value of
those economic activities that are required to bring
a good or service from conception, through the dif-
ferent phases of production (involving a combina-
tion of physical transformation and the input of var-
ious producer services), delivery to final consumers,
and final disposal after use (Kaplinsky 2000; Gereffi
and Kaplinsky 2001)

The “value chain” concept has recently gained
popularity as an overarching label for this body of
research because it focuses on value creation and
value capture across the full range of possible chain

activities and end products (goods and services),
and because it avoids the limiting connotations of
the word commodity, which to some implies the
production of undifferentiated goods with low
barriers to entry. Like the GCC framework, global
value chain (GVC) analysis accepts many of the ob-
servations made previously on geographical frag-
mentation, and it focuses primarily on the issues of
industry (re)organization, coordination, gover-
nance, and power in the chain (Humphrey and
Schmitz 2001). Its concern is to understand the
nature and consequences of organizational frag-
mentation in global industries. The GVC approach
offers the possibility of understanding how firms
are linked in the global economy, but also ac-
knowledges the broader institutional context of
these linkages, including trade policy, regulation,
and standards.” More generally, the global pro-
duction networks paradigm has been used to join
scholarly research on globalization with the con-
cerns of both policymakers and social activists, who
are trying to harness the potential gains of global-
ization to the pragmatic concerns of specific coun-
tries and social constituencies that feel increasingly
marginalized in the international economic arena.”*

The next section of this chapter looks at differ-
ent perspectives on governance at the meso level of
the global economy, and it will be followed by a
discussion of industrial upgrading, which analyzes
the trajectories by which countries seek to upgrade
their positions in the global economy.

GOVERNANCE IN THE GLOBAL EcoNOMY:
INSTITUTIONAL AND ORGANIZATIONAL
PERSPECTIVES

Scholars who study the global economy at the
meso level form distinct camps in terms of their
units of analysis, theoretical orientations, and
methodological preferences. The two main units
of analysis at the meso level are countries and
firms. In the 1970s and 1980s, political economy
perspectives dealing with nations and TNCs in the
global economy tended to predominate, fueled by
dependency theory (Cardoso and Faletto [1969]
1979; Evans 1979), world-systems theory (Waller-
stein 1974, 1980, 1989), and statist approaches
(Amsden 1989; Wade 1990; Evans 1995), among
others. During the last decade, however, research
on the global economy has shifted toward institu-
tional and organizational theories. The choice of
countries or firms as empirical units has a striking
affinity with the researcher’s primary theoretical
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Comparison of Varieties of Capitalism and Global Production Networks

Dimension

Varieties of Capitalism

Global Production Networks

Theoretical orientation Institutional analysis

Unit of analysis Countries

Empirical focus
capitalist democracies

Methodological
preference

Rational actor;
multivariate analysis

Research style
country case studies

Liberal and coordinated
market economies

Ideal types

Main challenges/
collective action
problems

Coordination problems in
developed countries

Key concepts

Advanced industrial economies/

Quantitative, cross-national;

Institutional complementarities

Organizational analysis
Interfirm networks

Linkages between developed and developing
countries

Comparative /historical analysis across
industries, firms, and countries

International, industry-based field research;
political economy interpretations

Producer-driven and buyer-driven
commodity chains

Industrial upgrading in developing
countries

Lead firms; economic rents;
learning through networks

orientation: those who study countries tend to
adopt institutional perspectives, while those who
work with firms favor organizational frameworks.?

This paradigm divide at the meso level of the
global economy is revealed by looking at two
broad literatures, which we label “varieties of cap-
italism” and “global production networks.” The
former is closely associated with institutional analy-
sis, and the latter with diverse organizational per-
spectives. Both approaches tend to focus on gov-
ernance structures in the global economy, but the
scope and content of what is being governed differ
greatly. The varieties-of-capitalism literature looks
primarily at coordination problems and institu-
tional complementarities in advanced industrial
economies, where the nation-state is the explicit
unit of analysis. This research is comparative, but
not transnational, in orientation. By contrast, the
research on global production networks highlights
the linkages between developed and developing
countries created by TNCs and interfirm net-
works. Governance in this context is typically exer-
cised by lead firms in global industries, and one
of the key challenges addressed is industrial
upgrading—that is, how developing countries try
to improve their position in the global economy,
which is characterized both by power asymmetries
and by opportunities for learning through net-
works. International and industry-based field re-
search is a requisite in the study of global pro-
duction networks because publicly available and
detailed information at the level of firms is gener-

ally lacking. The main dimensions of this compar-
ison are outlined in table 1.

The institutionalist paradigm encompasses sev-
eral related approaches that deal with the gover-
nance of modern capitalist economies, including
regulation theory (Aglietta 1980; Boyer 1989),
national systems of innovation (Lundvall 1992;
Nelson 1993), social systems of production (Camp-
bell, Hollingsworth, and Lindberg 1991; Holl-
ingsworth, Schmitter, and Streeck 1994; Hollings-
worth and Boyer 1997), and varieties of capitalism
(Berger and Dore 1996; Kitschelt et al. 1999; Hall
and Soskice 2001). All of the authors in this field
focus on the “institutional foundations of compar-
ative advantage” in the advanced capitalist democ-
racies, with an emphasis on topics like business-
government relations, labor markets and collective
bargaining, the welfare state, the internationaliza-
tion of capital, and innovation systems. A key uni-
fying concept is institutional complementarity,
which rests on “multilateral reinforcement mecha-
nisms between institutional arrangements: each
one, by its existence, permits or facilitates the exis-
tence of the others” (Amable 2000, 656). Com-
plementary institutions and other forms of path
dependency lead most scholars in the varieties-of-
capitalism genre to argue vociferously against con-
vergence, given their belief that unique and valued
institutions will sustain national diversities despite
the withering pressures of international competi-
tion in an increasingly open global economy. Ac-
tually, the paradigm does allow for a limited form
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of convergence in the sense that advanced market
economies are organized into three broad types:
liberal market economies, which adopt laissez-
faire, probusiness policies (United States, United
Kingdom, Canada, and Australia); and coordinated
market economies, with their corporatist (strong
state—Germany and Japan) and welfare state
(strong trade unions—Scandinavian and northern
European) variants. However, there is no serious
effort to extend this paradigm to address the vari-
eties of capitalism in the vast majority of countries
that are in the developing world.?

The global production networks paradigm pro-
vides a very different perspective on the global
economy because its organizational lens focuses on
transnational linkages between developed and de-
veloping nations. The central questions deal with
the kinds of governance structures that characterize
global industries, how these governance arrange-
ments change, and what consequences these shifts
have for development opportunities in rich and
poor countries alike. International institutionals,
such as trade and intellectual property regimes,
clearly shape inclusion and exclusion of countries
and firms in global production networks, but this
approach tends to focus on the strategies and be-
havior of the players (firms), while the rules of the
game (regulatory institutions) are taken as an ex-
ogenous variable.

Notwithstanding the potential complementari-
ties between institutional and organizational per-
spectives on the global economy, there has been
virtually no dialogue between these two literatures.
They do not cite one another’s research or engage
in collaborative projects, despite the fact that both
are concerned with the international forces shap-
ing countries and firms in the global economy.

There are several hybrid approaches that seek to
bridge this gap between organizational and institu-
tional frameworks. One of these is the business
systems perspective, pioneered by Whitley (1992a,
1992b). As defined by Whitley (1996, 412), “Busi-
ness systems are particular forms of economic or-
ganization that have become established and re-
produced in certain institutional contexts—local,
regional, national or international. They are dis-
tinctive ways of coordinating and controlling eco-
nomic activities which developed interdependently
with key institutions which constitute particular
kinds of political, financial, labor and cultural sys-
tems. The more integrated and mutually reinforc-
ing are such institutional systems over a particular
territory or population, the more cohesive and dis-
tinctive will be its business system.” While firms

presumably are central to business systems, Whit-
ley’s framework shares the institutionalist para-
digm’s emphasis on institutional complemen-
tarities and cohesion, and national or culturally
proximate regions. However, the business systems
approach seems relatively ill equipped to deal with
the question, How do U.S.; European, or Asian
business systems respond to globalization? While
the business systems logic would lead us to expect
that firms of the same nationality maintain their
distinctive features in the face of international
competition, findings from research on global pro-
duction networks indicate that the competition
among firms from different business systems in
oversecas markets tends to diminish the influence of
national origins on firms’ behavior (Gereffi 1996,
433).>

Sociologists have looked at a range of other ac-
tors in the global economy. “Business groups,” de-
fined as a collection of firms bound together in
persistent formal or informal ways, are a pervasive
phenomenon in Asia, Europe, Latin America, and
elsewhere (Granovetter 1994; “Business Groups
and Social Organization,” this volume). Business
groups may encompass kinship networks, but they
are not delimited by family boundaries because the
goals of families can conflict with the principles of
profit maximization that characterize firms in these
groups. Business groups play a role in the global
economy through their impact on national market
structures, and on product variety and product
quality in international trade (Feenstra, Yang, and
Hamilton 1999). Transnational business networks
based on family or ethnic ties are another form of
economic organization that shapes global produc-
tion and trade (Hamilton, Zeile, and Kim 1989;
Yeung 2000). Japanese sogo shosha, British trading
companies, and Chinese and Indian merchants laid
the social groundwork for the long-distance supply
routes between Asian producers and their export
markets (Gereffi 1999, 60-61). For Castells (1996),
the universality of network society in the informa-
tion age is a defining feature of the modern era.
Others argue that the global system is now ruled
by a transnational capitalist class, which is more in-
terested in building hegemony than in domination
and control (Sklair 2001; Carroll and Fennema
2002).

At a more micro level, phenomena within
nation-states can also reflect globalization process-
es. Meyer (2000) defines modern actors on the
global stage as entities with rights and interests
that create and consult collective rules, that often
enhance their legitimacy by adopting common



forms, and that exercise agency through moral ac-
tion. From Meyer’s “world society” perspective,
the modern world is stateless; it is based on shared
rules and models, and made up of strong, cultural-
ly constituted actors. Sassen (2000) also detaches
sovereignty from the national state. She emphasizes
the role of global cities as strategic sites for the pro-
duction of specialized functions to run and coordi-
nate the global economy, and posits that financial
and investment deregulation are driving the geo-
graphic location of strategic institutions related to
globalization deep inside national territories.

INDUSTRIAL UPGRADING AND GLOBAL
PRODUCTION NETWORKS

Major changes in global business organization
during the last several decades of the twentieth
century have had a significant impact on the up-
grading possibilities of developing countries. This
section will illustrate how the reorganization of in-
ternational trade and production networks affects
the capability of developing countries in different
regions of the world to improve their positions in
the value chains of diverse industries.

Industrial wpgrading refers to the process
by which economic actors—nations, firms, and
workers—move from low-value to relatively high-
value activities in global production networks. Dif-
ferent mixes of government policies, institutions,
corporate strategies, technologies, and worker
skills are associated with upgrading success. How-
ever, we can think about upgrading in a concrete
way as linked to a series of economic roles associ-
ated with production and export activities, such
as assembly, original equipment manufacturing
(OEM), original brand name manufacturing
(OBM), and original design manufacturing (ODM)
(Gereffi 1994b, 222-24). This sequence of eco-
nomic roles involves an expanding set of capabili-
ties that developing countries must attain in pur-
suing an upgrading trajectory in diverse industries.
In the remainder of this section, we will look at ev-
idence from several sectors to see how global pro-
duction networks have facilitated or constrained
upgrading in developing nations.

Apparel

The global apparel industry contains many ex-
amples of industrial upgrading by developing
countries.”® The lead firms in this buyer-driven
chain are retailers (giant discount stores like Wal-
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mart and Target, department stores like J.C. Pen-
ney and Marks & Spencer, specialty retailers like
The Limited and Gap), marketers (who control
major apparel brands, such as Liz Claiborne,
Tommy Hilfiger, Polo/Ralph Lauren, Nike), and
brand name manufacturers (e.g., Wrangler, Phillips—
van Heusen). These lead firms all have extensive
global sourcing networks, which typically encom-
pass 300 to 500 factories in various regions of the
world. Because apparel production is quite labor
intensive, manufacturing is typically carried out in
countries with very low labor costs.

The main stages for firms in developing coun-
tries are first, to be included as a supplier (i.c., ex-
porter) in the global apparel value chain; and then
to upgrade from assembly to OEM and OBM ex-
port roles within the chain. Because of the Multi-
Fiber Arrangement (MFA) associated with the
GATT, which used quotas to regulate import
shares for the United States, Canada, and much of
Europe, at least 50 to 60 different developing
countries have been significant apparel exporters
since the 1970s, many just assembling apparel
from imported inputs using low-wage labor in
local export-processing zones.

The shift from assembly to the OEM export role
has been the main upgrading challenge in the ap-
parel value chain. It requires the ability to fill or-
ders from global buyers, which includes making
samples, procuring or manufacturing the needed
inputs for the garment, meeting international stan-
dards in terms of price, quality, and delivery, and
assuming responsibility for packing and shipping
the finished item. Since fabric supply is the most
important input in the apparel chain, virtually all
countries that want to develop OEM capabilities
need to develop a strong textile industry. The
OBM export role is a more advanced stage because
it involves assuming the design and marketing re-
sponsibilities associated with developing a compa-
ny’s own brands.

East Asian newly industrializing economies (NIEs)
of Hong Kong, Taiwan, South Korea, and Singa-
pore, which are generally taken as the archetype for
industrial upgrading among developing countries,
made a rapid transition from assembly to OEM
production in the 1970s. Hong Kong clothing
companies were the most successful in making the
shift from OEM to OBM production in apparel,
and Korean and Taiwanese firms pursued OBM in
other consumer goods industries like appliances,
sporting goods, and electronics.” After mastering
the OEM role, leading apparel export firms in
Hong Kong, Taiwan, and South Korea began to
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set up their own international production net-
works in the 1980s, using the mechanism of
“triangle manufacturing” whereby orders were re-
ceived in the East Asian NIEs, apparel production
was carried out in lower-wage countries in Asia and
elsewhere (using textiles from the NIEs), and the
finished product was shipped to the United States
or other overseas buyers using the quotas assigned
to the exporting nation (Gereffi 1999).

Thus, international production networks facili-
tated the upgrading of East Asian apparel firms in
two ways: first, they were the main source of learn-
ing from U.S. and European buyers about how to
make the transition from assembly to OEM and
OBM; and second, the East Asian NIEs estab-
lished their own international production net-
works when faced with rising production costs and
quota restrictions at home, and in order to take ad-
vantage of lower labor costs and a growing supply
base in their region. Asian apparel manufacturers
thus made the coordination of the apparel supply
chain into one of their own core competences for
exXport success.

Figure 1 presents a stylized model of industrial
upgrading in the Asian apparel value chain. The
main segments of the apparel chain—garments,
textiles, fibers, and machinery—are arranged along
the horizontal axis from low to high levels of rela-

between economies. Dates
refer to a country’s peak
years for exports of specific
products.

tive value added in the production process. Coun-
tries are grouped on the vertical axis by their rela-
tive level of development, with Japan at the top
and the least-developed exporters like Bangladesh,
Sri Lanka, and Vietnam at the bottom.

Figure 1 reveals several important dynamics
about the apparel value chain in Asia, and the GVC
approach more generally. First, individual coun-
tries progress from low- to high-value-added seg-
ments of the chain in a sequential fashion over
time. This reinforces the importance in GVC re-
search of looking at the entire constellation of
value-added steps in the supply chain (raw materi-
als, components, finished goods, related services,
and machinery), rather than just the end product,
as traditional industry studies are wont to do. Sec-
ond, there is a regional division of labor in the ap-
parel value chain, whereby countries at very dif-
ferent levels of development form a multitiered
production hierarchy with a variety of export roles
(e.g., the United States generates the designs and
large orders, Japan provides the sewing machines,
the East Asian NIEs supply fabric, and low-wage
Asian economies like China, Indonesia, or Viet-
nam sew the apparel). Industrial upgrading occurs
when countries change their roles in these export
hierarchies.” Finally, advanced economies like
Japan and the East Asian NIEs do not exit the in-



dustry when the finished products in the chain be-
come mature, as the “product cycle” model (Ver-
non 1966; 1971, chap. 3) implies, but rather they
capitalize on their knowledge of production and
distribution networks in the industry and thus
move to higher-value-added stages in the apparel
chain. This strategic approach to upgrading re-
quires that close attention be paid to competition
within and between firms occupying all segments
of global value chains.

It is important to note, in closing this section,
the key role played by international regulation in
the organization of the apparel value chain. The
MFA and its apparel quotas will be eliminated in
2005 as a result of the Agreement on Textiles and
Clothing in the WTO, and many of the smaller ap-
parel exporters that only do assembly will probably
be forced out of the world export market. This
should greatly increase export concentration in the
global apparel industry, with China likely to be the
major winner, along with other large countries such
as Mexico, India, Turkey, Romania, and Vietnam
that have developed considerable expertise in OEM
production. Mexico’s rapid move in the 1990s to
the top of list as the leading apparel exporter to the
United States owes a great deal to the passage of
NAFTA in 1994, which allowed the creation of
textile production and other backward linkages in
Mexico, and thereby facilitated the entry of the
U.S. retailers and apparel marketers that previously
shunned Mexico in order to import apparel from
Asia. In addition, employment in the apparel ex-
port industry increased in Mexico from 73,000 in
1994 to nearly 300,000 in 2000, mainly because
Mexico coupled its relatively low wage rates with its
recently acquired ability to carry out “full-package”
(or OEM) production (Bair and Gereffi 2001;
Gereffi, Spener, and Bair 2002). However, China
regained the lead from Mexico in 2001 and 2002,
as Mexico has been unable to match the volume
and low price of Chinese apparel exports, and be-
cause of the intense competition from new suppli-
ers that continue to enter the U.S. market.?

Electronics

Global production networks have been a central
feature in the development and upgrading of Asia’s
large, dynamic electronics sector. In the case of
electronics, there have been competing cross-bor-
der production networks set up by U.S., Japanese,
and European firms, led by TNCs that span the en-
tire value chain in various industries. For high-tech
industries like electronics, these producer-driven
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chains must combine cost competitiveness with
product differentiation and speed to market.
Cross-border networks not only allow firms to
combine these very different market demands ef-
fectively, but they also permit the integration of
Asia’s four distinct development tiers: Japan occu-
pies the first tier; the East Asian NIEs are in the
second tier; the major Southeast Asian countries of
Malaysia, Thailand, the Philippines, and Indonesia
are in the third tier; and the fourth tier contains
China and late-late developers such as Vietnam.
While the economic crisis of 1997 called East
Asia’s economic miracle into question, it appears
that the structural changes associated with recov-
ery from the crisis will reinforce and increase the
opportunities for networked production, as the
process of corporate restructuring leads firms to
focus on core activities and supplement these with
the increasingly specialized technology, skills, and
know-how that are located in different parts of
Asia (Borrus, Ernst, and Haggard 2000).

The diverse upgrading dynamics in Asian elec-
tronics can best be seen by contrasting the U.S.
and Japanese production networks. In the mid-
1990s, U.S. networks were considered to be rela-
tively open and conducive to local development in
host countries, while Japanese networks were per-
ceived as closed and hierarchical with activities
confined within affiliates that were tightly con-
trolled by the parent company (Borrus 1997).
U.S. eclectronics multinationals typically set up
Asian networks based on a complementary division
of labor: U.S. firms specialized in “soft” compe-
tencies (the definition of standards, designs, and
product architecture), and the Taiwanese, Korean,
and Singaporean firms specialized in “hard” com-
petencies (the provision of components and basic
manufacturing stages). The Asian affiliates of U.S.
firms in turn developed extensive subcontracting
relationships with local manufacturers, who be-
came increasingly skilled suppliers of components,
subassemblies, and even entire electronics systems.
Japanese networks, by contrast, were characterized
by market segmentation: electronics firms in Japan
made high-value, high-end products, while their
offshore subsidiaries in Asia continued to make
low-value, low-end products. In terms of Asian up-
grading, the U.S. production networks were defi-
nitely superior: U.S. networks maximized the con-
tributions from their Asian affiliates, and Japanese
networks minimized the value added by their re-
gional suppliers. Although there is some evidence
that Japanese firms tried to open up their produc-
tion networks in the late 1990s, at best there has
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been partial convergence, with persistent diversity
(Ernst and Ravenhill 2000).

Taiwan’s achievements in electronics are espe-
cially notable for several reasons. During the 1990s,
Taiwan established itself as the world’s largest sup-
plier of computer monitors, main boards, mouse
devices, keyboards, scanners, and notebook per-
sonal computers (PCs), among other items. About
70 percent of the notebook PCs sold under OEM
arrangements to American and Japanese computer
companies, which resell them under their own
logos, have been designed by Taiwanese firms.
Acer, Taiwan’s leading computer maker, is success-
ful at both OEM and OBM production. Progress
has been equally remarkable in the field of elec-
tronic components, and Taiwan also boasts one of
the world’s leading silicon foundry companies, the
Taiwan Semiconductor Manufacturing Corpora-
tion (Ernst 2000). What is especially impressive
about these accomplishments is that small and
medium enterprises have played a central role as a
source of flexibility in Taiwan’s production net-
works. The role of small and medium enterprises as
engines of growth and industrial transformation
sets Taiwan apart from South Korea, which has re-
lied extensively on huge, diversified conglomerates
(chaebol) as the cornerstone of its electronics sec-
tor. The Taiwanese model in the computer indus-
try draws on a combination of several factors: gov-
ernment policies that facilitated market entry and
upgrading; strong linkages with large Taiwanese
firms and business groups; and organizational in-
novations, such as the shift from relatively simple,
production-based OEM to more complex “turn-
key production” arrangements that encompass a
wide variety of high-end support services, includ-
ing design and global supply chain management
(Poon 2002).

One of the most striking features of the elec-
tronics industry in recent years has been the rise of
global contract manufacturers (Sturgeon 2002). A
significant share of the world’s electronics manu-
facturing capacity is now contained in a handful of
huge contractors, such as Solectron, Flextronics,
and Celestica. These firms are pure manufacturers.
They sell no products under their own brand
names and instead focus on providing global man-
ufacturing services to a diverse set of lead firms,
such as Hewlett Packard, Nortel, and Ericsson. All
have operations that are truly global in scope, and
all have grown dramatically since the early 1990s.
Solectron, the largest contractor, expanded from a
single Silicon Valley location with 3,500 employees
and $256 million in revenues in 1988 to a global

powerhouse with more than 80,000 employees in
50 locations and nearly $20 billion in revenues in
2000. Although they have global reach, all of the
largest contract manufacturers are based in North
America. Except for the personal computer indus-
try, Asian and European contract manufacturers
have not developed, and the few that did were
acquired by North American contractors during
their buying spree fueled by the inflated stock
prices of the 1990s. Global contract manufacturers
introduce a high degree of modularity into value
chain governance because the large scale and scope
of their operations create comprehensive bundles
of standardized value chain activities that can be
accessed by a variety of lead firms through modu-
lar networks.

Fresh Vegetables

A final example of the role of global production
networks in promoting industrial upgrading in-
volves the production of fresh vegetables in Kenya
and Zimbabwe for export to U.K. supermarkets.”
Africa has very few success stories in the realm of
export-oriented development, but some countries
of sub-Saharan Africa seem to have found a niche
in the fresh vegetables market. Several factors tie
this case to our previous examples. First, fresh veg-
etables are a buyer-driven value chain, albeit in the
agricultural sector. As with apparel, there is a high
level of concentration at the retail end of the chain.
The largest U.K. supermarkets and other food re-
tailers control 70 to 90 percent of fresh produce
imports from Africa. These retailers have avoided
direct involvement in production; they just special-
ize in marketing and in the coordination of their
supply chains.

Second, a major stimulus for local upgrading in
Africa comes from U.K. retailers ratcheting up the
standards that exporters must meet. U.K. super-
markets have moved beyond compliance with prod-
uct quality and legislative (or due diligence) re-
quirements for how produce is grown, processed,
and transported. They now are focusing on broader
standards that exporters must meet, such as inte-
grated crop management, environmental protection,
and human rights. In addition, retailers are begin-
ning to use third-party auditors paid for by produc-
ers to ensure compliance with these standards.

Third, more stringent U.K. requirements have
led to a decline in the market share of smallholder
production and small export firms, which have
been excluded from the supermarket supply chain.
The horticulture industry in sub-Saharan Africa is



dominated by a few large exporters that source
predominantly from large-scale production units.
In both Kenya and Zimbabwe, the top five ex-
porters controlled over three-quarters of all fresh
vegetable exports in the late 1990s.*

Fourth, as in apparel and electronics, market
power in the horticultural chain has shifted from
those activities that lower production costs to
those that add value in the chain. In fresh vegeta-
bles, the latter include investing in postharvest fa-
cilities, such as cold storage; barcoding products
packed in trays to differentiate varieties, countries,
and suppliers; moving into high-value-added items
such as ready-prepared vegetables and salads; and
treating logistics as a core competence in the chain
in order to reduce the time between harvesting,
packing, and delivery. Pushing back these func-
tions into Africa can reduce the cost for U.K. su-
permarkets because adding value to vegetables is
labor-intensive and African labor is relatively cheap,
but taken together these high-end services can be-
come a new source of competitiveness and an op-
portunity to add value in Africa.

THE GLOBALIZATION BACKLASH: DILEMMAS OF
GOVERNANCE AND DEVELOPMENT

In recent decades, a strong antiglobalization
movement has emerged. As markets have gone
global, many people sense that globalization means
greater vulnerability to unfamiliar and unpre-
dictable forces that can bring economic instability
and social dislocation, as well as a flattening of cul-
ture in the face of well-financed global marketing
machines and “brand bullies” (Rodrik 1997; Klein
2000; Ritzer 2000). The so-called Battle of Seat-
tle, the massive protest against WTO trade talks in
late 1999, was triggered not only by a lack of ac-
countability and transparency in the deliberations
of dominant global economic institutions like the
WTO and the IMF, but also by a sense of outrage
that corporate-sponsored international liberaliza-
tion was moving full steam ahead, while the social
safety nets and adjustment assistance traditionally
provided by national governments were being re-
moved. The historic compromise of “embedded
liberalism,” characterized by the New Deal in the
United States and social democracy in Europe,
whereby economic liberalization was rooted in so-
cial community, was being undone (Ruggie 2002a).

A major problem is that the purported benefits
of globalization are distributed highly unequally.
The IMPF’s managing director, Horst Kohler, has
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conceded that “the disparities between the world’s
richest and poorest nations are wider than ever.”*
Of the world’s 6 billion people, almost half (2.8
billion) live on less than two dollars a day, and a
fifth (1.2 billion) live on less than one dollar a day,
with 44 percent of them living in South Asia. In
East Asia the number of people living on less than
one dollar a day fell from 420 million to 280 mil-
lion between 1987 and 1998, largely because of
improvements in China. Yet the numbers of poor
people continue to rise in Latin America, South
Asia, and sub-Saharan Africa (World Bank 2001,
3). What forces might be able to ameliorate these
problems in both governance and development in
the global economy?

In the 1990s, there was a sharp escalation in so-
cial expectations about the role of corporations in
society, both in developed and developing nations
(Ruggie 2002b). One reason is that individual com-
panies have made themselves, and in some cases
entire industries, targets by engaging in abusive or
exploitative behavior. As a result, trust in the cor-
porate sector has been eroded. In addition, there is
a growing imbalance in global rule-making: on the
one hand, the rules favoring market expansion
have become stronger and more enforceable (such
as intellectual property rights for software and
pharmaceutical companies, or the restrictions on
local content provisions and export performance
requirements in the WTO); on the other hand,
rules that favor other valid social objectives, such as
human rights, labor standards, environmental sus-
tainability, or poverty reduction, are lagging be-
hind. These perceived problems and others have
provided the fuel for anticorporate campaigns
worldwide.

Government policy alone is inadequate to han-
dle these grievances: they are transnational in scope,
and they deal with social demands in areas where
regulations are weak, ill defined, or simply absent.
A variety of new “private governance” responses or
certification institutions are emerging (Gereffi,
Garcia-Johnson, and Sasser 2001), such as individ-
ual corporate codes of conduct; sectoral certifica-
tion schemes involving nongovernmental organi-
zations (NGOs), firms, labor, and other industry
stakeholders; third-party auditing systems, such as
SA 8000 for labor standards or the Forest Stew-
ardship Council (FSC) certification for sustainable
forestry practices; and the United Nations” Global
Compact, an initiative that encourages the private
sector to work with the United Nations, in part-
nership with international labor and civil society
organizations, to move toward “good practices” in
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human rights, labor standards, and environmental
sustainability in the global public domain. While
skeptics claim there is little evidence to show that
these codes have significant impact on corporate
behavior (Hilowitz 1996; Seidman 2003), propo-
nents generally argue that new systems of certifica-
tion, enforced either by global consumers or by in-
stitutional actors such as the United Nations, can
provide the basis for improved regulatory frame-
works (Fung, O’Rourke, and Sabel 2001; Williams
2000).

Although there is enormous variation in the
character and purpose of different voluntary regu-
latory schemes—with some schemes created by ac-
tivists in response to global concerns, and others
implemented by corporations as a preemptive ef-
fort to ward off activist pressure—certification in-
stitutions have gained a foothold in both Europe
and North America. In the apparel industry, a va-
riety of certification and monitoring initiatives
were established in the latter half of the 1990s.

Clean Clothes Campaign (CCC), a consumer coalition
in Europe that aims to improve working conditions
in the worldwide garment industry

Social Accountability 8000 (or SA 8000), a code of
conduct verification and factory certification pro-
gram launched in October 1997 by the New
York—based Council on Economic Priorities

Fair Labor Association (FLA), which includes major
brand merchandisers such as Nike, Reebok, and Liz
Claiborne

Worldwide Responsible Apparel Production (WRAPD),
an industry-initiated certification program designed
as an alternative to the FLA and representing the
large U.S. apparel manufacturers that produce for
the discount retail market

Workers Rights Consortium (WRC), developed by the
United Students Against Sweatshops in cooperation
with apparel unions, universities, and a number of
human rights, religious, and labor NGOs (sce
Magquila Solidarity Network 2002)

In Mexico, the FLLA and WRC collaborated in
settling a strike and gaining recognition for the
workers” union in the Korean-owned Kukdong
factory, which made Nike and Reebok sweatshirts
for the lucrative U.S. collegiate apparel market
(Gereffi, Garcia-Johnson, and Sasser 2001, 62—
64). In the coftee sector, the Fair Trade movement
has worked with small coffee growers in Costa
Rica and elsewhere to get above-market prices for
their organic and shade-grown coftees distributed
by Starbucks and other specialty retailers (Fitter
and Kaplinsky 2001; Ponte 2002).

Private governance in multistakeholder arrange-
ments seeks to strengthen oversight in global sup-
ply chains by charting a course that goes beyond
conventional top-down regulation based on uni-
form standards, on the one hand, and reliance on
voluntary initiatives taken by corporations in re-
sponse to social protest, on the other. Some argue
that a continuous improvement model based on
“ratcheting labor standards” upward would work
well in a highly competitive, brand-driven industry
such as apparel (Fung, O’Rourke, and Sabel 2001).
Others propose a “compliance plus” model that
pushes beyond the basic floor of minimum stan-
dards set by most codes, and seeks an “inside-out”
approach to ethical sourcing based on training and
empowerment initiatives that address the needs
and interests of factory-based stakeholders (Allen
2002). In ecither instance, sustainable and mean-
ingful change requires a shift in organizational cul-
tures and expectations regarding improvement of
social and environmental conditions.

Governance has become a central theoretical
issue in the global economy. Institutional para-
digms and local or regional frameworks centered
on the nation-state are being superseded by ap-
proaches that emphasize transnational governance
structures, with an emphasis on power, networks,
and the uneven distribution of gains from global-
ization. Much still needs to be done in this area.
The inability of the neoliberal agenda to redress
the most serious development problems in the
world is leading to fresh thinking on the role of the
state and civil society institutions in developing na-
tions (Wolfensohn 1998; IDB 1998, 2000; Gar-
retén et al. 2003). Transnational corporations are
being pressured to comply with a broad range of
social objectives in multistakeholder institutions of
private governance that can have an impact on
public policies in the developed as well as the de-
veloping world. The challenge in research on the
global economy is to create theory and carry out
insightful empirical studies that provide tools to
understand the constantly changing reality we seek
to apprehend and change.

NOTES

I am grateful to Giovanni Arrighi, Fred Block, Frank
Dobbin, Mark Granovetter, Evelyne Huber, Larry King,
Victor Nee, Gay Seidman, Neil Smelser, and Richard Swed-
berg for their helpful comments on an earlier draft of this
chapter.

1. Another key actor in the contemporary global econo-
my is the state. While the role of the state is an important as-



pect in many of the institutional perspectives we will review,
a more comprehensive discussion of this topic can be found
in the chapter “The State and the Economy” by Fred Block
and Peter Evans (this volume).

2. Because the services component of GDP in industrial
countries has grown substantially relative to “merchandise”
trade like manufacturing, mining, and agriculture, the mer-
chandise component of GDP is shrinking. Thus Feenstra
(1998, 33-35) uses the ratio of merchandise trade to mer-
chandise value-added to measure the significance of trade
for industrial economies between 1890 and 1990. He finds
that this ratio doubled for France, Germany, Italy, and Swe-
den between 1913 and 1990, and nearly tripled for the
United States.

3. Organization for Economic Co-operation and Devel-
opment.

4. The maquiladora program in Mexico, initially called
the Border Industrialization Program, was created in 1965
after the United States terminated the bracero program,
whose main objective had been to bring in Mexican workers
to fulfill the demand for agricultural labor. The end of the
bracero program left thousands of unemployed farmworkers
in Mexican border cities, and the maquiladora program was
set up to alleviate the resultant unemployment and growing
poverty. The growth of the maquiladora program has been
spectacular, especially in the 1990s. In 1991, Mexico’s
maquiladora industry generated $15.8 billion in exports and
employed 466,000 Mexicans; by 2000, it had grown to
$79.5 billion in exports with nearly 1.3 million employees.
Around 15 percent of Mexico’s GDP corresponded to
maquiladora exports in 2001, and the main destination for
these products is the United States (Canas and Coronado
2002).

5. These three motives for investing abroad subsequently
became popularized as distinct forms of foreign direct in-
vestment: resource-seeking FDI, market-secking FDI, and
efficiency-secking FDI (Beviglia Zampetti and Fredriksson
2003, 4006).

6. The debt crisis hit all of Latin America very hard. The
high external debt burden required the allocation of 25 per-
cent to 30 percent of the region’s foreign exchange proceeds
merely to cover interest payments, which prompted scholars
to refer to the 1980s as Latin America’s “lost development
decade” (Urquidi 1991).

7. The World Bank’s (1993) overview of the East Asian
development experience attributes the region’s sustained in-
ternational competitiveness largely to the application of mar-
ket-friendly policies, including stable macroeconomic man-
agement, high investments in human capital (especially
education), and openness to foreign trade and technology.
For a critique of this “Washington consensus” model, see
Gore 2000. For a detailed comparison of the import-substi-
tuting and export-oriented development strategies in Latin
America and East Asia, see Gereffi and Wyman 1990.

8. UNCTAD’s World Investment Report, 2002 contains a
table of the largest 100 “economies” in the world in 2000,
using a value-added measure for firms that is conceptually
comparable to the GDP calculation used for countries.
There were 29 TNCs in the top 100 entities on this com-
bined list of countries and nonfinancial companies. The
world’s largest TNC was ExxonMobil, with an estimated
$63 billion in value added in 2000; it ranked forty-fiftth on
the country-company list, making the company approxi-
mately equal in size to the economies of Chile or Pakistan
(UNCTAD 2002a, 90-91).

9. For OECD countries, falling tariffs were twice as im-
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portant as falling transport costs in explaining the growth of
trade relative to income between 1958 and 1988 (Feenstra
1998, 34).

10. The European Union is a case in point. Taken indi-
vidually, European Union economies are very open, with an
average trade share of 28 percent in 1990, but more than 60
percent of their trade is with each other. Taken as a unit, the
European Union’s merchandise trade with the rest of the
world is only 9 percent of GDP, which is similar to that of
the United States (Krugman 1995, 340).

11. SITC refers to Standard International Trade Classifi-
cation, which is the United Nations’ system of trade cate-
gories. One-digit product groups, such as SITC 7, are the
most general. Components are reported at the level of
three-, four-, and five-digit product groups.

12. Feenstra’s focus on linkages between the integration
of trade and the disintegration of production in the current
trade-based era calls to mind a similar duality in Osvaldo
Sunkel’s classic article “Transnational Capitalism and Na-
tional Disintegration in Latin America.” Writing 25 years
before Feenstra in a TNC-based world economy, Sunkel
(1973) argued that vertically integrated TNCs were gener-
ating international polarization as they used direct foreign
investment (rather than trade) to integrate the global econ-
omy and simultancously disintegrate national and regional
economies. Thus, we have a curiously reversed image of
TNCs moving from being highly integrated to disintegrated
actors in the last quarter of the twentieth century, while the
economic context shifts from transnational capitalism (based
on closed domestic economies) in the 1970s to global value
chains (based on specialized economic activities in relatively
open economies) in the 1990s.

13. Actually, the disintegration of production through
outsourcing of specific activities by large corporations itself
leads to more trade, as intermediate inputs cross borders
several times during the manufacturing process. This is part
of the boundary problem in measuring international trade
noted by Krugman (1995).

14. Kogut (1985, 15) defines the value-added chain as
“the process by which technology is combined with materi-
al and labor inputs, and then processed inputs are assem-
bled, marketed, and distributed. A single firm may consist of
only one link in this process, or it may be extensively verti-
cally integrated.”

15. The main sources of a firm’s competitive advantage
that can be transferred globally are several economies that
exist along and between value-added chains: economies of
scale (related to an increase in market size); economies of
scope (related to an increase in product lines supporting the
fixed costs of logistics, control, or downstream links of the
value-added chain); and learning (based on proprietary
knowledge or experience). “When these economies exist, in-
dustries are global in the sense that firms must compete in
world markets in order to survive” (Kogut 1985, 26).

16. A firm’s value chain is nested in a larger stream of ac-
tivities Porter calls a “value system,” which include the sep-
arate value chains of suppliers, distributors, and retailers
(Porter 1990, 40—43).

17. There are two distinct dimensions in how a firm com-
petes internationally: the configuration of a firm’s activities
worldwide, which range from concentrated (performing an
activity, such as research and development, in one location
and serving the world from it) to dispersed (performing
every activity in each country); and the coordination of value
chain activities, which range from tight to loose structures
(Porter 1987, 34-38).
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18. Reich (1991) says that core corporations in the Unit-
ed States at the end of the twentieth century have moved
from high-volume production of standard commodities to
high-value activities that serve the unique needs of particu-
lar customers. This requires an organizational shift from ver-
tical coordination (represented as pyramids of power, with
strong chief executives presiding over ever-widening layers
of managers, atop an even larger group of hourly workers)
to horizontal coordination (represented as webs of high-
value activities connected by networks of firms).

19. The GCC approach adopted what Dicken et al.
(2001, 93) call “a network methodology for understanding
the global economy.” The objective is “to identity the actors
in these networks, their power and capacities, and the ways
through which they exercise their power through association
with networks of relationships.”

20. One of the key findings of value chain studies is that
access to developed country markets has become increasing-
ly dependent on participating in global production networks
led by firms based in developed countries. Therefore, how
value chains function is essential for understanding how
firms in developing countries can gain access to global
markets, what the benefits from such access might be, and
how these benefits might be increased. A GVC research
network has formed to study these issues (see http://www
.globalvaluechains.org).

21. Several international organizations have featured the
global production networks perspective in recent reports, in-
cluding UNIDO (2002, chap. 6), UNCTAD (2002a, chap.
5;2002b, chap. 3), the World Bank (2003, 55-66), and the
International Labor Organization’s program “Global Pro-
duction and Local Jobs” (see the April 2003 issue of Global
Networks tor several articles from this project).

22. These distinctions are not ironclad. Often they reflect
primary versus secondary research orientations. The scholars
who adopt an institutional perspective at the national level
can still look at the diversity of firm strategies within nation-
al contexts (e.g., Morgan, Kristensen, and Whitley 2001).
Similarly, those who use organizational perspectives to un-
derstand the evolution of firm strategies and interfirm net-
works within global industries may ground their generaliza-
tions in diverse institutional contexts at the regional,
national, and local levels of analysis (e.g., Bair and Gereffi
2001; Gereffi, Spener, and Bair 2002).

23. Guillén (2001) offers a very insightful sociological
perspective on the limits of convergence in his systematic
comparison of organizational change in Argentina, South
Korea, and Spain since 1950. Guillén uses a comparative in-
stitutional approach to show that “the emergence of a spe-
cific combination of organizational forms in a given country
enables it to be successful in the global economy at certain
activities but not others” (2001, 16).

24. Indeed, companies from the same national business
system may show contradictory patterns as they confront
global markets. A careful study of seven German transna-
tional companies in three of Germany’s core industries—
Hoechst, Bayer, and BASF in the chemical /pharmaceutical
industries; Volkswagen, Mercedes-Benz, and BMW in the
automobile industry; and Siemens in electrical /electronic
engineering—reveals that strikingly different strategies exist
within and between these industries, resulting from a mix-
ture of traditional German ways of doing business and bold
global moves (Lane 2001). This departs markedly from
Whitley’s classification of firms in the German business sys-
tem as “collaborative hierarchies.”

25. This analysis of industrial upgrading in apparel draws

mainly from Gereffi (1999) and Gereffi and Memodovic
(2003).

26. However, a number of OBM companies have re-
turned to OEM because it capitalizes on East Asia’s core
competence in manufacturing expertise. Some East Asian
companies pursue a dual strategy of doing OBM for the do-
mestic and other developing country markets, and OEM
production for the United States and other industrial coun-
try markets.

27. By contrast, the popular “flying geese” model of
Asian development assumes that countries industrialize in a
clear follow-the-leader pattern (Akamatsu 1961), and no at-
tention is paid to the kind of international production net-
works that may emerge between the lead economies and
their followers.

28. A prime example is sub-Saharan Africa, which, under
the African Growth of Opportunity Act of October 2000,
has been granted quota-free and duty-free access to the U.S.
market for products that meet specified rules of origin (see
http://www.agoa.gov).

29. See Dolan and Humphrey 2000 for the facts relevant
to this case.

30. The one exception to this high level of concentration
is organic produce, for which there is both a price premium
and a significant unmet market demand in the United King-
dom because local production is very fragmented. Smaller
African exporters still have an opportunity to penetrate this
market because organics do not presently require the scale
and investment of more exotic forms of produce.

31. “Working for a Better Globalization,” remarks by
Horst Kohler at the Conference on Humanizing the Global
Economy, Washington, D.C., January 28, 2002. Cited in
Ruggie 2002a, 3.
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9  The Political and Economic Sociology

of International Economic Arrangements

Nezil Fligstein

THE GOVERNANCE (or some would say, the lack of
governance) of the global economy is one of the
key issues in the fields of international relations,
political economy, and comparative politics. So far,
little of the “new” economic sociology has taken
up this question. The purpose of this chapter is to
consider what positive agenda might be carved out
for economic sociology in helping to make sense of
the expansion and governance of the global econ-
omy. The sociology of markets provides us with a
theoretical understanding of the institutional un-
derpinnings of markets and the dynamics by which
new markets are created. The globalization of mar-
kets can be reconceptualized as a process of market
integration whereby new markets emerge where
more localized markets previously existed. Once
these markets come into existence, there is a de-
mand by market participants for more global gov-
ernance, that is, more institutional underpinnings.
The issues at stake, property rights, governance
structures, and rules of exchange, are at the core of
the types of agreements that have been reached in
the World Trade Organization, the North Ameri-
can Free Trade Agreement, and the European
Union. In this way, economic sociology can pro-
vide for an important and interesting research
agenda that adds to the existing literature and
points to research areas that have so far been
underexploited.

Economic globalization is a somewhat vague
idea that refers to at least three related phenome-
na. First, there has been tremendous growth in
world trade in the past 50 years. In 1950, about 5
percent of the world GDP crossed national bor-
ders. By 2001, this figure had risen to 17 percent
(World Trade Organization 2002). World trade
grew 1,400 percent even as world economic out-
put rose over 400 percent for the same period.
Second, there has been increased expansion and
integration of the world’s various financial markets
as a cause and consequence of this increase in
trade. There is a huge and expanding world mar-

ket for currencies, equities, government bonds,
and other financial instruments such as derivatives.
Fund managers move money across countries and
instruments with the push of a computer key. Fi-
nally, the world has witnessed tremendous eco-
nomic development in Asia, in particular, Japan,
Korea, Thailand, Indonesia, the Philippines, and
most recently China and India. These countries’
economic development has been driven by pro-
duction for the world market, particularly the U.S.
market.

Historically, trade relations were governed by
governments. Given the huge increase in trade that
has occurred, it is not surprising that policymakers
and scholars are concerned to understand how this
control has changed. A useful approach is to con-
sider the governance of international markets as a
question of the role of positive and negative inte-
gration in creating international markets for goods
and services (Scharpf 1996). Many of the changes
in trade regulation around the world have involved
the tearing down of trade barriers erected by gov-
ernments to promote national economic develop-
ment. These barriers consist of tariffs on imported
goods, capital controls, rules governing the amount
of foreign goods allowed in the country (such as
quotas on imported steel), rules that make it hard
for foreign companies to do business without na-
tional partners, or rules that force foreign compa-
nies to change their products in order to meet local
standards.

The removal of these barriers without producing
new regulation to guide trade is termed negative
integration. Generally, free trade has produced
positive outcomes for most participants. But there
can be negative effects as well. Depending on the
economic mix, both countries can lose jobs, have
decreased economic security and increased income
inequality, face higher odds of financial meltdowns,
and face negative environmental or health conse-
quences (particularly in less developed countries).
There can also be disadvantages for firms in com-
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peting across national borders. Firms that try to
take advantage of new market openings can find
themselves at the mercy of national governments
and local courts that make it difficult to enforce
contracts. Firms that cannot compete with new en-
trants face bankruptcy and dissolution. These bad
effects of negative integration drive the interna-
tional search for new mechanisms of governance.
Rules that guide trade across national boundaries
are termed positive integration when they specify
how exchange will be governed (Scharpf 1996).

An important insight provided by economic so-
ciology is that the problems facing actors in inter-
national markets are very similar to the problems
facing actors in national markets. As Polanyi
(1944) noted long ago, as national markets inte-
grate, they cause dislocation and disorganization.
Firms worry about how to organize, gain access to
capital, engage in competition, and exchange with
workers, customers, and suppliers. Workers find
themselves being exploited by working long hours,
sometimes under unsafe and unhealthy conditions.
Consumers also worry about the safety and useful-
ness of products. As a result, in most national
economies governments intervene with rules and
laws to make markets operate and protect workers,
firms, and consumers (Fligstein 2001).

It is useful to consider the economic history of
the United States as a case in point. The state gov-
ernments were larger and more powerful than the
federal government from 1789 to 1860. The state
governments, controlled by local economic elites,
tried to use their power to prevent out-of-state cor-
porations from competing with local business in-
terests. But the commerce clause of the U.S. Con-
stitution implies that states could not prevent
corporations (or any other kind of economic actor)
from competing with local firms. The U.S. Supreme
Court consistently ruled against states that tried to
pass and enforce laws barring out-of-state firms,
and in favor of so-called foreign corporations
(Friedman 1973). The nineteenth century also
produced the limited liability joint stock corpora-
tion as the main vehicle to organize large capitalist
enterprise (Roy 1998). At the beginning of the
nineteenth century, incorporation required an act
of state legislatures. By the end of the century, in-
corporation could be done by anyone. Over the
100 years, the corporation as a legal form changed
from being a “creature of the state,” a circumstance
in which state legislatures appeared to have total
control over corporations, to an entity with the
same rights as individuals (Horwitz 1977). During
the period from 1870 to 1920, the issue of fair and

unfair forms of competition arose as a central focus
for government policy. The United States created
modern antitrust (or as it is sometimes called, com-
petition) policy with the Sherman Act and the Fed-
eral Trade Commission. These laws and the or-
ganizations that enforced them came to govern
corporations through the extensive interaction of
firms, courts, and government. Finally, investor and
consumer protection was extended during the de-
pression of the 1930s. The process by which these
legal vehicles evolved was contentious. There were
winners and losers along the way. These same issues
have been faced and resolved within all of the main
capitalist societies. While their solutions have re-
flected the unique politics of each society, they have
crafted rules that helped solve collective problems
of organizing markets.

The main difference between solutions to na-
tional problems and solutions to international
market problems, of course, is that in national
markets, there is a government to which firms,
workers, and other organized social actors can ap-
peal. In international markets, the political arenas
are less well formed and there are great barriers to
cooperation across societies with different interests
and different legal and political institutions. There
is also the problem that most nation-states take the
issue of state sovereignty as quite important. This
creates a dilemma that is at the heart of making in-
ternational economic agreements. It is relatively
easy for governments to produce negative integra-
tion. But to agree to positive rules of market inte-
gration, governments have to accept supranational
political arenas where rules are made and courts or
mediators will make binding decisions against na-
tional firms or governments. The United States is
the most vocal among nation-states in invoking
sovereignty to avoid international oversight. The
U.S. government’s official policy on most issues of
trade is that negative integration (i.c., the tearing
down of trade barriers) is good and that positive
integration, which might interfere with the sover-
eignty of the U.S. government, is bad. Still, even
the United States agreed to the WTO’s arbitration
process.

There are two main theoretical schools of
thought about how these processes of national and
international market integration should work. The
dominant view is the neoclassical theory of regula-
tion that has by now come to be called “neoliber-
alism.” Economists generally think that regulation
of markets should be undertaken only after exten-
sive market failure. For them, deregulation is a
form of negative integration. Tearing down market



barriers will make firms compete harder and force
them to allocate their capital more efficiently.
Economists are always skeptical of regulation be-
cause of the possibility of rent secking either on
the part of governments or a subset of firms (see
Noll 1989 and Peltzman 1989 for reviews). Gov-
ernments will want to keep control over economic
actors and keep tax revenues high. The largest and
most powerful firms will push to have laws written
to protect them. Regulatory bodies are also more
subject to takeover by incumbent firms that will
make regulation work for them at the expense of
others. The long-term effect of regulation for ei-
ther governments or firms will be to produce less
economic growth. So most economists favor neg-
ative integration projects and deregulation of in-
dustries because they push firms to compete di-
rectly on the price and quality of their goods.

The opposite point of view is that markets can-
not function without formal and informal institu-
tions (North 1990; Fligstein 2001; Vogel 1996;
Weiss 1998; Rodrik 1997; Dezalay and Garth 1996;
see the papers in Dezalay and Garth 2002a). Mar-
ket actors need rules to guide their interactions
and exchanges, and without these rules, they may
fail to make investments. The issue is not whether
to have rules guiding economic exchange, but how
to create the right kind of rules to promote eco-
nomic exchange and allow for the rule of law. For
institutionalists, the negative integration project is
only one step toward market building. It unleash-
es demands by market actors (firms, workers, con-
sumers, and governments) for positive integration
to insure that markets function properly and that
their potentially negative effects are mitigated
(Fligstein and Stone-Sweet 2002).

This debate has played out in interesting ways in
discussions of globalization. For most of those
(and they are mainly economists) who dominate
the economic policymaking of the U.S. govern-
ment, the Organization for Economic Coopera-
tion and Development, the World Bank, and the
International Monetary Fund, deregulation and
negative integration (particularly the reduction of
tarift barriers) are good things. National govern-
ment interventions into capital, product, and labor
markets are bad things. The main recommenda-
tion by economic policymakers to governments
around the world is to deregulate markets and re-
sist national appeals to do otherwise.

But it is here that the empirical literature shows
curious results. Instead of getting weaker or less
involved with their economies, governments have
actually increased their involvement even as they
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have embraced free trade (see the papers in Berger
and Dore 1996 and Crouch and Streeck 1997;
Weiss 1998; Vogel 1996; Smelser 1995). Rodrik
(1995) shows that as national economies have be-
come more open to trade, governments have tend-
ed to spend more money to equalize the bad dis-
tributional effects of trade. Garrett (1998) has
shown that national political coalitions based on
center-left parties have preserved the ability of
governments to redistribute income and regulate
labor markets even as trade has increased.

Moreover, the literature shows positive integra-
tion projects often follow on the heels of negative
integration projects (for a partial review, see Berg-
er 2000). So, for example, the European Union
has moved from fundamentally a negative integra-
tion project in the 1960s and 1970s to a more
positive integration project in the 1980s and
1990s (Fligstein and Stone-Sweet 2002). The
General Agreement on Tariffs and Trade, the basic
framework for reducing tariffs around the world,
started out as a negative integration project. But
in the last round of trade negotiations, govern-
ments decided to form a more permanent organi-
zation, the World Trade Organization, and a dis-
pute-settling mechanism to resolve trade disputes
under WTO rules. The various trade agreements
between the United States, Canada, and Mexico
that evolved over the twentieth century culminat-
ed in an extensive and ambitious agreement, the
North American Free Trade Agreement, that also
contains transnational mechanisms to enforce it.
Indeed, it will be argued that globalization via
negative integration will not produce an integrat-
ed world economy. The most integrated regional
economy is the European Union, and it is no sur-
prise that it has the most extensive system of pos-
itive trade rules, a court that handles disputes, and
now, a single currency.

The increase in global governance over time is
what institutionalists of all varieties would predict.
But there has been a great deal of unevenness in
what sort of projects have been undertaken. It is
obvious that international trade agreements have
favored traders. It is here that economic sociology
may shed some light. Among the questions one
can pose are the following: Where does the de-
mand for international governance come from?
What kind of governance do actors seck? How do
they enforce the rules they collectively create? Why
is it easier to get international agreements for pro-
ducers, but much harder to get agreements for
other groups, such as labor and the environment?
Under what conditions are governments prepared
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to give up sovereignty in international economic
agreements?

This chapter first considers the extant theoretical
background in political science, sociology, and
economics. Then it provides a critique of these
perspectives, focused primarily on what they leave
out. Next comes a consideration of how economic
sociology can help by offering a conception of
markets, their institutions, and their links to gov-
ernments. A typology of international economic
arrangements is suggested. Then an extensive dis-
cussion of one case, the European Union, illus-
trates these various principles. Finally, some possi-
ble research agendas are proposed.

BACKGROUND

The literature on international economic agree-
ments is dominated by research in political science
and economics, although sociologists have con-
tributed in their work on political economy (Block
1977; Wood 1986), world systems (Wallerstein
1984; Arrighi 1994), neo-Marxist approaches
(Streeck and Schmitter 1991; Murphy 2000; Rob-
inson 2001), and world culture (Meyer et al.
1997; Boli and Thomas 1998). The classic litera-
ture on international relations was dominated by
the realist school of thought. Here the world of
states was depicted as an anarchic realm where
power and interest dominated. Military might and
security were the central concerns of states. Inter-
national agreements were seen as derivative from
the larger power dynamics of states and therefore
as inconsequential (Waltz 1979).

A number of schools of thought that have
evolved over the past 30 years have taken issue
with the realist point of view: neorealism or liber-
alism, political economy from an interest group
and a neo-Marxist perspective, constructivism, world
systems, and world culture. All begin with the idea
that international institutions produce constraints
on states and shape their subsequent behavior. In
this way, these arrangements have consequence for
the sovereignty claims of states. One of the core
features of modern states is their claim to control
everything that goes on within their borders. This
claim of absolute sovereignty is, of course, just a
claim, and the sovereignty that states actually have
depends on their capacity and politics (Krasner
1988). The interesting question that each of the
postrealist perspectives poses is why states enter
into international economic arrangements if they
may lose control over some aspect of sovereignty.

NEOREALISM

The neorealist perspective sticks with the idea
that states are unitary actors with interests (Keo-
hane 1984; for a recent interesting updating of this
perspective see Koremenos, Lipson, and Snidal
2001). Instead of seeing an anarchic world where
military power dominates, neorealists view states as
willing to cooperate with other states when it
serves their interests. States are prepared to trade
off sovereignty if they can make arrangements that
have tangible benefits. So, for example, states are
prepared to lower tariffs in an international agree-
ment, thereby making it harder for subsequent
governments to raise those tariffs. This decrease in
sovereignty is acceptable because of the societal
gains from free trade. International organizations
are viewed in a similar light. States give power to
international organizations in order to attain joint
gains from cooperation. Moreover, the particular
institutional design of an international organiza-
tion is thought to precisely reflect the willingness
of states to cede such sovereignty in order to cap-
ture gains. So some international organizations are
“talk shops,” while others have more bite. What
explains states’ willingness to participate in either is
the size of positive gain (Koremenis, Libson, and
Snidal 2001). Neorealism makes one strong pre-
diction: states will not enter into binding agree-
ments or set up international organizations unless
the benefits outweigh the potential costs (in both
harm to national interests and declines in national
sovereignty). An international economic agree-
ment requires states be willing to cede sovereignty
to an international governmental organization
(IGO). The unevenness of current international
systems of governance suggests that it is difficult to
get states to make these kinds of agreements.

Scholars in this tradition have viewed the inter-
national arenas where trade agreements have been
hammered out and enforced as important to push-
ing governments toward freer trade. The General
Agreement on Tariffs and Trade (GATT), World
Trade Organization (WTO), European Union
(EC), North American Free Trade Agreement
(NAFTA), “Market of the South” (MERCOSUR),
Association of Southeast Asian Nations (ASEAN),
and APEC (Asian Pacific Economic Cooperation)
all have reinforced cooperation between govern-
ments on issues of trade and seemed to push the
possibility of cooperation. The main mechanism by
which increases in cooperation over time occur is
positive feedback. Governments that participate



get increased economic growth as free trade works
for their society. This makes them more likely to
open more markets. It is also the case that some in-
ternational governmental organizations have been
less successful in pushing free trade (e.g., APEC
and ASEAN) and been more like “talk shops.” A
neorealist explanation of this pattern would focus
on the lack of payoff perceived by national gov-
ernments.

PovriticAL ECONOMY

In the political economy perspective, states’ in-
terests are less unitary and more subject to internal
and external political pressures (for recent reviews,
see Milner 1999 and Berger 2000). Its views are
related to the general model of regulation that
comes from economics. Economics starts out from
the position that free trade is always good because
of the theory of comparative advantage. Adherents
to this theory wonder why governments ever un-
dertake protectionist measures. Political scientists
and sociologists generally start with the opposite
view: that various constituencies in society prevent
state actors from entering into free trade agree-
ments centered on negative integration. Scholarly
attention has focused on which national interest
groups favor of trade and which oppose it.

In the case of international economic agree-
ments, exporters (i.e. multinational corporations,
or as some call them, transnational corporations
[hereafter TNCs]) generally favor more open mar-
kets, and local producers who are totally depen-
dent on the national market favor closed markets.
The relative size and weight of these groups in a
particular society affect the ability of governments
to enter into international economic agreements.
There are two basic variants of this thesis. One em-
phasizes that sectoral interests predominate, while
the other views class interests as pivotal. In the for-
mer approach, firms in particular sectors, like steel
and sugar, that have been negatively affected by
opening up boundaries to imports oppose partici-
pation by their governments in trade pacts. Simi-
larly, those that would benefit from exporting, like
airplane manufacturers and computer firms, favor
such pacts. Governments may pursue trade open-
ings for their major exporters and protectionism
for those that might be hurt by open markets (for
empirical examples in this literature, see Irwin 1994,
1996; Frieden 1990).

Another approach focuses attention on capital
and labor, secing firms and workers as pitted
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against one another. Capital would theoretically
prefer to have open product and capital markets so
it can seek out the highest possible returns. Labor
would prefer to keep capital captive. Since labor is
the least mobile of resource endowments, it is the
most likely to pressure governments to protect in-
dustry. Evidence exists to support this division of
interests (Rogowski 1989; Midford 1993; Scheve
and Slaughter 1998). One way to bring both the-
ories together is to recognize that sector and fac-
tor interests could coincide. So, low-skill, labor-
intensive industries confronted with high and ris-
ing import penetration would mobilize both firms
and workers to support protection. There are re-
search results that support this view (Baldwin
1986; Trefler 1993).

The political economy literature has also been
interested in why the past 20 years have witnessed
such a huge global expansion of world trade and of
world trade agreements. Theorists who begin with
the idea that a particular country has a trade
regime because of its mix of economic activities
have to consider how those activities have changed
in order to explain why governments have shifted
policies. A number of provocative arguments have
been made. One argument is that as trade barriers
have decreased (with the GATT and the European
Union), both capitalists and skilled workers view
exporting as an opportunity and therefore press
their governments for more trade agreements.
This produces a kind of “virtuous circle” for sup-
port of free trade (Frieden and Rogowski 1996).
This argument seems of greater relevance to more
developed than to less developed countries.

In the case of less developed countries, another
set of arguments has been made. Scholars argue
that governments have taken the relative failure
of import substitution strategies and the relative
success of the open Asian countries as impetus to
shift from trade protectionism to trade openness
(Krueger 1997; Rodrik 1994, 1995; Bates and
Krueger 1993). It turns out that there is little evi-
dence to support this view. Most less developed
countries still have organized opposition to such
shifts in policy among both capital and labor. Their
governments often changed policies in the face of
substantial opposition.

A more promising line of research to explain the
interest in open trade among less developed coun-
tries looks at political factors. Some of these are
domestic, like the capacity of the local bureaucracy
to act autonomously from key interest groups and
the existence of democracy. Others are interna-
tional. Here, scholars have emphasized the role of
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U.S. hegemony, the fall of communism, and the
push to economic liberalization by IGOs like the
Organization for Economic Cooperation and De-
velopment, the World Bank, and the International
Monetary Fund (Krasner 1976; Lake 1988; Gowa
1994; Russett 1985; Haggard 1995; Evans 1996,
1997). The international economic environment
has provided ideological and material support to
push free trade and financial deregulation. The
epistemic community of international aid and eco-
nomics organizations has pushed the view that the
path to economic growth is more market and less
regulation. Both carrots (i.e., trade access to de-
veloped countries and international investment)
and sticks (requirements from the IMF and the
World Bank to open markets in exchange for aid)
are used to open markets.

NEO-MARXIST AND WORLD SYSTEMS
APPROACHES

Several other related literatures, located mostly
in sociology, try to understand the link between in-
ternational economic arrangements and global eco-
nomic activity: neo-Marxist approaches and world
systems theory. Both of these schools of thought
view the dynamics of capitalism as driving world
economic integration and producing economic
governance on a world scale. Their main similarity
is to posit that the world system of states and the
world economy are mutually constituted. This
means that the dynamics of the economy (both na-
tional and international) will have direct effects on
the types of international governance that are pos-
sible. They differ in emphasizing different political
and economic forces in the construction of global
governance. Unlike political economy approaches
in political science, they assume that capitalism is a
system. Neo-Marxists and world systems theorists
view the forms of regulation that emerge less as a
product of bargaining processes and more as a
product of systemic imperatives.

One approach is to focus on how the United
States as the hegemonic economy and military
power has pushed its “liberal” agenda through its
design of and control over international organiza-
tions. Block (1977) documents the U.S. attempt
to produce an international financial architecture
following World War II that would promote a free
trade agenda. But Block concludes that the IMF
and the World Bank (and by implication, the U.S.
government) were ultimately unsuccessful in this

effort. The financial architecture could not contain
crises, and this inability produced the collapse of
the Bretton Woods system in 1973. Wood (1986)
shows that the U.S. government dictated policies
to developing countries and used the international
financial system to force countries to pursue free
trade and deregulation. Some political scientists
have noted these processes. Helleiner (1994) con-
siders the pressure on developing countries to pur-
sue financial liberalization during the 1980s. Re-
cently, studies of the Asian financial crisis of the
late 1990s have focused on the role of the IMF
and the World Bank in promoting financial liberal-
ization around the world. Most scholars agree that
this intervention set up the financial meltdowns of
the late 1990s (Stiglitz 2002; see the papers in
Jackson 1999 and Pempel 1999).

While some neo-Marxists believe the interna-
tional apparatus is fragile and generally not up to
the task of regulating the world economy, others
have viewed the forms of global governance in
more functionalist terms. World systems theory
starts with the premise that the world economy has
been evolving since at least 1450 (Wallerstein
1974). During this time, there have been waves of
economic growth that were presided over by
hegemonic powers, first in Italy, then the Nether-
lands, then Great Britain, and finally, the United
States (Arrighi 1994, 6; Wallerstein 1984 ). World
systems theory argues that the rise and fall of these
hegemons follows an economic cycle that involves
expansion of the existing capitalist world system
under their direction, the maturing of that expan-
sion, and an eventual decline. The old hegemon is
replaced by a new one with a new set of strategies
and tactics to dominate the world.

In the most current cycle, the hegemon is the
United States. The United States was able to as-
sume this political role after World War II because
it was the largest economy and had the strongest
military apparatus. The United States produced a
world order that reflects its attempt to maintain
power. From the world system perspective, the
world division of labor between developed and de-
veloping societies is reinforced by this order, keep-
ing the world safe for development by American
economic interests, primarily TNCs (see Arrighi
1994; McMichael 1996; Chase-Dunn 1998). From
this point of view, the IMF, World Bank, GATT,
and WTO are all outgrowths and representatives
of U.S. hegemony. The main current concern in
the world systems literature is that the United
States is in decline economically (Wallerstein 1984;



Boswell and Chase-Dunn 2000; Arrighi 1994).
This implies that there will be a resurgence of con-
flict in the world system and that U.S.-inspired
IGOs will fall as the hegemon they support falls.

Another perspective on the global economy and
international governance is neo-Marxist in its ori-
entation. Instead of locating the structure of the
world economy and polity in the interests of the
United States, this literature views the global sys-
tem as an outgrowth of the emergence of a global
capitalist class. The strongest statement of this per-
spective is Robinson’s (1996, 2001). Robinson ar-
gues that the world economy has moved to be-
come a global economy. This implies an emerging
worldwide capitalist class made up of the owners of
multinational corporations. These corporations are
now transnational; that is, they organize their ac-
tivities on a worldwide scale in order to take ad-
vantage of differences in regulation and the price
of labor.

From Robinson’s perspective, this transnational-
ist capitalist class wants to undermine the power of
traditional states in order to force those states to
deregulate their markets, tear down tariff barriers,
and generally lower social protection of workers.
They also have set up a transnational state that
consists of the international organizations that en-
force fiscal, monetary, and regulatory discipline on
countries around the world, such as the World
Bank, the IMF, the OECD, and the WTO. These
organizations help push forward a neoliberal state
at the national level and prevent international reg-
ulation of capital.

Robinson (2001) and Murphy (1994) argue
that a large number of international nongovern-
mental organizations (INGOs) have emerged to
help firms coordinate their production. Murphy
(1994) views these INGOs as creating a kind of in-
ternational civil society that promotes the interests
of corporations. He shows that the growth of these
international organizations over the past 150 years
reflects the concerns of capital over labor. Most of
these organizations promote international trade by
guaranteeing the standardization of products.
Murphy argues that while other kinds of issues
have been put on the international agenda (i.c.,
health, safety, the environment, and to a lesser de-
gree, labor standards), labor has lost the most in
the past 30 years. He believes that eventually
transnational interest groups, in the forms of
INGOs, can have influence over this emerging
polity. But he recognizes that this emergence is
fraught with difficulties.
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CONSTRUCTIVISM

Constructivism is an umbrella term for ap-
proaches emphasizing that the arenas of interna-
tional agreements are social constructions and that
the interests and identities of states are endoge-
nously determined in the process of making such
agreements (for recent reviews, see Finnemore
1996; Finnemore and Sikkink 2001; Jacobson
2000). This point of view encompasses a number
of positions. John Meyer and his colleagues (for a
review, see Boli and Thomas 1998) have undertak-
en a research program in what they call “world cul-
ture.” Other scholars have studied how interna-
tional norms are formed in particular domains.
Still others have studied international law and in-
ternational intergovernmental organizations (see
Dezalay and Garth 1996; and the papers in Deza-
lay and Garth 2002a). Finally, epistemic communi-
ties and NGOs are viewed as agents who have af-
fected the evolution of various agreements. It is
useful to briefly review these arguments.

The constructivists pick up where the neorealists
leave off. Neorealists believe that international or-
ganizations can help states cooperate by providing
arenas where governments can learn more about
cach other and gain trust that collective agree-
ments will be enforced (Keohane 1984; Yarbrough
and Yarbrough 1992). Constructivists believe that
under some circumstances, international organiza-
tions and the nongovernmental actors that popu-
late the fringe of international politics can affect
the preferences, identities, and actions of states
(Finnemore and Sikkink 2001; Jacobson 2000).
“Constructivism focuses on the role of ideas, norms,
knowledge, culture, and argument in politics,
stressing in particular the role of collectively held
or ‘intersubjective’ ideas and understandings on
social life” (Finnemore and Sikkink 2001, 392). Its
theorists hold that human interaction is shaped
primarily by ideas, not just material interests; these
ideas are not reducible to individual interests, and
they shape the identity and interests of actors
(Ruggie 1998; Wendt 1999).

In the context of international relations, scholars
have spent a great deal of energy trying to demon-
strate that such factors have independent causal ef-
fects on outcomes of interest. So, for example,
Katzenstein and colleagues tried to show the effec-
tiveness of internationally held norms on security
issues like slavery, piracy, the trafficking of women,
foreign aid, and the rules of war (see the papers on
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national security in Katzenstein 1996). Checkel
(1997, 1998) has focused on how particular inter-
national norms have been interpreted and used in
domestic politics of states.

The constructivist approach suggests a laundry
list of mechanisms by which ideas and norms
might be consequential for the organization of in-
ternational activities like trade. One idea that has
come out of this literature is that of a norm entre-
preneur; that is, a person, an organization, or even
a set of organizations that works to change some
aspect of international rules or laws. Klotz (1995)
and Thomas (2001) show how these activists work
within countries and across them. Keck and Sik-
kink (1998) and Risse, Ropp, and Sikkink (1999)
look at cases in which activist groups use the
media, symbolic politics, and issue framing to get
national governments to engage in international
negotiations.

Scholars have identified several kinds of organi-
zations here: national nongovernmental organiza-
tions (NNGOs), international nongovernmental
organizations (INGOs), international governmen-
tal organizations, epistemic communities, transna-
tional issue networks, and transnational social
movements (for reviews, see Tarrow 2001; Jacob-
son 2000). Scholars have shown that the coordina-
tion of efforts at the national and international lev-
els can lead to more significant outcomes. This
mechanism (the coordination of efforts) allows en-
vironmental and labor groups to have an effect on
international economic agreements. Many scholars
are convinced that “rational discourse” can have
pivotal effects in particular situations. It is, perhaps,
possible for Habermasian “communicative action”
to change minds and worldviews (Risse 2000).

Another constructivist interest is the spread of
formal laws and informal dispute-settling mecha-
nisms across societies. Slaughter (2002) argues
that the proliferation of actors in the global econ-
omy has produced a proliferation of laws and juris-
dictions. NGOs, TNCs, and IGOs have found
ways to create their own laws and settle their dis-
putes in private courts or through mediation that
takes place outside the boundaries of nation-states.
Dezalay and Garth (1996) show that this has oc-
curred in the world of international commercial ar-
bitration, where courts in London and other places
have created an international law outside of the
jurisdiction of nation-states. Dezalay and Garth
(2002b) argue that the model for much of this ju-
risprudence is U.S. law, and that the driving force
for the spread of dispute mechanisms is U.S.-based
transnational corporations.

The main contribution in sociology to this con-
structivist position comes from the world culture
perspective usually associated with Meyer and his
collaborators. This school of thought is interested
in how the culture of modernity is created and
spread. Meyer and his collaborators characterize
world culture as a “relatively unified cultural sys-
tem and a densely linked economy without a cen-
tralized political system” (Meyer and Hannan 1978,
298). Meyer argues that states and markets were
embedded in a larger common culture that em-
phasized the construction of actors as individuals,
rights, and laws and prescribed to states what it
took to embody modern forms (2000). Such forms
included constitutions, educational systems, and
specific practices like censuses.

Meyer, Boli, Thomas, and Ramirez (1997) con-
solidated this view. They argued that the main
agents of the propagation of modernity were IGOs,
NGOs, epistemic communities of experts, and ac-
tivist networks. Meyer et al. showed empirically the
expansion of these groups in time, space, and func-
tion. They also argued that the world culture was
selling a standard model of actorhood and citizen-
ship. Boli and Thomas (1998) expand on this the-
sis by analyzing data on the expansion of NGOs
from the nineteenth century on.

CRITIQUE

The preceding review of theories seems to imply
a cacophony of voices without much agreement.
But there are many stylized facts on which all per-
spectives agree. Over time, there has been an
expansion in the number and intensity of inter-
national economic agreements. This pattern is
roughly related to the growth of international
trade and the expansion of international finance
(although most scholars do not try to theorize the
dynamic character of this process). Governments,
transnational corporations, NGOs (both national
and international), and IGOs have all participated
in producing these agreements. They have also
helped construct international standards that are
informally adopted by transnational corporations.
They have participated in the creation of private
courts. Within countries, labor and businesses ori-
ented toward the local market have tried to pre-
vent these agreements or at least worked to get
their governments to put into place forms of social
protection in the face of free trade. Social move-
ment NGOs focused on the environment, human
rights, and women’s rights have all pushed gov-



ernments to sign agreements that address social
justice in the context of market-opening projects.
Many theories highlight the role of the United
States because it is the leading military and eco-
nomic power and its banks and transnational cor-
porations are among the main actors in world
trade. Most of the theories assume that the eco-
nomic agreements that have been reached are
“functional”; that is, they serve the interests of
those who set them in place, reflecting current dis-
tributions of power within and across societies.

The major source of disagreement is that neo-
Marxism and world systems theory see the world
economic governance structures as a direct out-
come of either the U.S. government or the needs
of TNCs, while political scientists and economists
generally see these agreements as the outcome of
bargaining processes. The result is that neo-Marxism
and world systems theory tend to view the lack of
extensive governance of the world economy as
benefiting the key actors, the U.S. government
and TNCs. Political scientists and economists are
likely to view the current level of governance as
possibly suboptimal and ineffective because gov-
ernments, firms, and labor from different countries
can block forms of economic governance that
would increase trade and economic growth. Neo-
Marxism and world systems theory suggest that
the United States and TNCs get the system they
want. Other perspectives sce existing arrangements
as suboptimal because potential gains cannot be
achieved for lack of governance.

It seems pretty obvious that there is a lack of
governance in the world economy. The endemic
crises of the financial system, the degradation of
the environment, and the incidence of poverty and
war (Evans and Rausch 1999) suggest that we do
not have enough governance. Firms’ opportunities
to earn profits are affected by bad politics and lack
of governance. With more and better national and
international global economic governance, the
possibilities for economic growth increase. The
lack of economic governance is harmful not just to
the interests of firms and the sovereignty of gov-
ernments, but to the greater welfare of the citizens
of various societies.

Much of the current discussion omits important
elements. First, the degree to which changes in in-
ternational trade drive agreements is not well spec-
ified. Second, almost no attention is given to what
is or is not contained in agreements. Third, it is
difficult to develop a typology of such agreements
because what they are used for is not clear. Finally,
the dynamics of such agreements, once in place,
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are poorly understood. The political economy ap-
proach has put the idea of feedback between agree-
ments and the likelihood of subsequent agreements
on the research agenda, but it needs more devel-
opment. These are questions that the sociology of
markets and economic sociology are prepared to
help answer. Economic sociology gives us insight
into how these various approaches might be linked
and suggests research agendas that have been bare-
ly begun.

There is a kind of “chicken and egg” problem in
linking international economic agreements to do-
mestic actors in various countries who might favor
them. If there are substantial trade barriers in a
particular sector or if one factor is able to block the
mobility of others (i.c., labor over capital), then ac-
tors who want a different trade regime have no op-
portunity to put that issue on the agenda. Indeed,
the status quo in a particular government tends to
stay in place. The real issue to explain is why trade
openings occur. Indeed, in a world where one
actor wanted protection everywhere where anoth-
er wanted open trade, the possibility for new trade
deals does not exist. One of two things has to hap-
pen. One possibility is that my traders are in the
same business as your traders and both are arro-
gant enough to believe they will dominate. Anoth-
er is that we have perfectly complementary traders,
so that my gain will be yours. This logic suggests
that the substance of trade agreements is a good
clue as to which groups are powerful across soci-
cties and why.

A related issue is the already existing degree of
market openness. We know that some products
and services (investment banking, automobiles,
petroleum) are widely traded across international
borders, while others are not (home mortgages,
retail trade). One would expect the existing level of
integration of markets to identify which market ac-
tors favor international agreements. To put the
matter another way, we do not have a definition of
a single world market for a product. In order to
make sense of which markets include actors who
demand for rules and which do not, it is important
to know which goods and services are highly trad-
ed across societies and which are not. Part of the
problem is that our theories begin with govern-
ments and national markets and then extrapolate
to international markets without governments. In
reality, some markets are more, and other markets
less, national. It is this difference (and changes in
integration) that drives expansion in trade regimes.

One reason to pay attention to the content of
trade agreements has already been mentioned (i.c.,
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which sectors are affected tells us who is interested
in such rules). But there is a deeper theoretical
problem. Most economic literature is about creat-
ing open markets, that is, markets without rules
governing who gets to be a producer and what is
produced and its price. This is what we have
termed negative integration. But such a focus takes
us away from interesting issues that all sorts of
trade agreements raise: that is, what are the insti-
tutional conditions necessary to produce an inte-
grated market? One part of such an agreement
would be the ease of entry of actors. But that is
only one issue. Once trade begins on a routine
basis, producers face decisions and dilemmas in
order to make a real integrated market sustainable.
They must have rules of exchange that allow them
to write and enforce contracts, insure their prod-
ucts meet health and safety standards of whichever
country is involved, allow them to seek out financ-
ing, and insure their products can work in any
country. Producers also want to enforce property
rights governing their investments, allowing them
to partner with locals and protecting intellectual
property. Finally, they want to avoid unfair compe-
tition. The existing literature says little about how
market-opening projects that provide positive mar-
ket integration will look and the conditions under
which such rules will occur.

Finally, the problem of dynamics haunts most
social science arguments. We understand why an
existing order is likely to remain in place. After all,
rules are written to favor the most organized, who
have resources to ensure that if situations change,
new rules will help them adjust. It is much harder
to make sense of the direction of social change in
the world economy. There are more international
organizations and agreements today than 40 years
ago. A feedback mechanism whereby the existence
of agreements empowers actors, stimulating the
demand for more agreements, is the best explana-
tion of changes that have occurred.

CONTRIBUTIONS OF THE SOCIOLOGY OF
MARKETS

The sociology of markets can be used to make
more sense of international economic agreements.
My basic view is that the sociology of markets con-
ceives of a market as an organizational field in
which a self-reproducing role structure of firms re-
flects a system of power (i.c., it contains a set of
challenger and incumbent firms) that operates
with a conception of control (i.e., collective un-

derstandings about what the actions of other mar-
ket actors mean) (Fligstein 1996, 2001). Markets
depend on extensive societal infrastructure in order
to exist. They need stable states and currency, the
rule of law, functioning property rights, gover-
nance structures, and rules of exchange. Markets
depend greatly on states, courts, and rules. States,
too, can be conceived of as organizational fields
(Laumann and Knoke 1987). States develop regu-
latory capacity for particular issues and industries.
They produce laws and rules. They also produce
courts that enforce rules. Thus, the sociology of
markets proposes that to make markets, you need
participants (i.e., firms), rules, and usually, govern-
ments to create and enforce rules.

Four main conceptual understandings relevant
to understanding international economic agree-
ments can be derived from the literature. First, the
theory provides an account of how markets come
into existence, stabilize, and are transformed. This
can be used as a way to understand if markets are
becoming globalized and how many such markets
exist. Second, the sociology of markets implies that
actors frequently seek out states to help them pro-
duce rules to guide their actions. It follows that
firms in more globalized markets desire interna-
tional rules more than firms in markets protected
by national governments. If we know which mar-
kets are being globalized, we can predict the na-
ture and direction of rules. Third, the sociology of
markets specifies the social institutions that are
necessary to produce stable markets. It follows that
if global markets are to work, firms will push states
to make rules to create stable market interactions.
More extensive market integration projects require
more extensive rule making of the positive integra-
tion variety. The content of international econom-
ic agreements can be analyzed in terms of the types
of rules they produce (for an example, see Fligstein
and Mara-Drita 1996). Finally, these relationships
are about power. Firms prefer rules that they
themselves write and enforce. But barring that,
they probably prefer no rules (i.e., negative inte-
gration). States try to maintain sovereignty, and
the most powerful state, the United States is one
of the main obstacles to international agreements.

The first step in developing a sociology of mar-
kets is to propose what rules and understandings
are necessary to make structured exchange (i.e.,
markets as fields) possible. Four types of rules or
institutions are relevant to producing social struc-
tures in markets: property rights, governance struc-
tures, rules of exchange, and conceptions of con-
trol. Property rights are rules that define who has



claims on the profits of firms (akin to what agency
theorists call “residual claims” on the free cash
flow of firms [Jensen and Meckling 1976; Fama
1980]). This leaves open the issues of the different
legal forms that exist (i.e., corporations vs. part-
nerships); the relationship between sharcholders
and employees, local communities, suppliers, and
customers; and the role of the state in directing in-
vestment, owning firms, and preventing owners
from harming workers. The holders of property
rights are entitled to dispose of property or earn
income from it. Patents and credentials are forms
of property rights that entitle their holder to earn
profits by claiming to use a resource. The consti-
tution of property rights is a continuous and con-
testable political process, not the outcome of an et-
ficient process (for a similar argument, see Roe
1994). Organized groups from business, labor,
government agencies, and political parties try to
affect the constitution of property rights.

Governance structures refer to the general rules
in a society that define relations of competition
and cooperation, and the organization of firms.
These rules define the legal and illegal forms of
firms’ control over competition. The rules can be
(1) laws or (2) informal institutional practices.
Laws, called antitrust, competition, or anticartel
laws, exist in most advanced industrial societies.
The passage, enforcement, and judicial interpreta-
tion of these laws is contested (Fligstein 1996),
and the content of such laws varies widely across
societies. Some societies allow extensive coopera-
tion between competitors, particularly when for-
eign trade is involved, while others tend to reduce
the effects of barriers to entry and promote com-
petition. Competition is regulated not just within
societies, but across societies. Countries have tar-
iffs and trade barriers to help national industry
compete with foreign firms. These laws often ben-
cfit particular sectors of the economy.

Rules of exchange define who can transact with
whom and under which conditions. Rules must be
established regarding weights, common standards,
shipping, billing, insurance, the exchange of money
(i.e., banks), and the enforcement of contracts.
Rules of exchange regulate health and safety stan-
dards of products and the standardization of prod-
ucts more generally. For example, pharmaceutical
products undergo extensive testing. Health and
safety standards help both buyers and sellers and
facilitate exchange between parties who may have
only fleeting interactions.

Product standardization has become increasingly
important in the context of rules of exchange, par-
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ticularly in the telecommunications and computer
industries. National and international bodies agree
on standards for products across many industries.
Standard settings produce shared rules that guaran-
tee that products will be compatible. This facilitates
exchange by making it more likely that products will
work as intended. Rules of exchange help stabilize
markets by insuring that exchanges occur under
rules that apply to everyone. If firms that ship their
goods across a particular society do not have rules
of exchange, exchanges will be haphazard at best.
Making these rules has become even more impor-
tant for trade across socicties. Many of the newest
international trade agreements, including the Euro-
pean Union’s Single Market Program and the last
round of GATT, focus on producing and harmo-
nizing practices connected to rules of exchange.

Conceptions of control reflect market-specific
agreements between actors on principles of inter-
nal organization (i.c., forms of hierarchy), tactics
for competition or cooperation (i.e., strategies),
and the hierarchy or status ordering of firms in a
given market. A conception of control is a form of
“local knowledge” (Geertz 1983). Conceptions of
control are historical and cultural products, specit-
ic to a certain industry in a certain society. They are
cultural in that they form a set of understandings
and practices about how things work in a particu-
lar market. A stable market is a social field with a
conception of control that defines the social rela-
tions between incumbent and challenger seller
firms whereby the incumbent firms reproduce
those relations on a period-to-period basis.

A set of rules under which stable markets can op-
erate helps to structure exchange in particular prod-
uct fields in a particular society. To move from
unstructured to structured exchange in a market
implies that actors have become aware of systemat-
ic problems in stabilizing exchange. Their awareness
stimulated them to search for social-organizational
solutions to their problems. But this awareness did
not come all at once. The emergence of the gener-
al social technologies that help actors to produce
and maintain modern markets depended on solving
the problems presented by property rights (i.e., who
owned what), governance structures (i.e., ways to
organize, including fair and unfair forms of compe-
tition), rules of exchange (i.e., making exchanges),
and conceptions of control (i.e., producing local
status hierarchies within markets to stabilize the sit-
uation of dominant players).

One way to partially understand modern gov-
ernments is to view them as organized entities that
produce and enforce market (and other) rules.
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There was no necessity for this historical develop-
ment. It is theoretically possible for firms to rou-
tinize exchange with one another without the ben-
efit of rules or governments. After all, most trade
before the eighteenth century took place in the ab-
sence of strong states and legal systems (Spruyt
1994). Before modernity, the problems posed by
unstable exchange were solved by private parties to
those exchanges.

There was a very practical reason for developing
more general rules for markets. North and Thomas
(1973) noted long ago that social institutions have
made entrepreneurs richer, their firms bigger and
more stable. But in spite of the fact that rules en-
couraged markets as fields, entrepreneurs, man-
agers, and governments did not comprehend that
creating governmental capacity to make rules
would help create wealth. So, for example, Car-
ruthers (1996) shows that the first modern capital
market in England was organized along political
party lines. People traded only with those with
whom they agreed on politics. One of the purpos-
es of the markets was to reward people in the party,
by giving them access to friendly pools of capital.

North, in his later work (1990), realized that
modern economic history cannot be read as the
gradual reduction of transaction costs for markets
by the production of rules that facilitate trade. En-
treprencurs and government officials were entirely
unaware that their actions were producing positive
consequences. Their actions were not framed in
these terms; indeed, they were often framed in
terms that tended to benefit the friends of the
rulers and cut out their enemies. Moreover, the
rulers of premodern European states had time hori-
zons that were far too short to understand what
produced long-term economic growth. Most mar-
ket institutions were the outcome of political strug-
gles whereby one group of capitalists captured gov-
ernment and created rules to favor itself over
political opponents. This central insight is the basis
of the theory of market governance presented here.

As one problem was solved and one set of mar-
kets stabilized, another set of problems emerged.
The increasing scale of production, and the growth
of markets and the growing awareness of entrepre-
neurs and managers of their common problems
pushed the search for new common understand-
ings and new rules.

GLOBALIZATION AND MARKET PROCESSES

These insights can be used to understand glob-
alization. The only difference between a global

market and a local one is geographic spread. A
market is “globalized” if a small number of partic-
ipants form an incumbent-challenger structure and
operate across countries with a common concep-
tion of control. It is an empirical question as to
how many world markets are truly global in this
sense. Moreover, it may be the case that some mar-
kets are partially globalized in that regions are
dominated by firms that know each other, but
some part of the world market is protected or
local. How many globalized markets are there?
Given that 83 percent of world economic activity
is national, it is safe to say that there are fewer than
many observers believe. Of course, many of these
markets are for important products like automo-
biles, chemicals, airframe manufacturers, computers,
software, pharmaceuticals, and business services
like accounting and consulting. Industries that are
partially global include telecommunications and
some financial services like investment banking.

How can we tell if a market is being globalized?
Obviously as the share of the world market for the
product that crosses national borders increases and
as firms in different countries increasingly orient
their activities toward one another, a global market
is emerging. The process by which foreign firms
enter a stable national market begins when in-
vaders arrive with a new conception of control.
When this happens, the market model predicts that
incumbents will respond (1) by reinforcing the old
conception of control, (2) by getting their govern-
ments to intervene to protect their local market,
(3) by co-opting invaders by forming alliances or
joining marketing or production arrangements. If
these efforts fail, the national market may be ab-
sorbed into the international market, with firms
adopting the new conception of control either by
employing the “new” methods for competition or
through merger.

Firms that are not exporting and are not threat-
ened by exporters do not pressure their govern-
ments to regulate trade. Firms that are exporting
and are not threatened by other firms (i.c., firms
already in globalized markets under my definition)
are also unlikely to pressure their governments to
exclude foreign firms. Firms that are not exporting
but find themselves under assault by invaders in
their home market try to get protectionist mea-
sures passed by their governments. Firms that are
exporting and feeling pressure from other ex-
porters may pressure their governments to help
open up foreign markets, particularly those of their
main competitors. This set of responses implies
that governments will simultaneously pursue the
opening of some markets abroad while protecting



TaBLE 1.
Examples of Existing Agreements
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A Typology of International Economic Agreements with

Enforcement of Rules

Dominant Actors
in Negotiations Hard Law Soft Law
States NAFTA, WTO, ASEAN, OECD,
IMF APEC
States plus European Union Basle Accords
NGOs and firms for banking
Firms and NGOs London Court of 1SO 2000

International Arbitration

some of their own markets at home. So, for exam-
ple, the U.S. government supports the textile and
sugar industries domestically while it tries to force
the internal market in Japan open for cars and
other American products.

The European Union, the North American Free
Trade Agreement, and the recently completed
GATT treaty that founded the World Trade Orga-
nization can be analyzed according to whether or
not they address property rights, governance
structures, and rules of exchange. They can also be
broken down by sectors that do or do not involve
exporters, to see if rules apply more or less exclu-
sively to those sectors (Fligstein and Mara-Drita
1996). These agreements have so far been mostly
concerned with rules of exchange that facilitate
more trade.

One arena in which agreements have not oc-
curred is the creation of a world market for corpo-
rate control (Blair and Roe 1999). It is relatively
difficult to engage in hostile takeovers in any soci-
ety except the United States and Great Britain.
Most national elites have resisted the transfer of
property rights to the highest bidder because they
thereby would lose power. States remain players in
the creation of the global economy because their
elites depend on them to preserve their power and
guarantee entry to global markets. This is prima
facie evidence that a world capitalist class does not
exist. National economic elites have jealously hung
onto their local bases of power.

A TYPOLOGY OF INTERNATIONAL ECONOMIC
AGREEMENTS

The sociology of markets offers good sugges-
tions as to the link between the creation of global
markets and the creation of international econom-
ic agreements. As producers come to compete with
each other on a global basis, they encounter prob-

lems in protecting property rights, issues of com-
petition and cooperation, and the need for rules of
exchange that facilitate trade. The demand for
global market rules thus comes from global firms
trying to create and stabilize regional or worldwide
markets. Governments play two roles in this process.
They facilitate the opening of, and rule making in,
global markets by negotiating rules affecting mar-
ket access and processes. But they can also protect
their internal market, or worry about rules that un-
dermine their sovereignty. This forces firms to con-
sider forms of governance alternative to state-
created supranational structures. If firms can create
private governance arrangements that work for
them, they avoid the costs associated with courts
and nation-states.

Table 1 encapsulates this argument.' There are
two dimensions of international economic agree-
ments: the parties to the agreement, and the kind
of rules and enforcement that come out of the
agreements. There are two main sorts of parties to
agreements: states and private organizations such
as NGOs, including corporations. Two kinds of
agreements can be reached: those that involve hard
laws that nations are supposed to incorporate into
their national law and those that involve agree-
ments over general rules or principles.

An unexplored issue is the conditions under
which nongovernmental organizations, including
corporations, are allowed to enter into interna-
tional trade agreements. Sometimes firms prefer
not to have governments involved in attempts to
establish general rules of trade. The London Court
of International Arbitration, for example, is a pri-
vate court where firms and governments can liti-
gate their contracts (Dezalay and Garth 1996;
Mattli 2001). In this instance, firms select a private
court precisely because they do not want to be
subject to the judgments of public courts. Many
international firms sign contracts specifying that
disagreements over fulfilling the terms of the con-
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tract will be settled by private arbitration. Private
courts develop their own case law, and their deci-
sions are viewed as binding by the participants.
While private courts were never directly the focus of
international economic agreements, they form one
way in which corporations address possible contract
disputes. They are private international legal arenas
that produce “law” and binding outcomes.

Similarly, firms have a great deal of interest in
standards of different kinds. ISO 2000 (Interna-
tional Standards Organization) is an organization
that helps promote standard setting in technical
products. It also certifies that firms have met those
standards in their products. This standard setting
can take on many issues. First, it can be concerned
with health and safety standards. It can insure that
products are compatible with existing technical re-
quirements. Software, for example, is often certi-
fied to be able to run on particular operating sys-
tems. These are clear cases of soft law. The rules
created by ISO 2000 are not enforceable in na-
tional law. They only signal to potential buyers that
the technology has been certified to meet certain
agreed-upon standards. In both the ISO 2000 and
private courts cases, corporations have found
means of collective governance without state ac-
tors. Private courts help facilitate exchange by
guaranteeing to firms that contracts are enforced.
They rely mostly on enforcing rules of exchange.
ISO 2000 also promotes exchange by providing
buyers with information about the technical stan-
dards of particular products.

At the opposite end are formal international
economic agreements among states. NAFTA was
negotiated by the American, Mexican, and Cana-
dian governments. While the agreement had ex-
tensive input from interested groups, such as
bankers, it was a treaty. The GATT and later the
WTO were negotiated by representatives of states.
Both agreements produced treaties that are hard
law. Signatory governments agree to give the pro-
visions of the treaties the rule of law. Governments
also engage in creating agreements that do not
have the force of law. ASEAN and APEC are or-
ganizations that bring together leaders of Asian
and Pacific Rim countries to discuss economic is-
sues of mutual benefit. Such organizations are
often “talk shops” where viewpoints are exchanged
with little implication for policy.

In a third category fall instances in which both
states and nonstate organizations are privy to ne-
gotiations. The cell in table 1 that contains hard
law as output and states and nonstate organiza-
tions as actors identifies the way that most govern-

ments operate within their national jurisdiction.
The interests of both state and nonstate actors fig-
ure into economic policymaking. The output of
that policymaking is hard law enforceable in courts.
It is not surprising that the international econom-
ic agreement in this cell of the table is the Euro-
pean Union. The EU has pushed supranational
governance farther than any other international
agreement. It has set in place a permanent legis-
lative function complete with lobbying groups, a
court, and a monetary system. This extensive po-
litical apparatus produces the most integrated
transnational market in the world.

There are also arenas of international economic
cooperation where states and nonstate organiza-
tions gather to produce soft law agreements. Per-
haps the most important site for this kind of action
is the Basle Accords. The Basle Accords are both
an agreement and an organization that works to
provide rules governing international banking and
finance. Bank supervisors from around the world
meet to determine standards for such things as
capital reserve requirements. The goal is to estab-
lish international standards for banks that will help
guarantee their solvency and signal to potential in-
vestors that banks have met those standards. Fre-
quently, governments make these standards part of
national rules. But the accords themselves do not
have the force of law. Instead, they are goals and
common rules that are meant to guide banks, in-
vestors, and governments. These kinds of stan-
dards do not just cover such issues as rules of ex-
change. They also govern property rights because
they specify how to evaluate the fiscal soundness of
banks and other financial institutions.

This plethora of international economic agree-
ments shows clearly the limits of thinking about
such agreements from either the narrow perspec-
tive of trade, or alternatively, the perspective of in-
ternational relations theory in political science. It is
the sociology of markets that pushes us to consid-
er what the relevant field of international econom-
ic agreements consists of and what the underlying
dimensions of the structuring of that field are. This
orientation means that those actors will need rules
to govern their interactions. They will need rules
to govern property rights and competition and co-
operation, and need rules of exchange. These rules
can be hard or soft. They can be made with or
without governments.

There are two interesting questions on which to
speculate: how are we to understand when states
include nonstate actors in their negotiations (and
similarly, when do nonstate actors avoid states)?



When do actors choose hard over soft law? It is
useful to envision a continuum of arenas that runs
from talk shops to agreements with both govern-
ments and nonstate organizations that produce
hard law. In table 1, ASEAN is one extreme, while
the EU is the other. The WTO and the London
Court of International Arbitration are closer to the
EU, and the Basle Accords and ISO 2000 closer to
ASEAN.

It is here that the existing literature on political
economy and international relations provides us
with hypotheses. The attaining of agreements rests
on the ability of disparate organizations (be they
states or nonstate organizations) to accept binding
results in order to further their interests at an ac-
ceptable cost. If some states or organizations will
inevitably lose by international agreements, we can
expect them to favor soft over hard agreements.
The constructionist view that existing agreements
and organizations can work to persuade either
governments or nonstate organizations to partici-
pate in new agreements seems plausible as well. To
the degree that such existing organizations can
convince other actors that going along with more
agreements (particularly of the hard law variety) is
in their interest, they will form. This is an impor-
tant future avenue of research.

One can speculate that the main mechanism by
which agreements become more binding is through
a process of ratcheting up or imitation. If groups
find that cooperation is of mutual benefit, they
may be inclined to enter into new arrangements.
They may also find that current agreements do not
produce enough or the right kind of collective
governance and act to improve them. As interna-
tional economic arrangements appear to be effec-
tive in producing collective gains, they will be ex-
panded. This appears to be the case with the
GATT, which morphed into the WTO and the
current round of trade negotiations (the so-called
Doha round). Successful negotiations may also
give other parties the idea of imitating such agree-
ments. For example, the success of the EU inspired
Latin American countries to undertake the MER-
COSUR agreement. NAFTA is currently being
touted as a model for a Free Trade Agreement for
the Americas (FTAA).

THE CASE OF THE EUROPEAN UNION
It is useful to apply insights from the sociology

of markets to a particular case, the European
Union. The underlying logic of the sociology of
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markets model can be stated simply. As problems
and new circumstances arise, firms and other mar-
ket actors press governmental organizations, in-
cluding legislators and courts, for rules to govern
markets. As these organizations respond to these
demands, new opportunities to expand markets
emerge. If market actors adapt their activities to
exploit new opportunities, they will, as a result,
push new demands. The feedback loop is complet-
ed, and the cycle begins anew.

The EU provides an extraordinary example of
this process. The EU is a unique polity. Some ob-
servers characterize it as an intergovernmental or-
ganization, an interstate “regime,” constituted by
a voluntary pooling of sovereignty (Keohane and
Hoftmann 1991). Others see it as a quasi-federal
statelike structure (Sbragia 1992), or as a “multi-
level” polity (Marks et al. 1996). Wessels describes
the EU as a “fusionist” state, in which national
governments have fused some of their functions
(1997). Still other observers see it as a complex
blend of supranational and intergovernmental
modes of governance that varies across time and
policy arenas (Sandholtz and Stone Sweet 1998).

The Treaty of Rome, which initiated the Euro-
pean Union, provided a blueprint for a complex set
of organizations with jurisdiction over economic
exchange defined very broadly. The issues on the
table have been primarily concerned trade and,
much less so, labor, the welfare state, and the en-
vironment (Streeck and Schmitter, 1991). Over
time, EU-regulated policy domains for these issues
have widened, but many have remained in the
purview of member states. The EU was built from
provisions, more or less vague and in need of con-
cretizing, contained in the treaty. The EU has four
major organizations: the Council of Ministers,
the Commission, the European Court of Justice
(ECJ), and the European Parliament (EP). The
Council, made up of government ministers from
each country, votes on new rules for the whole of
Europe. Once a new piece of legislation has been
adopted, each nation-state is obligated to trans-
pose it into national law. The member states main-
tain permanent representatives in Brussels, who are
in continuous contact with each other and with the
Commission; and heads of government meet semi-
annually to consider more ambitious initiatives and
to discuss the overall direction of the EC. The Eu-
ropean Commission produces legislative proposals
for the Council and the EP to consider, cither at its
own initiative or upon request from the latter. The
Commission was created to help states solve their
bargaining problems. It does so by producing pol-



198 Fligstein

icy studies, proposing new measures, negotiating
draft legislation with social actors (organized inter-
ests), and shepherding bills through the Council
and the EP. New measures are usually not consid-
ered by the Council until extensive negotiations
with relevant lobby groups have already taken
place. The Commission is divided into direc-
torates, each in charge of a competence delineated
by the Rome treaty. There are always a great num-
ber of proposals, large and small, floating around
the Commission, and much political activity
among people who work for the directorates and
lobbying groups (Mazey and Richardson 1993).
This complicated structure organizes multiple,
nested games in which various actors in the Com-
mission build coalitions in support of divergent
agendas (Peters 1992).

The ECJ is the authoritative interpreter of EU
law. It enforces the treaties and secondary legisla-
tion pursuant to litigation brought by private or-
ganizations, individuals, and states. These deci-
sions are binding on all parties involved, including
nation-states. In the 1960s, the Court established
the principle that EU rules supersede national law
when the two conflict. This is called the doctrine
of “supremacy.” The EC]J also decided that, under
certain conditions, EC law confers judicially en-
forceable rights and duties on all subjects of EU
law, including firms and individuals, rights that na-
tional law and courts are obliged to protect. This
is called the doctrine of “direct effect.”® Taken to-
gether, these decisions transformed the Treaty of
Rome and the EU from an international organiza-
tion to a vertically integrated, quasi-federal, rule-
of-law polity (Stein 1981; Slaughter, Stone Sweet,
and Weiler 1998; Weiler 1990). The EP is directly
elected. It sets the budget and advises the Com-
mission. Until the 1980s, its powers were mostly
advisory in nature. With the Single Act and the
Treaty of European Union, the EP accrued broad
agenda-setting powers and, under some condi-
tions, veto authority in the legislative process.
Thus, after 1986, the Council of Ministers legis-
lates with the EP, while the Commission retains its
powers of legislative initiative.

This complex mix of organizational compe-
tences, decision rules, and legislative procedures
can be confusing to participants and analysts. Na-
tional governments often seek to maintain power
through their control of the Council, and through
the activities of their permanent representatives in
processes otherwise managed by the Commis-
sion. But with qualified majority voting and the
enhanced role of the EP, governments can find
themselves having to accept legislation they voted

against. Monitoring and controlling the Commis-
sion is a costly and difficult proposition, especial-
ly when it has an activist agenda. Finally, gov-
ernments do not control the interpretation or
enforcement of EU law. The Commission or a
private party may attack them in court for non-
compliance with EU rules, and it is usually the
case that national courts and the ECJ rule against
the governments (see Stone Sweet and Brunell
1998).

The institutionalization of the Rome Treaty has
been driven by the construction of feedback loops
and other connections between relatively auto-
nomous fields in the EU. Three such fields are the
most important (Fligstein and Stone Sweet 2002):
between firms engaged in cross-border trade (seek-
ing to expand markets); between litigants (secking
to vindicate their rights under EU law), national
judges (seeking to effectively resolve disputes to
which EU law is material), and the ECJ; and be-
tween lobbying groups (seeking to influence EU
regulation) and EU officials in Brussels. European
integration occurred in three periods.* From 1958
to 1969, actors were engaged in building its main
organizations and figuring out how to make the
Treaty of Rome work. The pivotal event during
this period was the Court’s “constitutionalization”
of the treaty through the doctrines of supremacy
and direct effect. During the second period, 1970-
85, the Commission and ECJ dismantled barriers
to intra-EU trade and other kinds of transnational
exchange (negative integration). At the same time,
the Commission and the Council replaced the dis-
parate regulatory regimes at the national level with
harmonized regulatory frameworks (positive inte-
gration). Although the data (Fligstein and Stone
Sweet 2002) show that positive integration pro-
ceeded more steadily than is often appreciated,
many important harmonization projects stalled in
the Council, in part because more ambitious ini-
tiatives required the unanimous vote of national
ministers. The unanimity rule, a product of the
Luxembourg compromise in the 1960s, made
agreements difficult to forge, at a time when the
cumulative impact of negative integration was to
raise the costs of intergovernmental deadlock for
an increasing number of social and economic ac-
tors who wanted wider and deeper integration.
This period ended with the passage of the Single
European Act, which altered the voting rules for
adopting legislation pertaining to the Single Mar-
ket Program, from unanimity to qualified majority
voting in most cases. The final period, from 1986
to the present, can be characterized as the most ac-
tive from the perspective of institutionalizing Eu-



ropean market and governance structures through
positive integration.

During all of these periods trade within the EU
expanded. It expanded most dramatically follow-
ing the announcement of the completion of the
Single Market in 1985 (Fligstein and Stone Sweet
2002). In 1992, the EU agreed to form a mone-
tary union, and in January 2002, most of the EU
member states adopted the euro as their currency.
National markets are now highly integrated in Eu-
rope, and exports are now critical to economic
growth. Almost half of world trade occurs within
the borders of the EU, making it virtually a single
economy. Transnational networks of producers
and public interest groups have oriented their ac-
tivities toward Brussels. The EU’s political organi-
zations govern by making, applying, and interpret-
ing rules that are authoritative throughout the
territory of the EU. National courts routinely en-
force European law, coordinating EU rules with
national rules, and national bureaucracies incorpo-
rate EU legislation into their procedures and prac-
tices. European law now includes competition pol-
icy, attempts to create a single system of property
rights, an integrated financial system, and extensive
rules of exchange. European governments have fa-
cilitated integration, sometimes proactively, some-
times by being dragged along.

THE FUTURE OF GLOBAL GOVERNANCE: HOow
MucH? WHAT KiNnD? WHY NOT MORE?

The European Union is an extreme case of in-
ternational economic cooperation. Its very success
and its uniqueness suggest the limits of current
economic international arrangements. Existing ar-
rangements tend to be piecemeal and focused on
particular firms or industrial sectors. They fre-
quently lack strong enforcement mechanisms or
hard law. What general lessons can be learned from
the EU? Perhaps the most important is that gov-
ernments have to be prepared to give up some sov-
ereignty if they expect to produce extensive agree-
ments that will lead to more market integration.
While national governments did not always agree
with the ECJ’s decisions, they eventually conclud-
ed that attaining agreements was more important
than maintaining either veto power or preventing
those agreements from overriding national law.
Marketing opening increased trade across Europe.
The largest producers were the winners in this
market-opening project. These producers con-
vinced their national governments that pooling
sovereignty was a good thing. Not surprisingly, the
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EU subsequently proved to be a useful vehicle for
economic cooperation that produced rules to favor
traders, often the largest multinational producers.

It is useful to consider an analogous process in
the world today. The GATT lowered tarift barriers
around the world. This had the effect of increasing
world trade substantially. Nonstate actors, includ-
ing multinational corporations, convinced their
governments that increased cooperation and the re-
moval of nontariff trade barriers was a good idea.
They also convinced their governments that there
needed to be a procedure whereby trade disputes
involving the GATT and WTO rules could be arbi-
trated. This produced the dispute resolution mech-
anism of the WTO (described in Block and Evans,
this volume). The WTO dispute resolution mecha-
nism is somewhere between court and mediator. A
ruling by the WTO that a trade violation has oc-
curred implies only that the aggrieved parties
should negotiate a settlement. If a settlement is not
reached, then the WTO suggests that trade sanc-
tions can be used to collect damages. The WTO
has no independent enforcement mechanism.

The evolution of the WTO has a limited similar-
ity to the EU. The WTO, for example, has no abil-
ity to continuously engage in the creation of new
trading rules. Its dispute resolution mechanism al-
lows only states to sue each other and does not
allow nonstate organizations to participate. These
limits mean that the creation and enforcement of
WTO rules is fixed unless renegotiated. One can
predict if the nations who have signed onto the
WTO believe that additional trade has been useful
and if they feel pressure by firms to continue market-
opening projects, then more market rules and
more extensive enforcement will be created.

The world economy is nowhere near a single
market. There are multiple currencies, limited
courts, an unintegrated system of property rights,
and no policy on international competition. There
are many mechanisms to facilitate exchange (like
standard settings and removal of tariff barriers).
One can argue that one of the main (although not
the only) impediments to a single market is the
U.S. government. In protecting the interests of the
largest economy and the military hegemon, U.S.
policymakers are not likely to tie themselves to in-
ternational agreements that restrict their freedom.
The largest American corporations use the U.S.
political system to their advantage, and it is diffi-
cult to see the conditions under which they might
get a better deal from an international trade or-
ganization. They are among the leaders in propos-
ing private forms of governance that involve firms
in the making and enforcing of rules. By keeping
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negotiations like the Basle Accords, for instance,
outside of the public eye, they make results favor-
able to corporations more likely to appear in rule
making. In sum, the American government’s glob-
alization project with its exclusive focus on nega-
tive integration is unlikely to result in a single
world market. This means that the potential eco-
nomic gains to increased trade are limited.
Ironically, the institutionalist sociology of mar-
kets implies that if firms really want access to world-
wide market opportunities, they need to get states
to help them make rules about positive integration.
There is evidence this has occurred both in the EU
and in the WTO. But these forces do not necessar-
ily lead to a globalized form of governance that is
more “democratic.” Instead, large corporations can
be as satisfied with private forms of hard and soft
law. This keeps large governmental organizations
from interfering too readily in corporate affairs.
This restraint produces the mixed system of inter-
national economic agreements that we observe.
Most international economic agreements begin
and end with governments and nonstate actors
that primarily reflect the interests of corporations.
It is very difficult for consumers, labor, or envi-
ronmentalist groups to place their concerns on the
agendas of international economic talks. If corpo-
rations can move to systems of private governance
to settle contract disputes or produce common
rules of property rights, governance, or rules or ex-
change, then they make difficult targets for anyone
else to rule over. If states protect their sovereignty
and view economic agreements as narrowly con-
cerning issues of interest to exporters, then they
too will not be useful vehicles to press other inter-
ests. This leaves more local national interest groups
with their national governments as the main place
to express their grievances. National governments
continue to be the providers of environmental,
labor, health, safety, and consumer protections. As
constructivist research has shown, however, the
successes of interest groups depend on their or-
ganization, the existence of transnational activist
networks, and the pressure brought to bear at mul-
tiple points in the system (i.e., on national govern-
ments and in international arenas).

RESEARCH AGENDAS SUGGESTED BY THE
SOCIOLOGY OF MARKETS

The sociology of markets can offer conceptual
and theoretical tools that imply interesting and in-
novative research projects. The sociology of mar-

kets helps conceptualize markets and their links to
systems of governance. It provides conceptual
tools to figure out which markets are “globalized,”
how long they have been that way, and which mar-
kets are in the process of being globalized. It also
provides a framework for understanding where the
demand for global rules will emerge. Generally,
one expects global governance where markets
exist, and the push for new governance where mar-
ket openings have occurred. Comprehensive analy-
sis of markets and global governance is a large-
scale project that has yet to be undertaken.

A second group of projects suggested by this
perspective is to evaluate what types of governance
have actually emerged and why. Projects would ad-
dress who participates in these discussions, why,
and whether they produce hard or soft law. It
would also be important to make sense of which
forces push actors toward one system or another.
Finally, it is important to assess the dynamics of
these kinds of arrangements.

Finally, a frontier issue is if and how labor, envi-
ronmental, and consumer groups can become part
of discussions. In the EU, environmental and con-
sumer groups have done fairly well in getting their
issues on the agenda. Labor has done less well and
remained more attached to national political par-
ties (see the papers in Stone Sweet, Sandholtz, and
Fligstein 2001; Cichowski 1998). Such groups
have been vocal in telling their national govern-
ments that their issues need a place on the EU
agenda. By exploring this process in the EU, one
could get a better sense of whether such groups
can get a hearing at other organizations like the
WTO and the NAFTA. The NAFTA has labor and
environmental side agreements that provide the
opening for discussion of these issues (Evans
2002). Groups pushing these agreements succeed-
ed by building a transnational political coalition,
focused on labor and the environment, in Canada,
the United States, and Mexico. These issues have
been put into play in subsequent trade negotia-
tions involving the United States.

CONCLUSION

International economic agreements have prolif-
erated in the past 40 years. They have brought to-
gether governments, nongovernmental organiza-
tions, and corporations. The agreements have
covered a large number of issues in a large part of
the world. The most extensive of these agreements
are regional, the EU and the NAFTA. This implies



that international economic agreements are rela-
tively hard to attain. Our review highlighted the
political factors that produce this pattern. Nation-
al governments seek to preserve their sovereignty.
They also come under pressure from organized
groups that seek to protect their current advan-
tages. Nonetheless, these agreements have grown
more extensive over time.

The sociology of markets has several important
concepts to add to discussions. It offers a way to
understand the structure of global markets. It also
offers insight into the important link between mar-
kets and governance. Its conceptual tools suggest
that there will be an increased demand for global
governance in industries or sectors where trade ex-
pands. Through a feedback process, as firms meet
in a more globalized market, they come to prefer
more extensive rules. The sociology of markets
also suggests why it is difficult for labor, environ-
ment, and consumer groups to participate in dis-
cussions over international economic agreements.
Corporations can engage in the private production
of some forms of governance and avoid states en-
tirely. Other groups have to pressure their govern-
ments to include them in international economic
arrangements. If corporations think these groups
will have too much influence, they may opt out of
negotiation altogether.

Finally, the sociology of markets suggests a
number of research projects that so far have been
underexploited. By using the sociology of markets,
we can learn much more about how globalized
markets are, the process by which they become so,
and the process of creating international forms of
governance. Much interesting work remains to be
done.

NOTES

I would like to thank Fred Block, Paula England, Wolf-
gang Streeck, and the editors, Neil Smelser and Richard
Swedberg, for comments on an earlier draft. I would also
like to acknowledge Christopher Chase-Dunn and Ron Jep-
person, who alerted me to some literature I had neglected in
an earlier draft.

1. The figure does not include another dimension of in-
terest: whether or not the agreement results in the creation
of a permanent organization. Most international economic
agreements tend to produce at least some organizational
residue in which discussions are ongoing. But some, such as
bilateral trade agreements or the meetings of the G-7 (heads
of the seven most developed economies in the world) do not
generate formal organizations.

2. First articulated in the Costa judgment (ECJ 1964).

3. First announced in the Van Gend en Loos judgment

(ECJ 1963).
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4. For different purposes and with somewhat different re-
sults, Weiler (1999, chap. 2) analyzes the EC as a sequence
of equilibria, stages that map onto our periodization
scheme.
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10 Post-Communist Economic Systems

Lawrence P. King and Ivin Szelényi

IN THE FIRST EDITION of this Handbook we wrote
a chapter under the title “The Socialist Economic
System.” This chapter can be read as a follow-up
to, or a new section of, the previous one since our
aim now is to describe the economic systems that
have emerged with the sudden collapse (as hap-
pened in Eastern Europe) or gradual erosion (as is
currently the case in East Asia) of the socialist eco-
nomic system. The chapter in the first edition was
about the emergence of a distinctive social struc-
ture and economy that accompanied development
under the Soviet model of total state ownership
and “rational redistribution,” whereby party bu-
reaucrats setting a plan moved resources (especial-
ly capital and labor) around the economy (Kornai
1980). This produced a tendency toward a short-
age economy, and the formation of a privileged
class of intellectuals (composed of bureaucrats,
technocrats, and humanistic intellectuals) that dis-
proportionately benefited from state redistribution
relative to workers (Konrad and Szelényi 1979).
The chapter in this second edition describes the
new systems that have emerged in the post-
Communist world and the reform Communist sys-
tems of East Asia, which all have developed in-
creasingly capitalist social structures based on the
growing dominance of private property and market
integration, above all in capital and labor markets.

Our analysis demonstrates the overwhelming
conditioning power of social structures—including
intraelite structures—in processes of economic
change.

The emergent post-Communist systems have
several features that distinguish them from capital-
ist systems we know from East Asia, from the
North Atlantic region, or from the old periphery
of the capitalist system before the fall of Commu-
nism. Whether the unique features identified below
are only transition phenomena, and eventually
post-Communist capitalisms will merge with the
rest of the capitalist world into one unified system,
remains to be seen. A growing literature has de-

tailed the persistent differences between capitalist
systems, most typically the differences between
East Asian “state-led” capitalism, Anglo-Saxon
“market-led” forms, and northern European “co-
ordinated, negotiated or consensual” capitalisms
(see Thurow 1992; Hart 1992; Marquand 1997,
Coates 2000; Hall and Soskice 2001). It is reason-
able to assume, therefore, that the rather different
trajectories former Communist societies take dur-
ing the process of transition may be consequential
for the structure of their socioeconomic systems
once they are consolidated.

Whether the post-Communist world is converg-
ing toward a single form of capitalism under the
impact of strong forces of globalization, or the fu-
ture is a multiplicity of capitalist socioeconomic or-
ganizations, is in itself an intriguing question.
Some observers (Fligstein 1996; Stark and Bruszt,
1998, 2001; Nee 1998; Eyal, Szelényi, and Towns-
ley 1998, 2001; King 2001a, 2001b, 2002) have
suggested that the core of the classical concern of
comparative macrosociology, namely the cross-sys-
temic comparison between capitalism and social-
ism, should be substituted by a “neoclassical” re-
search program, which focuses on “comparative
capitalisms.” Michael Burawoy (2001a) challenged
this position, seeing capitalism as a unitary system.
Indeed, both from world system theory and neo-
classical economics the multiplicity of capitalisms
makes little sense (ironically, these otherwise so
different approaches seem to converge when it
comes to the characteristics of contemporary capi-
talism). From this perspective, there is a single
logic of capitalism, since, as Burawoy puts it, capi-
talism “erases the past.” From this perspective,
path dependency in the transition to capitalism
may be real, but it is relatively unimportant and
will vanish with the consolidation of capitalism.

One also may wonder whether all former Com-
munist states can be simply called “capitalist,” or
whether some or even all constitute a new form of
socioeconomic organization somewhere between
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capitalism and socialism. Some scholars, most
prominently David Stark (1992), insist that the
term transition is inaccurate. From this perspec-
tive, the reality of post-Communism is not that
capitalism is being built oz the ruins of socialism.
Rather, a new system is emerging built with the
ruins of socialism, combining features of socialism
and capitalism. Stark argued that individual private
property has not been sufficiently formed in cen-
tral Europe, creating a system dominated by what
he calls “recombinant property,” which is neither
private property nor state ownership, and which is
integrated by networks, as opposed to markets
(Stark 1996; Stark and Bruszt 1998). While the
evidence indicates that Stark was too hasty to pass
judgment (see Hanley, King, and Toth 2002), this
implies that there are limitations to the extent that
the new post-Communist economies are indeed
capitalist. Many observers (including Burawoy and
Krotov [1992]) have pointed out how poorly mar-
ket institutions have developed in Russia, drawing
attention to the pervasive role of barter in eco-
nomic exchange. Andrew Walder (1995) criticized
the market transition theory of Victor Nee (1989),
for not realizing that in China, redistribution,
rather than being replaced by markets, is decen-
tralized to the local level. As a result, the continu-
ity with the Communist economic system is much
stronger than market transition theory implies.
Nee himself slightly revised his 1989 market tran-
sition thesis by pointing out the “hybrid” charac-
ter of Chinese economy (Nee 1992), although he
maintained that China was moving in the direction
of full capitalism.

Some, however, argue that none of the post-
Communist systems approximate the “ideal type”
of modern rational capitalism (see Eyal, Szelényi,
and Townsley 1998; King 2002). In central Eu-
rope individual private property may not have been
formed to the extent we know it from the West
(Eyal and coauthors call it “capitalism without cap-
italists”). In Russia and some other post-Soviet
states the market institutions may be rather under-
developed (Eyal and coauthors labeled this “capi-
talists without capitalism™). In China, given the
political monopoly of the Communist Party, and
lack of progress made in privatizing state and col-
lectively owned industries, it may be problematic
to talk about capitalism at all. Rather, China may
have a “socialist mixed economy,” in which capi-
talism is primarily being built from “below.”

In this chapter we bracket these two issues.
While none of the former Communist systems of-
fers a close approximation to the ideal type of cap-

italism, they certainly are on their way from social-
ist redistributive economies to market capitalist
systems. In all countries (arguably with the excep-
tion of North Korea) we see clear trends of the
formation of private property, the making of mar-
ket institutions, and the emergence of stratification
systems based on class. While we believe the post-
Communist economies can be analyzed as exam-
ples of capitalism, we do not accept Burawoy’s
critique. While the Communist systems were un-
dergoing convergence with each other, the post-
Communist world is undergoing a clear diver-
gence—both politically and economically (see
EBRD 1999). However, even if world system the-
ory or neoclassical economics are right, and even-
tually capitalism will converge into one single sys-
tem, the process of such convergence will last long
enough to make the study of diverse trajectories or
pathways from Communism to capitalism of suffi-
cient intellectual interest.

Instead of dealing with these two interesting,
but metatheoretical questions, this chapter will
focus on two sets of issues. First, we review the
unique features of the transition from Commu-
nism to capitalism; to what extent and in what
ways is this transition different from previous his-
torical instances of transitions to market econo-
mies? Second, we will offer an attempt to develop
a comparative political economy of various forms
of post-Communist capitalism.?

In this analysis, we describe three ideal-typical
paths by which capitalism has emerged from Com-
munism. In some countries capitalism emerged
“from below,” by the creation of a new, market-
integrated private (and “hybrid”) sector in the
shadow of the old socialist redistributive economy.
In this scenario, a new capitalist class emerges from
actors that emerged in the nonplanned sector of
the economy. China is the most obvious example.
In other countries, capitalism is created with a rev-
olution “from above,” in a process where state
elites try to transform the old socialist redistribu-
tive economy into a market capitalist system by fol-
lowing the neoliberal economist’s “blueprint” (see
Stark 1992). In this path, the new capitalist class
emerges “from above” to the extent that neoliber-
al policy enables the nomenklatura (and its clients)
to transform itself into a grand bourgeoisie. This is
Russia’s path. Finally, there have been attempts to
make capitalism “from without.” In these systems
clites also try to follow the neoliberal blueprint
with a major exception; rather than allowing the
nomenklatura (or its clients) to privatize large
state-owned enterprises (SOEs), they rely on for-



eign ownership and cooperation with multination-
als. Hungary is the exemplar of this path.

These pathways produce different outcomes.
Those countries that followed “capitalism from
without” have created an economy where market
institutions are highly developed and economies
are well integrated into the world economy. We call
this system liberal capitalism. “Capitalism from
below” also creates market-integrated systems, but
they rely more on relatively small domestic capital-
ist (or “hybrid”) enterprises coexisting with a large
state-owned sector, which is increasingly market-
dependent (and thus “state capitalist”). Because of
the existence of noncapitalist property forms inte-
grated by markets (hybrid and state capitalist), we
call this hybrid capitalism. “Capitalism from above”
results in a patrimonial system. In such systems pa-
tron-client relationships pervade the economy: be-
tween the state and enterprises, as well as between
management and labor. In patrimonial systems, the
redistributive institutions are destroyed, to be re-
placed by economic activity deeply embedded in
reciprocity and networks in addition to market in-
tegration. Businesses cancel each other’s debts, use
local monies, and engage in barter.

We believe it is far from accidental that countries
built capitalism in these different ways. The path
taken can be explained by the divergent constella-
tion of class forces and inter- and intraclass strug-
gles (Eyal, Szelényi, and Townsley 1998; King
2001a, 2001b, 2002). The pattern of class conflict
and constellations are significantly affected by his-
torical and cultural heritages, as well as by differ-
ences in the level of economic development, the
geographic proximity to the core capitalist econo-
mies, and especially the timing of industrialization
and its articulation with the development of na-
tionalism (see King 2001b). These factors can be
thought of as creating the opportunity structure in
which class formation, coalition building, and con-
flict take place.

UNIQUE FEATURES OF THE TRANSITION FROM
COMMUNISM TO CAPITALISM

Arguably, the transition from Communism to
capitalism is strikingly different from all previous
transitions to capitalism in two ways. It is the first
case in history when capitalism emerged from a
system that did not know the institution of private
ownership and in which a class of private propri-
ctors did not exist. It is also the first instance in his-
tory when capitalism emerged from a noncapitalist
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economy where capital accumulation had already
taken place, and in which industrialization was
more or less completed.

Making Capitalism without Capitalists

Karl Marx was arguably quite correct when he
suggested that “within the wombs” of a decaying
mode of production, the “embryo” of the new
mode of production is already formed. While it can
be debated whether this proposition holds for all
transitions,? it certainly seems to be true—prior to
the fall of Communism—for all instances of transi-
tion to capitalism. Indeed, in the classical case of
transition, the transition from feudalism to capital-
ism in Europe, private ownership emerges first.
Feudal lords often gradually transform themselves
into private landlords, and a propertied bourgeois
class emerges (in England, of capitalist tenant
farmers), and market integration of the economy
gradually gains ground. Even the French revision-
ist historians, who challenge the Marxian thesis
that the French Revolution can be accurately un-
derstood as the struggle of the bourgeoisie against
the aristocracy, do not doubt that a propertied
bourgeoisie and the institution of private owner-
ship existed well before the revolution.

Socialism, however, was conceived as a negation
of capitalism. Therefore, actually existing socialist
societies were great experiments in operating a so-
cioeconomic system without the basic institution
of capitalism: private ownership. In all instances
the transition to socialism occurred in societies
that had eliminated some time ago the institution
of private property, and eliminated the class of the
propertied grand bourgeoisie as well. All major—
and often not only the major—means of produc-
tion were nationalized. Former owners were sent
into reeducation camps, jailed, killed, sent into
exile, or in the best-case scenario tolerated at the
very margins of the society, stripped of their private
wealth. Even the middle and small bourgeoisie was
usually eliminated, or at least greatly constrained.
Few of the shopkeepers, merchants, and artisans
could continue their individual businesses. They
were forced to become state employees and work
in government-owned and -managed large opera-
tions, or they were forced to join so-called pro-
ducers cooperatives. In most countries the same
thing happened even to the peasantry.

In terms of property and class relations, actually
existing socialism was indeed a radical negation of
any form of known capitalism. Markets were less
radically erased. After initial attempts to get rid of
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markets and monetary institutions, most socialist
economies did allow some room for the operation
of market mechanisms. As socialism progressed
from Stalinism to reform Communism, market
forces began to gain some ground. Market forces,
however, were typically limited to the sphere of
consumption and not the allocation of capital
goods. Preciously little or no price-regulating mar-
kets were allowed to operate. For example, the
“nonmarket trade of labor” was a widely known
phenomenon. Thus labor power did take the form
of a commodity, but its price was administratively
set and was sheltered in this way from the forces of
supply and demand. With rare exceptions socialist
economies were economies of “shortage” (Kornai
1980). This was observable in the nonmarket trade
for labor: unemployment was the exception, and
labor shortage was the rule.

Even in the most reform-oriented countries,
Hungary and Poland, and even until the very fall
of Communism, private ownership was limited to
consumer goods, and markets to the sphere of
consumption. There was no capitalist class in the
making, and no signs of accumulation of private
capital. This is not to say that there were no differ-
ences in terms of wealth across groups or classes of
the population. As reform progressed, the bureau-
cratic estate, or “caste,” began to “commodify” its
bureaucratic privileges (Manchin and Szelényi
1987). Real estate may have been the most impor-
tant vehicle to accumulate some private wealth.
Members of the nomenklatura began to build pri-
vately owned housing—usually of modest, but oc-
casionally of high quality—with government subsi-
dies for themselves or for their children. One also
can find evidence of other instances of such pro-
toaccumulation of private capital: the purchase of
luxury cars, the collection of valuable artwork, the
opening of secret bank accounts in Western coun-
tries. Some “proper” capital accumulation also
took place in the “second economy” by the emer-
gent new socialist petty bourgeoisie in some re-
form Communist countries (more in Hungary than
elsewhere). Finally, during the terminal illness of
state socialism some of the smartest members of
the nomenklatura tried to find ways to transform
their “right to control” into individual private
property. In Hungary and Poland in 1988 a process
of “spontancous” privatization got under way
(Voszka 1993; Hankiss 1990; Staniszkis 1991). In
Russia, during the perestroika period, the nomen-
klatura attempted to accumulate wealth by funnel-
ing state resources to the newly legalized coopera-
tive sectors, especially new banks (often established

by Komsomol members [the future oligarchs] and
older Communist Party aparatchiks [see Hoffman
2002]). If the collapse of Communism had not oc-
curred in 1989 and the system had continued
functioning for a few more decades, the nomen-
klatura may have undergone a transformation sim-
ilar to the one experienced by the feudal aristocra-
cy in western Europe.

But the fall of Communism came far too fast.
Most of the economy was not affected by sponta-
neous privatization. With very few exceptions the
reform Communist new petty bourgeoisie did not
have enough time and opportunity to accumulate
enough private ownership to become major play-
ers after the fall of Communism. The individual
wealth accumulated in consumer goods (or smug-
gled into Western bank accounts) typically also re-
mained rather trivial and hardly was enough to
qualify its possessor as a new “grand bourgeoisie.”
Thus it is reasonable to claim that it was during the
transition from Communism to capitalism that
capitalism was made on the ruins (or with the
ruins) of a system that did not know the institution
of private ownership and in which no propertied
bourgeoisie existed.

But is this of any significance? Does it matter
what the precapitalist class relations were for the
development of capitalism? Contra Burawoy and
neoclassical economic accounts, we believe it has a
major impact on the kinds of trajectories countries
take after the fall of Communism. Because of the
exceptional weakness of the bourgeoisie during
late state socialism, the early stages of post-Com-
munist capitalism has to operate with some sort of
“substitute bourgeoisie.” We will argue in the sec-
ond half of this chapter that what kind of substi-
tute bourgeoisic becomes hegemonic has a major
impact on which of the three trajectories to capi-
talism post-Communist countries follow.

In countries that follow “capitalism from above”
the former Communist nomenklatura is likely to
be such a substitute bourgeoisie. This segment of
the post-Communist power elite allies with ele-
ments of the technocracy (firm managers) and to a
substantial degree uses its political office to con-
vert public goods into its individual private owner-
ship. In regimes that pursue “capitalism from with-
out” the trend toward such political capitalism is
weak. Civil society is relatively strong, and an al-
liance of technocrats and dissident intellectuals
blocks the nomenklatura in its bid to gain posses-
sion of the commanding heights of the economy.
Instead, the hegemonic role is played by foreign
investors, who rely on domestic expert-managers



to run their local operations. In regimes that build
“capitalism from below,” the technocracy remains
hegemonic, but does not overthrow the political
bureaucracy. Thus the nomenklatura remains in
power. However, it must come to accommodate
and eventually share power with a group of emerg-
ing domestic capitalists (such as has occurred in
China, where the Communist Party recently wel-
comed capitalists into its ranks). At any rate, the
nomenklatura will eventually become “structurally
dependent” on the rate of investment of this class
of private capitalists.

Thus, the path traveled will determine the na-
ture of the emergent capitalist systems (liberal, pat-
rimonial, or hybrid), and thus their propensity for
economic growth (see King 2001a, 2001b, and
2002 for applications of this argument). How long
lasting this effect will be is difficult to predict, but
more than a decade after the transition process
began, it seems to be quite consequential for the
way post-Communist capitalism operates.

Making Capitalism after Industrialization

The “historic mission” of capitalism was to sep-
arate the producers from the means of production,
accumulate capital, and launch and complete in-
dustrialization. Since actually existing socialism
was implemented only in countries that did not
complete capitalist development, socialism per-
formed the same historic functions. Socialism, as
reinterpreted by Lenin, became an ideology of
modernization (Lane 1981). The task was to catch
up and overtake the capitalist world. As a result,
state socialism proved to be a strategy of accelerat-
ed industrialization and accumulation. At least in
its “classical epoch,” during the 1930s in Russia,
the late 1940s and early 1950s in Eastern Europe
and China, what distinguished socialism from cap-
italism most was its capacity to invest a larger pro-
portion of GNP into the productive sphere com-
pared to consumption. In addition, there was a
tendency to concentrate development more in the
secondary and less in the tertiary sector, and to
create monopolistic industrial structures, as these
priorities tendencies maximized what was redis-
tributed, thereby facilitating control by the bu-
reaucracy (Kornai 1992).

This massive industrialization and capital accu-
mulation was accomplished by an incomplete, con-
tradictory separation of the producers from the
means of subsistence and production. In one re-
spect socialism went even further than capitalism.
While there were country-by-country variations, it
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almost completely eliminated self-employment and
universalized wage labor. At the same time, given
the economics of shortage, socialism could only
operate by allowing massive subsistence produc-
tion (which occasionally resulted in massive starva-
tion). There were other limits on the separation of
producers from the means of production, also re-
sulting from the economics of shortage. Workers
could hardly be laid off, and, as a result, they had
certain property rights in the means of production
(because the full set of capitalist property rights—
the right to residual income, the right to transfer-
ability, and the right to control—are limited by the
de facto right that workers have to some income
from the firm, since they cannot practically be ex-
cluded from all benefits even if they do nothing).
Therefore, the income of workers under socialism
could be understood as composed of wages, which
reflected the compensation for their wage labor,
and “rent,” which they collected as co-owners of
the means of production.

The transition from Communism to capitalism
therefore does not lead to industrialization and
capital accumulation. In fact, in some respects, ex-
actly the opposite is happening: “capitalism from
above” and “capitalism from without” result in a
massive deindustrialization and substantial de-
struction of the previously accumulated capital,
thus in deaccumulation. In the latter path, how-
ever, foreign direct investment (FDI) leads to rein-
dustrialization. Nonetheless, during the process of
transition the former Communist economies are
massively reconfigured as they are integrated into
the world economy.

Socialism also led to “overindustrialization”—
no capitalist country ever achieved as high a pro-
portion of the labor force employed in manufac-
turing industry as typically found in socialist
economies. Since socialism was a strategy of accel-
erated economic growth, in particular during the
classical epoch, “department one” (heavy indus-
try) grew faster than it ever did under the condi-
tions of a market economy. Socialism turned out to
be “production for production’s sake” (Heller,
Fehér, and Markus 1983), with excessive concen-
tration of production in mining and heavy indus-
try. The fact that socialism fell when world manu-
facturing already suffered from excess capacity
contributed to the destruction of the productive
capacities of former socialist economies.

This is much less the case in China and Vietnam,
where the agrarian sector remained dominant
through the whole socialist epoch, though China
in particular also created a large heavy industrial
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capacity, which has proved dysfunctional as China is
integrated into the world economy. In East Asia, so-
cialism did not finish the task of industrialization
and accumulation; therefore the transition to capi-
talism follows the more traditional pattern. Any-
where from 100 to 150 million people are under-
employed in the Chinese countryside.* As migrant
workers, they move first to rural industry, but also
to urban industrial centers as a supply of cheap
labor, not unlike the rise of rural protoindustrializa-
tion and then the massive rural-urban migration in
carly capitalist development. This is different from
the European post-Communist transition, where
the transition leads to a deurbanization and in some
cases reruralization and even repeasantization.

With the deindustrialization and deaccumu-
lation cycle completed—Dby the year 2000 this
was achieved everywhere in Europe—the post-
Communist capitalist economies have joined the
global capitalist system in different ways. For those
that followed “capitalism from without,” a sub-
stantial reindustrialization, primarily through for-
eign direct investment, is under way. Given the
high human capital resources, and low wage levels
and transportation costs in the region, high-tech
industries often move in to create new industrial
capacities oriented toward the international market
(see King 2001a, 2001b, 2002). The second half
of the 1990s for these regimes was an epoch of
growth, which occasionally was rather dynamic.
But much of this growth took place in the sector
that is owned by, or linked with, foreign capital,
and that is primarily export-oriented.” It remains
to be seen whether recession or weak recovery in
the core countries will lead to an even sharper de-
cline in these regimes, or whether they will now be
able to develop their domestic markets and com-
pensate for the declining demands for their prod-
ucts on foreign markets by a growth in domestic
consumption.

While it is premature to describe the post-Com-
munist “capitalism from without” as being trapped
in “dependent development” (Evans 1979), it is
clear that these countries are more dependent on
foreign investments than any of the “dependent”
Third World countries during the 1960s, when
dependency theory most accurately captured the
socioeconomic condition in Latin America or
Southeast Asia. Nevertheless, the Czech Republic,
Hungary, or Poland is not the replay of Brazil, Co-
lombia, Malaysia, or Thailand during the 1960s.
The post-Communist liberal regimes are not only
rich in human capital and in close geographic
proximity to major capital and commodity markets

of the core of the capitalist system, but they are
also about to join the European Union. It remains
to be seen whether there will be convergence with
the core in the long run. It is not possible to tell
whether the fate of post-Communist liberal capi-
talism will be similar to the kind of partial con-
vergence with the capitalist core experienced by
southern Europe, but it would not be surprising.

Regimes created by capitalism from above, how-
ever, follow a rather different trajectory. In these
countries foreign capital is far more modest, and
their development shows a closer resemblance to
what one would expect from “the development of
underdevelopment” (Frank 1969). These coun-
tries also experienced substantial deindustrializa-
tion and deaccumulation, but so far there are no
signs of a similar reindustrialization. There was a
massive resurgence of the subsistence economy (in
Russia or Romania for instance), and exportable
raw materials have become the most important
sector in the economy. Burawoy’s notions of non-
productive merchant capital (Burawoy and Krotov
1992) and “economic involution” (1996, 2001b)
capture these processes.

In brief, capitalism from without means that
post-Communist semiperipheral regimes may be
moving toward the core (though they may be
locked in their semiperipheral position—only the
future can tell), while capitalism from above seems
to be heading toward the periphery of the capital-
ist world system. Capitalism from below, because
its most important cases were in primarily agrarian
countries, has led to a move up in the world sys-
tem, from the ranks of the superpoor to the poor,
with the future an open book.°

DIVERSE DESTINATIONS AFTER THE FALL OF
COMMUNISM

In the previous discussion we suggested that
post-Communist socioeconomic systems were mov-
ing along different trajectories. These trajectories
lead to three different destinations, or three big
families of post-Communist capitalism. These are
ideal types: concrete paths taken by various post-
Communist countries always combine elements
from all three, and thus the emergent capitalist sys-
tems will combine elements of all three types as
well.

China and Vietnam are the best empirical exam-
ples of capitalism from below leading to hybrid
capitalism. Arguably Hungary was also along that
path between the mid-1970s and mid-1980s, and



there were signs of similar development in Poland,
Estonia, and to a lesser extent in some other so-
cialist countries of Europe. Capitalism from below
occurred only in countries where the Communist
Party was able to retain its political monopoly: the
power of the apparatus and the force of socialist
ideology remained strong enough to offer a lasting
defense of the public sector against privatization.
Under these circumstances capitalism is developing
in “new spaces” created next to the planned pub-
lic sector. At some point the privatization of the
public sector inevitably comes on the agenda, as
happened in China in 1994. But it will happen
once a market-integrated private sector is already
quite established, and privatization will also likely
be rather gradual and occur through fair auctions
with the participation of many homegrown do-
mestic capitalists. As a result, it will not result in
massive unemployment and deaccumulation.

Capitalism from below most naturally begins in
the agricultural sector. First, collective farms are ei-
ther dismantled—as in China—or they are loos-
ened up sufficiently to allow private farming activ-
ity by individual peasants, initially part time, and
eventually even full time, as happened in the later
stages of reform Communism in Hungary (Sze-
lényi 1988). Capitalism from below may also coin-
cide with an influx of foreign capital. However,
since the public sector is defended, this did not
open the doors wide for giant multinationals, but
rather attracted smaller investors in the Chinese
case, or paved the road toward capitalism by creat-
ing a debt trap, as happened in Hungary or
Poland.

To what extent capitalism from below coincides
with “political capitalism” is debatable, and it is
one of the central contested issues in the so-called
market transition debate. In his seminal article Vic-
tor Nee (1989) insisted that capitalism from below
benefits the “direct producers” and undermines
the power of redistributors, while others (e.g.,
Walder [1995], Rona-Tas [1994], and Staniskzis
[1991]) insisted that cadres benefit from the tran-
sition. We do not have the definite data to adjudi-
cate between the competing claims. However, in
the context of capitalism from below, especially in
comparison with the other trajectories, Nee had a
good point. In China the central bureaucracy re-
tains its political monopoly, and therefore has nei-
ther the motivation nor (in absence of mass priva-
tization) the opportunity to convert public goods
into their individual private wealth. In the case of
capitalism from below, local apparatchiks may take
advantage of new rural industries, camouflaged
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often as “collective” firms, but in practice operat-
ing as private enterprises (so called red cap enter-
prises). Nevertheless, the space exists for noncadre
entrepreneurs to start businesses and be successtul,
which is far from the case in strategies of capitalism
from above.

It is also likely that China has experienced a rise
in political capitalism as the private sector has
grown in importance. After the private economy
becomes so large that its reversal seems impossible,
it becomes increasingly rational for the nomen-
klatura to hedge its bets and get involved in the
private economy, often through their children
(thus the social category of HCC, high-cadre
children).

Capitalism from below resembles the “classical
road” to capitalism, the road we are familiar with
especially in the United States or in the other
“white colonies.” (This is very different, of course,
from the European “classical” transition, where
capitalism emerges both from below and from
above, by feudal relations turning into capitalist re-
lations.) In capitalism from below a propertied
bourgeoisie is created rather gradually, and market
institutions are similarly established in a gradualist
way (see Barry Naughton’s analysis of “growing
out of the plan” [1995]). Given the existence of a
sizable public sector and the political domination
of the Communist Party with its anticapitalist ide-
ology, capitalism from below is still a unique post-
Communist way of creating capitalism. This even-
tually creates a hybrid capitalist system where small
and medium private (and mixed property) enter-
prises coexist with state-owned enterprises, which
also begin to behave like capitalist firms. This is not
just a socialist mixed economy, because the state-
owned enterprises represent a form of state capi-
talism, as they are increasingly integrated by the
market and seek to maximize profits.

Diametrically opposed to capitalism from below
is capitalism from above. This strategy opened up
rather unexpectedly when in 1988-91 European
Communist regimes “melted down.” Until the
mid-1980s no one seriously considered this a pos-
sibility. During this time, no scenario was devel-
oped for a way to turn an economy based exclu-
sively on public ownership into a system of private
property. East European economists, speculating
about ways to escape the deepening economic cri-
sis of state socialism, threw their hands up and said
jokingly, “We know how to make fish soup out of
fish (thus how to nationalize private property), but
we do not have the faintest idea how to make fish
from a fish soup (thus how to convert a socialist
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system into a liberal market economy).” The recipe
for this culinary miracle was discovered during the
second half of the 1980s, and it was called “shock
therapy” and “mass privatization.”® The key idea
was that a modern capitalist economy could be
created with one bold move in which the public
sector is offered en masse for privatization. All
firms will be transferred to identifiable private
owners, without much worry about the price paid
for these firms. This strategy represented a coali-
tion of elements of the Communist-era bureaucra-
cy with elements of the technocracy, mostly enter-
prise directors.’

The creation of private property from above ei-
ther took the form of voucher privatization schemes
where property was distributed to all citizens, or
firms were essentially given to their employees and
managers. In practice most countries implemented
a mass privatization based on both of these strate-
gies (Liberman, Nestor, and Desai 1997). This was
of course possible only if the Communist Party was
ready to give up its power and the ideology of so-
cialism could be delegitimated. Until mid-1988 or
carly 1989 this sounded like an unrealistic sce-
nario. However, as we know, socialism melted
down during the fall of 1989. Either a new elite
grabbed political power, or the old elite changed
its ideological colors over night. In both cases they
decided to build capitalism in exactly the same way
that socialism was built, by a blueprint, led from
above, by modernizing elites. This transformation
would again be led by a “vanguard” with privi-
leged theoretical knowledge (this time neoclassical
economics instead of Marxist-Leninism). Sachs,
possibly the most influential neoliberal ideologue,
even entitled a very influential article in the Econ-
omist “What Is to Be Done” (1990), deliberately
invoking Lenin’s famous language. The message
was clear: there is nothing inherently wrong with
vanguardism; only the end of history changed."

In capitalism from above, the emergent socio-
economic system has a distinctive patrimonial char-
acter. In patrimonial regimes “political capitalism”
reigns supreme. Communist apparatchiks manage
to exchange their political capital into private
property, frequently using management buyouts to
achieve these aims (see Freedland 2000; Klebnikov
2000). This creates a group of owners of giant cor-
porations with no experience as capitalists, typical-
ly without international contacts, and with no cap-
ital for restructuring. This significantly contributed
to a sharp drop in demand and the supply of key
investment inputs, resulting in generalized eco-
nomic stagnation (see King 2002, 2003b for the

development of this argument linking mass privat-
ization to enterprise failure).

Those regimes in which the technocracy and hu-
manistic intellectuals form an alliance against the
party bureaucrats pursue capitalism from without,
ultimately creating a liberal capitalist system, which
relies on Western multinationals. It is “liberal” in
the sense that it is dominated by legal-rational au-
thority. In these regimes privatization is a reason-
ably transparent process. Public firms are auc-
tioned off at public auctions, or ownership is
transferred to workers or citizens via vouchers,
which are traded on the market place. There is lim-
ited political capitalism—former Communist appa-
ratchiks are rarely able to manipulate the process
sufficiently to acquire massive private wealth. It
typically only happens in small or medium-sized
firms, and large corporations virtually never be-
come the private property of individual Commu-
nist apparatchiks or even groups of former Com-
munist apparatchiks.™

In the early stages of the transition the privatiza-
tion of large enterprises creates a certain amount of
“quasi-private property” or “recombinant proper-
ty” (Stark 1996). Under these circumstances gov-
ernments retain substantial indirect control, main-
ly through the banking system (as long as banks
are not privatized and as long as they own sub-
stantial stocks in privatized firms). Evidence from
Hungary indicates that recombinant property was
never dominant (King 2001a, 32-34) and was a
transitory phenomenon limited to the very largest
enterprises in capital-intensive sectors (Hanley,
King, and Toth 2002)."> Over a relatively brief pe-
riod of time, by the middle to late 1990s, owner-
ship tended to shift into the hands of foreign in-
vestors. Market institutions are created in these
regimes fairly early in the game. Prices are deregu-
lated, currency is made convertible, the banking
system is modernized and eventually some or most
of it privatized, capital imports are deregulated,
and so on. Under such circumstances, even if cor-
porate management is able to acquire controlling
private ownership in firms, managers still have in-
centives to bring in foreign investors in order to at-
tract capital for restructuring and secure access to
export markets.

Table 1 summarizes the overall argument relat-
ing class coalitions to the development of three
distinct types of capitalism. The remainder of this
chapter will explain this table, with examples from
Russia, China, and central Europe.

Exogenous and endogenous factors may help
explain why some countries followed a liberal, or
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Varieties of Post-Communist Capitalism
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Capitalism from
Without

Capitalism from
Above

Capatalism from
Below

Transitional political
strategy/clite struggle/
class and intradominant
class alliance

Type of capitalism

Dominant class
formation

Extent of class
formation

Foreign capital

Political capitalism

Domestic (petty, or
middle) bourgeoisie

Firm integration

Economic dynamism
Leading sector

Dynamic of
accumulation

Size of the state

State capacity/
formal bureaucracy

State-economy
interaction

Political institutions

Technocracy defeats
bureaucracy and
struggles with former
dissidents for
hegemony

Liberal systems
(Czech Republic,
Hungary, Poland)

Multinationals, some
domestic capitalists

Under way, but dual
structure, with patron-
client relations

Dominant

Little

Some

Markets with low levels
of nonmarket
horizontal coordina-
tion (barter, debt-
swaps, arrears)

Some

Manufacturing exports

FDI; importing capital;
export driven, some
technological up-
grading; financial
fragility

Medium

Modest/very

State provides adequate
public goods (e.g.,
stock of human
capital); some person-
alistic enforcement of
laws; state implements
an industrial policy;
medium informal sector

Liberal democracy

Bureaucracy retains
power, uses office
to acquire private
property, allies with
technocracy

Patrimonial systems
(Russia, Ukraine,
Rumania, Serbia
under Milosevic)

Patron-client owner-
ship networks;
parasitic financial-
industrial groups

Dominant estate
structure, mainly
patron-client relations

Very limited

Lot, dominant
Little

Markets and high levels
of nonmarket hori-
zontal coordination
(barter, debt-swaps,
arrears)

Little or none
Raw materials export

Political accumulation;
capital flight;
technological
downgrading

Large

Little /almost none

State does not provide
adequate public goods
(e.g., stock of human
capital); extensive per-
sonalistic enforcement
of laws by patrons
to benefit clients;
huge informal sector

Multiparty authori-
tarianism (unfree
and unfair elections
or “nonpolyarchy”)

Technocracy hege-
monic, allies with
domestic bourgeoisie,
but bureaucracy
retains political
power

Hybrid systems
(China, Vietnam)

Domestic ownership
class; marketized
hybrid property forms

Some class formation,
but great deal of
patron-client relations

Supplementary,
smaller investors

Some
Lot

Markets and central
plan (and the barter
associated with
planning)

A great deal
Manufacturing exports

State-led development
of SOEs, techno-
logical upgrading;
growth of new
private sector

Large
Great/very

State provides public
goods (e.g.,
infrastructure);
state implements
industrial policy;
small informal sector

Selective and partial
process of liberali-
zation of totalitarian
regime
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patrimonial, path and why some managed to go a
long way by building capitalism from below. In
this chapter we will focus our attention on the en-
dogenous factors, which are rooted in the class
structure, the dynamics of struggles among differ-
ent factions of elites.

It would be foolish, however, to deny that ex-
ogenous factors are consequential. Most impor-
tantly, the level of economic development coun-
tries achieved prior to Communism and, to some
degree, were able to retain under Communism,
and the proximity of markets in core countries are
likely to play an important role. It cannot be acci-
dental that only countries bordering the European
Union, and which were traditionally more devel-
oped, created liberal capitalism. One possible ar-
gument is that the more developed countries were
able to adopt neoliberal policies, since they could
afford to pay the rather high price of neoliberal
shock therapy. Less developed countries, however,
may have experimented with some shock, but they
had to suspend it before it could work since their
population could not tolerate more pain (hence
shock without therapy—see Gerber and Hout
1998; but see Murrell 1993; and King 2002,
2003b for a different interpretation of Russia’s
“neoliberalness.”) Thus, the argument could be
made that the better economic performance in
central Europe may have nothing to do with eco-
nomic policies, or the path capitalist development
took there, but can be explained simply by the fact
that they were stronger economies and closer to
Western markets.

This exogenous explanation is not without
merit, but it has limits. First of all, during the so-
cialist epoch the gap in the level of economic de-
velopment among the socialist countries narrowed
and just began to grow again after the fall of Com-
munism. And there are also curious exceptions to
such economic determinism. For instance, how
can one explain the unusual success of the Baltic
states, which were for half a century parts of the
Soviet Union. Sure, they were relatively better de-
veloped regions of the USSR; nevertheless they
were within the USSR, and during the 1990s they
comfortably outperformed the countries of the
Balkans. China is also an important exception to
economic determinism. What made it possible for
China to advance toward market institutions more
effectively than some of the patrimonial regimes of
Eastern Europe?

In addition to geography and prior level of de-
velopment, let us add a possible cultural explana-
tion to the different routes various societies took.

We do not know how far this analysis can be
pushed, but the reconfiguration of post-Communist
states along religious lines certainly deserves atten-
tion. It may be just an artifact, or it may have
something to do with elective affinities between
religion and modernization, but the three types of
capitalisms correspond to various great world reli-
gions. All liberal regimes are dominated by West-
ern Christianity; patrimonial states are Orthodox
(or Islamic); while hybrid capitalism happened to
be in the Confucian and Taoist part of the world.
It is beyond our competence to assess how impor-
tant this fact may be; we just have to note that an
affinity between religion and type of moderniza-
tion might exist.

We argue that the pattern of class conflict and
intraclass alliance (or interelite struggle) deter-
mines which path to capitalism is selected. This
does not have to be thought of as an explanation
alternative to geography, prior level of develop-
ment, or culture. These factors affect the opportu-
nity structure of the different segments of the class
structure. For example, the fact that a country is
closer to Western Europe and more culturally sim-
ilar may make an alliance of technocrats and multi-
nationals seem much more possible. At a micro-
level, it is likely to result in networks linking
socialist managers with foreign managers. This
seems to have occurred in Hungary, and then
translated into an early lead in FDI resulting from
the formation of small joint ventures joining up
former socialist era managers with often small and
medium-sized enterprise actors in the core (e.g.
Germany, Austria) (see King and Varadi 2002;
King 2001a, 55-58).

The fact that a county industrialized prior to the
imposition of socialism means that its middle class-
es (its technocrats and cultural intellectuals) have
memories and a set of internalized myths about the
“nation” that weaken their enthusiasm for Com-
munism (King 2001b; see Darden’s [2002 ] excel-
lent study on nationalism in the former Soviet
Union). Thus, these exogenous factors are impor-
tant most of all because they affect the pattern of
intra- and interclass conflict and alliance.

In the remainder of this chapter, we will discuss
the different paths to, as well as different resulting
types of, capitalism. It must be kept in mind that
these three paths are ideal types, and thus features
of the three resultant styles of capitalism are found
in all post-Communist countries. There are some
multinationals and modern capitalist markets in
Russia, while in Hungary, the archetype of capital-
ism from without, paternalism plays an important



role not only in the political-cultural sphere, but
even in the economy. Barter is not unknown in the
central European economies, and some degree of
capitalism from below can be found in the Czech
Republic and Hungary as well. Indeed, in Poland
and Slovenia there were strong elements of this
path, because these countries severely delayed the
privatization of very large state-owned enterprises.
Thus, they created a space for more capitalism
from the ground up, even as they pursued capital-
ism from without through strategic foreign invest-
ment."” Political capitalism (thus the use of politi-
cal office to acquire private wealth), which is a
central feature of patrimonial regimes, is far from
nonexistent in systems that build capitalism from
below, such as in China (as executions for corrup-
tion attest). Similarly, China has seen a great deal
of FDI (in fact, it has been the biggest recipient in
the world since the late 1990s, but its levels are still
modest on a per capita basis).

Capitalism from Above Leading to Patvimoninl
Capitalism

In those countries that wound up with patrimo-
nial systems, a fraction of the Communist political
apparatus was able to retain its power and defend
the privileges of its clients as well. While the mo-
mentum of technocratic reforms and intellectual
challenges in central Eastern Europe in the late
1960s might have been able to radically transform
the power structure if not for Soviet military
might, the bureaucratic estate in Russia was never
seriously challenged. Indeed, the collapse of Com-
munism cannot be seen as a defeat of the Com-
munist Party bureaucracy by outside forces. While
Russia had dissident intellectuals (such as Solzhen-
itsyn) who, as in central Europe, had a role to play
in delegitimizing the regime (see Shlapentokh
1990), they were not nearly as powerful as the
nomenklatura. That is, the key players in this tran-
sition were members of the political burcaucracy
itself (Linz and Stepan 1996; Garcelon 1997; and
the authoritative Reddaway and Glinski 2001).
The driving force of change was the party’s grow-
ing recognition that it could not compete eco-
nomically and militarily with Western capitalism
(Szelényi and Szelényi 1995). Gorbachev should
be seen as a technocratic reformer who opened up
to intellectuals as ammunition against the Brezhnev-
era hardliners whom he viewed as standing in the
way of necessary reforms (see Shlapentokh 1990).
At the same time, the perestroika reforms that le-
galized individual profitable activity and coopera-
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tives (in 1986 and 1987) created vast opportuni-
ties for elites in managerial and ministerial posi-
tions to profit as middlemen—enabling them to
accumulate personal wealth (the most outstanding
journalistic account is Klebnikov’s The Godfuather
of the Kremlin [2000]). This gave at least some
partocrats the ability to see a future for themselves
in a post-Communist world.

Gorbachev’s move was initially successful, as he
managed to replace much of the top Brezhnez-era
clite whom he saw as corrupt and inefficient bu-
reaucratic obstacles to reform (Hanley, Yershova,
and Anderson 1995, 647). However, these re-
forms started to get out of control as activists in
the Baltics and Armenia used glasnost to espouse
anti-Russian nationalism. Soon, the partocracy re-
alized they could survive on the regional level,
drawing their attention away from the center, and
initiating the disintegration of the Soviet Union
(Helf and Hahn 1992; Linz and Stepan 1996).

In the Russian Federation, 1988 saw the emer-
gence of “civil society” in the form of Democratic
Russia (DR). A full 80 percent of respondents in
one survey of DR’s Moscow activists were tech-
nocrats, or “specialists,” holders of technical and
professional degrees and skills (whereas 28 percent
of those employed in the Russian Republic fit this
definition). While this movement mobilized the
real discontent and grievances of the intelligentsia,
it was nonetheless “launched from within the
highest echelons of the Soviet-Party state. This
movement against the party’s political monopoly
was part of, and contributed to, a struggle of tech-
nocratic reformers against party conservatives.
This essentially split the party internally, creating
two warring factions (the Democratic Platform
and the Russian Communist Party)” (Garcelon
1997, 39, 47, 49).

When Gorbachev tried to use limited elections
against party conservatives, his strategy backfired.
Yeltsin rose to prominence through his control
over the Moscow Association of Voters, which
provided leadership for the mass-based DR move-
ment. The fact that this was a section of the Com-
munist Party coming to power (and not a non-
Communist elite, as in Poland) is clear. A full 86
percent of DR’s deputies were party members, and
Yeltsin himself had been a member of the Polit-
buro (Garcelon 1997, 64).

In June the Russian Supreme Soviet declared its
“sovereignty” from the USSR, and a dual-power
structure emerged. After the failed coup of 1991,
Yeltsin assumed full power over Russian territory.
DR, having always been a top-down product of a
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section of the bureaucratic estate, soon withered
into irrelevance. Yeltsin chose instead to align with
enterprise managers and implement shock therapy
from above. Indeed, a full 74 percent of Yeltsin’s
appointees were members of the nomenklatura
(Garcelon 1997, 70).

In January 1992, the radical transformation of
the Russian economy began. With the help of
a team of Western economists headed by Jeffrey
Sachs, “a radical reform package focusing on eco-
nomic liberalization and privatization was adopted”
(EBRD 1996, 169; see Wedel 2001). Six months
of this shock therapy led to unprecedented hyper-
inflation and a fall in living standards. To shore up
support, Yeltin incorporated into his regime repre-
sentatives of enterprise directors, such as Cher-
nomyrdin, chairman of the board of Gazprom
(Russia’s giant natural gas monopoly), who was
made vice premier of the fuel and energy sector,
and later replaced Gaidar as prime minister when
the public outcry against shock therapy forced his
ouster (Reddaway and Glinski 2001). At the same
time that Chernomyrdin joined the government, a
privatization plan relying on a combination of citi-
zen vouchers and giveaways to managers and em-
ployees was launched in June 1992. This was easily
the largest, most rapid transformation of ownership
in world history. “By July of 1994, 15,052 medi-
um- and large-scale enterprises, employing more
than 80 per cent of the industrial workforce, had
been privatized” (EBRD 1996, 169). Thus, in Rus-
sia, a self-re-created bureaucratic estate, in coalition
with elements of the technocracy in charge of large
enterprises, unleashed capitalism from above via a
full dose of shock therapy.

In these systems, Communist ideology was of
course instantly abandoned, but the former Com-
munist parties were not taken over by technocrats
and transformed into centrist or even right-wing
social democratic movements, as happened in the
liberal regimes. Instead the core of the political ap-
paratus retained control over the successor parties
and turned the Communist ideology into nation-
alist, often xenophobic, ideology. Iliescu in Roma-
nia (at least during the early 1990s—Iless so after
his return to power) and Milosevi¢ in Serbia are
prime examples. The transformation was more
complex in Russia, where the successor party lost
political power, but Yeltsin followed policies that
were quite similar to those of Iliescu and
Milosevié. In those countries where working-class
resistance, political or economic, did not weaken
the political apparatus, the technocratic and intel-
lectual opposition could not smash the political

bureaucracy. Instead, it adapted a nationalistic,
xenophobic rhetoric and the practices of political
capitalism.

The Economic Institutions of Post-Communist
Patrimonial Capitalism

Because part of the “blueprint” for creating cap-
italism includes rapidly liberalizing prices, eliminat-
ing trade barriers, and drastically curtailing the
money supply (by reducing monetary emissions,
raising interest rates, and curtailing subsidies),
post-Communist firms confront a harsh new envi-
ronment. Rapid price deregulation, given the mo-
nopolistic structure of Soviet-style economies,
leads to a jump in the price of inputs. The whole-
sale liberalization of imports creates an enormous
drop in aggregate demand for domestic producers,
as they must face global competition.” With mon-
etary emissions severely limited, government sub-
sidies drastically curtailed, and credit dramatically
more expensive, most firms run into severe cash
flow problems and a shortage of capital for re-
structuring and even day-to-day transactions. Sim-
ilarly, there was also the devastation resulting from
the political destruction of the old Warsaw Pact
Council for Mutual Economic Aid (COMECON;,
also called the Council of Mutual Economic Assis-
tance, or the CMEA) trading system. For many
states, a vast majority of exports and imports were
from the COMECON, accounting for a huge
amount of economic activity. The breakdown of
this trading system therefore disrupted supply
chains and created a gigantic loss of markets.'®

In addition to these shocks, many firms suffered
shocks associated with mass privatization (King
2002, 2003a). While the rapid privatization of
small and some medium-sized businesses is benefi-
cial because it provides a superior incentive struc-
ture for those in control of these enterprises, large
SOEs cannot be rapidly privatized without unac-
ceptable costs. Most importantly, mass privatiza-
tion means that the resulting private corporation
will not have an owner or owners with sufficient
resources to restructure the company. Without any
capital to carry out desperately needed restructur-
ing, and without the injection of any new manage-
rial talent, many firms found themselves in unten-
able positions. Mass privatization also frequently
created outside owners, with very poor arrange-
ments to monitor managers or even to monitor
other (typically inside) owners. This outcome was
virtually inevitable, as these economies lacked a
developed business information infrastructure or



effective legal protection of sharcholder rights,
which help “make markets” in advanced capitalist
systems.

The combination of these two conditions led to
massive amounts of asset stripping in the post-
Communist economy, wreaking havoc on the
functioning of many firms.* This is a paradox from
the necoliberal perspective—while involving the
state in the economy is allegedly a recipe for rent-
seeking behavior, not involving the state in the
transition creates an environment that encourages
corruption (see King 2001a, 2001b).

Only those firms with privileged access to raw
materials, or those that enjoy “natural protection”
as a result of prohibitive shipping costs (e.g., mak-
ers of furniture), are likely to be able to successful-
ly restructure (King 2002, 2003a; for useful re-
views of sectoral change in the Russian economy
see Vorobyov and Zhukov 2000 and Schroeder
1998). This creates what Gustafson (1999, 219)
calls a “barbell economy” to indicate the hollow-
ing out of the manufacturing sector, leaving only a
significant raw materials sector and a financial ser-
vices sector (the sphere of “merchant capital” [ Bu-
rawoy and Krotov 1992] or financial clientelism
[King 2001a]).

These structural challenges are exacerbated by
the habitus of former Communist officials turned
private owners. They are likely to be less entrepre-
neurial, and more inclined to be paternalistic to-
ward their business partners and employees (one
may also call this corruption if one wants to use
value-burdened labels). Communist apparatchiks
turned capitalists might ruin the emerging capital-
ist system just as much as they ruined socialism. In
regimes “from without,” the domestic expert-
managers carry a habitus as well, and are not im-
mune to paternalism either. Such actors are used to
operating within the system of a paternalistic state
and are likely to continue their state-dependent,
deferential role. Paradoxically, multinational in-
vestors need these local experts exactly because
they are well networked and have local social and
political know-how. Nevertheless, with capitalism
from without, foreign owners call the shots, and
this, together with the existence of liberal press
and democratic parliamentary institutions that
guarantee some degree of transparency, limits pa-
ternalism (and corruption).

In regimes of capitalism from above, the combi-
nation of massive structural challenges facing en-
terprises led by “inappropriate” agents typically re-
sults in economic disaster. Asset stripping typically
becomes the most “rational” way to respond, fur-
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ther exacerbating the precarious position of most
firms (see King 2003a, 2003b).

In this situation, firms frequently cannot afford
to pay wages. This contributes to labor markets
remaining underdeveloped, and paternalism fre-
quently characterizes the relationship between work-
ers and managers. This retreat from labor markets
leads firms to aid workers in gaining access to the
means of subsistence. Workers typically must resort
to food grown on garden plots or collective pota-
to farming to survive, and they are thus increas-
ingly reunited with the means of their subsistence
(Burawoy and Krotov 1992; Southworth 2001;
King 2002). This means that the enterprise and
the houschold become increasingly merged. As
vertical patron-client relations grow in importance,
workers are also separated from each other, and
their “classness” decreases.

As firms entered into financial crisis and techni-
cal bankruptcy, they frequently could not pay
taxes, which at any rate were drastically contracting
along with the economy.”” This loss of revenues,
when combined with the antistatist ideology of the
neoliberals, quickly led to a lack of state support
for the basic institutions that enable firms to suc-
cessfully restructure by raising their quality and
changing their product line to compete on the
world market. An important instance of this occurs
when the state stops supporting the educational
institutions that turn out skilled manpower, lead-
ing to a crisis for many firms. Of particular impor-
tance is the production of experts with scientific
credentials by local polytechnic institutes. While
some of this is brain drain, case study data indicates
that much is also the result of a shortage of new
technicians (see McDermott 2002 for the Czech
Republic, and King 2002 for Russia). Further-
more, because the crisis of education also affects
primary educational institutions, the shortage of
skilled manpower will only intensify in the future
(UNDP 1999, 58).

As a result of widespread financial crises, firms
up and down commodity chains are unable to get
the money or credit they need to continue pro-
duction. Rather than go out of business, however,
managers reactivate old “horizontal” ties (or gen-
erate new ones) to managers at other firms that
functioned to compensate for the scarcity of inputs
in the shortage economy. These networks now
function to aid in production given the absence of
money and credit in the new capitalist economy.
These network ties allow the firms to withdraw
from the market through interenterprise arrears,
debt swaps, and barter (see Woodruff 1999 for an



218 King and Szelényi

outstanding account of these processes in Russia).
Barter decreases the efficiency of transactions (be-
cause a middleman typically must be used), shields
firms from market pressures (because business
partners are selected on network ties, not price
considerations), and makes taxation highly prob-
lematic (because transactions can be concealed
from the state, and because in-kind taxes are easy
to overvalue when they are paid, and are difficult
and expensive to collect anyway).

The loss of tax revenue from enterprise failure,
exacerbated by the rise of hard-to-tax barter, in-
evitably weakens the state. As the state is increas-
ingly unable to meet its formal obligations, it be-
gins to break down. Poorly paid (or unpaid) state
officials are easily corrupted, and the bureaucratic
nature of the state decomposes. It becomes riddled
by reactivated (as well as new) patron-client ties
between government officials and businessmen.
Private market success comes to depend to a high
degree on arbitrary political decisions and the ex-
ercise of private force. As the state both weakens
and loses its bureaucratic character, “mafias” rise
to fulfill some of the functions of the state—such
as contract enforcement (Varere 2001).

Over time, the politically constituted ownership
groups will spread throughout the economy—
swallowing up the shares of insider-dominated
firms that can be stripped of their assets in one way
or the other. Therefore, the compromise between
the bureaucratic estate and enterprise managers
will not result in equal gains for both segments of
the former elite in the long run. In Russia, the
eventual takeover of insider-owned firms by politi-
cally connected financial groups, who then typical-
ly fail to make any investment in restructuring the
enterprise, is quite common.

Capitalism from above is also not conducive to
the development of domestic small business. Since
in both trajectories there was the massive privati-
zation of the public sector, starting small and
growing bigger was very difficult. The ensuing
economic collapse and state disintegration (which
includes an increase in the size of mafia groups to
fill the void), and inability of banks to provide
loans to new enterprises mean that new enterpris-
es face incredible odds (banks funnel money out of
the system; they do not turn savings into invest-
ments [see Popov 1999 for an insightful discussion
of the specificity of the Russian banking system in
comparative postcommunist perspective]).

Finally, the economic changes that result from
following the path of capitalism from above will
have inevitable political consequences. Specifically,

the existence of a large class of political capitalists
who owe their very ownership of property to par-
ticular patrons in political office means that there
will be enormous pressure to erode the institutions
of democracy. For owners in Russia—unlike those
in Hungary or Poland—may lose their property
rights if their patron loses office. Thus, what re-
sults are systems in which elections matter, but
they are neither particularly free nor fair.”®

Capitalism from Without Leading to Libeval
Capitalism

On the whole classes were not particularly well
formed under state socialism. Socialist society can
be better described as a rank order, rather than a
class-stratified society. Nevertheless, classes were in
formation and in particular the strength of the
working class had far-reaching consequences for
how intraclass struggles among various factions of
the ruling elites unfolded. Arguably, in central Eu-
rope, in particular in Hungary and Poland, the
power monopoly of the political apparatus had
been challenged for quite some time by an emerg-
ing alliance between enlightened technocrats, usu-
ally operating within the Communist Party, and
critical intellectuals (Kennedy 1992).

This alliance was based on common interest. Po-
litically, both wanted freedom from the bureau-
cratic estate. Economically, both believed they
could do just as well in a capitalist system by be-
coming professionals and selling their relatively
scarce labor power on the market or by becoming
entrepreneurs. A major factor in this notion was
the possibility of working for a large multinational
corporation.

The formation of the working class was most ad-
vanced in Poland, of course, where the collective
action of workers in 1980 almost brought down
the rule of the Communist political apparatus,
which was only saved by the military dictatorship
of Jaruzelski. In the summer of 1981, sudden price
hikes precipitated strikes throughout the country,
but particularly in the Baltic cities. In August, gen-
eral strikes in Gdansk and Szczecin spread through
the country, ending with government recognition
of the right to form independent unions (Kramer
1995, 673). The working class entered into an al-
liance with a group of dissident intellectuals that
had defended worker strikes in 1976 (Kennedy
1987; Bernhard 1993). The workers and intellec-
tuals picked up the support of disaffected tech-
nocrats and professionals (Kubic 1994; Kennedy
1992, 1987, Karabel 1993), culminating in the 10



million-strong Solidarity Union (which was four
times larger than the Communist Party, and 10
times larger than the official trade unions [Ost
1990, 139-40]). From this movement an anti-
Communist political counterelite was created, bent
on abolishing the nomenklatura and wresting con-
trol from the bureaucratic estate (Wasilewski and
Whnuk-Lipinski 1995, 674).

For the rest of 1981, Solidarity tried to negoti-
ate the institutionalization of its power to deter-
mine and implement economic policy. Ultimately,
the government would not agree to share its eco-
nomic power. Massive strikes continued through-
out the year, precipitating Jaruzelski’s imposition
of martial law, during which he outlawed Solidari-
ty and arrested many of its leaders (Ost 1990,
113-48). The threat of Soviet intervention was
crucial in this process.

In an effort to restore some legitimacy, Jaruzel-
ski sought to drive a wedge between intellectuals
and workers, to make concessions to the church,
and even to open up to a small class of “socialist
entrepreneurs” as in Hungary (Kennedy 1992,
55-56; Ost 1990, 155; Korbonski 1999, 146).
While Solidarity was thereby weakened, Jaruzelski
never won any measure of legitimacy, and Poland
continued to undergo serious economic problems
and the buildup of international debt (partially to
bolster consumption, and partially to try to invest
its way out of the slump) (Korbonski 1999, 143).
Unable to garner support for his 1987 economic
plan, and with the additional blow of the new Pol-
ish pope (John Paul II) calling for the relegaliza-
tion of Solidarity, the party teetered near collapse.
As a result of declining living standards, a new
round of strikes started in Gdansk and Krakéw in
April 1988. In August, strikes started in Silesia and
began to spread northward. That same month,
Jaruzelski initiated roundtable meetings with the
opposition, which would lead, in short order, to
the decisive defeat of the government in semifree
elections, ending Communist rule.

Hungary followed a somewhat similar pattern.
While the Hungarian working class never engaged
in the kind of collective action taken by the Polish
working class, it was sufficiently a threat to the
Communist apparatus that it had to try to buy po-
litical peace by opening up the second economy to
workers and peasants. The resulting petty bour-
geoisification in Hungary played a substantial role
in eroding the ideological hegemony of the Com-
munist bureaucracy and laid the groundwork for
the Hungarian technocratic-intellectual alliance to
defeat the bureaucracy (Rona-Tas 1997). In both
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countries the political apparatus was wiped out in
1989. It lost political power altogether, and there-
fore had neither the will nor the capacity to carry
out a project of political capitalism. It did, however,
have an ideology. The ideology of the victorious
technocratic-intellectual elite by 1989 was neoliber-
alism (see Eyal, Szelényi, and Townsley 1998; Eyal
2000). However, the technocratic-intellectual al-
liance did not last long. The intellectual elite turned
against the technocracy, which was now seen as part
of the former Communist establishment.

In 1990, in both Poland and Hungary the newly
formed Socialist Party suffered humiliating defeat.
The intellectuals themselves were split into liberal
and patriotic-Christian wings, and the last decade
of the century can be described as struggles among
these various political forces. Nevertheless, despite
the political differences among all of these intellec-
tual and technocratic elites, they favored neoliber-
al policies, and in particular, cooperation with for-
eign investors. Hungary and Poland are in many
respects the purest types—the alliance of classes or
clites may have been somewhat different in the
other liberal regimes, but our key hypothesis is that
in all of these regimes the Communist bureaucra-
cy was unseated by an alliance between reform-
minded technocrats with liberal and patriotic-
Christian intellectuals. This alliance received some
initial support from the working class, though for
the most part it was demobilized after the defeat of
the Communist bureaucracy.

In these regimes, neoliberalism served as the
ideological cement to the alliance of the technoc-
racy and the political dissidents (the humanistic in-
tellectuals). Its chief appeal was its radical antista-
tism (see Eyal 2000 for a more elaborate analysis of
the role of monetarism). However, because these
systems were functioning democracies, political
elites abandoned strict adherence to neolibreal
precepts (see Kolodko and Nuti 1997; Snadjer and
King 2002; King 2003b), especially ideas favoring
the quick “mass” privatization of the SOE sector.
First, direct sales to foreigners were prevalent
everywhere in central Europe. The Hungarians
privatized relatively rapidly via auctions, which fre-
quently resulted in FDI. Slovakia, Slovenia, and
Poland delayed the privatization of many large
SOEs, choosing to first restructure them and
then privatize them through competitive auctions
(often to multinationals [MNCs]).” Only the Czech
Republic managed to implement a significant mass
privatization program—which most analysts now
acknowledge led to major problems in governance.
Only the Czech Republic’s very high level of FDI



220 King and Szelényi
has kept this country out of the patrimonial
camp.”

The Economic Institutions of Post-Communist
Liberal Capitalism

To the extent that the central European cases
pursued the neoliberal transition strategy, and to
the extent that they were dependent on imports
from and exports to the former COMECON sys-
tem (the economic counterpart to the Warsaw
Pact), they suffered deindustrialization just as in
the former Soviet Union. However, FDI partially
compensates for the problems created by shock
liberalization and stabilization, as it leads to rein-
dustrialization. Multinationals provide capital and
technology, expertise, and access to world markets.
This allows more firms in non-resource-based
manufacturing to restructure to enable their sur-
vival on the market—and to export to Western Eu-
rope without massive technological downgrading
and occasionally with substantial upgrading (see
case studies in King 2001a, 2001b; King and Vara-
di 2002; King 2002). Taxes from these restructured
privatized firms, as well as continued revenues
from large SOEs and their domestic suppliers,
allow the economy to avoid the vicious circle of
declining state capacity and market withdrawal that
follows from “capitalism from above.” The pres-
ence of high levels of FDI also reduces the level of
nonmarket survival strategies like barter and inter-
enterprise arrears, as well as reducing wage arrears.

The new private economy will be strengthened,
as large greenfields and small joint ventures
emerge. Domestically owned small and medium-
sized businesses, however, are likely to suffer in at
least the short and medium term because of for-
eign competition in consumer markets, and the re-
placement of industrial input producers with the
suppliers from elsewhere in the global empires of
MNC:s. Basically, there will be capitalist growth,
but it will depend on the investment strategy of
particular MNGs, the lending decisions of foreign-
owned banks, and the ability to import industrial
inputs and capital from, and export manufactured
goods to, the core of the capitalist world economy.
Because there is capital account liberalization, and
because these economies are so sensitive to the
cost of currencies and external markets, they will
be “fragile”—or prone to devaluation (which par-
tially restores the market for some domestic com-
panies, even as it results in much less consumption
for those with savings or on fixed incomes).

Finally, democracy is consolidated because rela-

tively little political capitalism exists, resulting in
little pressure to manipulate elections.

Capitalism from Below Leading to Hybrid
Capitalism

Arguably, China followed most closely the script
described by Konrad and Szelényi (1979). In 1978
the political bureaucracy formed an alliance with the
technocratic intelligentsia, and in fact accepted the
leadership of the technocratically minded faction of
the party clite during the years of Teng Hsiao-ping.?!

The rise of the technocracy can be traced to the
disastrous policies of the political /ideological hard-
line faction of the party during the Great Leap
Forward and Cultural Revolution. On the one
hand, these policy failures greatly undermined the
legitimacy of the political bureaucracy and forced
it to give leadership to the technocratic faction. On
the other hand, these disasters emboldened, if not
empowered, the dominated class, who had no
choice but to abandon central policies and experi-
ment with reform on their own. Yang’s (1996) his-
torical study shows that in regions more heavily af-
fected by the Great Leap Forward, spontanecous
reforms started earlier and took more radical
forms. Another study (Zhou 1996) also shows that
many of the initial agricultural reform measures
were actually spontancously taken by local peas-
ants, without the government’s approval. The cen-
tral government only sanctioned them as faits ac-
complis. Teng Hsiao-ping himself acknowledges
that the success of village township enterprises
(VTEs) is completely unexpected (Chen 1989).

The bureaucracy and technocracy keep each
other under control to the present day.> The tech-
nocracy did not allow the political apparatus to im-
plement a political capitalist scenario (it had little
incentive to do so anyway, since it was not deprived
of its political power or many of its economic priv-
ileges). The Communist bureaucracy, on the other
hand, put strict limits on how far the technocracy
could go in its attempts to ally with the intelli-
gentsia and to pursue a liberal policy. This is seen
most clearly in the events of Tiananmen Square,
where the intelligentsia and workers were re-
pressed; the former much less severely than the lat-
ter (see Walder and Xiaoxia 1993).

Workers and peasants could take advantage of
the resulting balance of power. Thus, Nee is prob-
ably correct to a large extent when he sees the
“direct producers” benefiting from transition in
China, while they proved to be the losers in the
two other systems.?



It is in this sense that the path to capitalism was
from below. Economists (Jiang 2001; Naughton
1992, 1994) have found that China’s transition
first started with the opening up of the large do-
mestic markets, giving small firms an enormous
space to grow in the production of consumer
products, an area where SOEs were less concen-
trated. While many markets remain regulated and
the national consumer market is largely segregat-
ed, small local-based firms, supported by local gov-
ernments, often gain advantages over large state-
owned firms (and foreign firms for that matter) in
accessing local resources and materials.

The Economic Institutions of Hybvid Capitalism

Since Nee’s agenda-setting article in 1989, stud-
ies done by both sides of the market transition de-
bate have consistently shown both substantial
numbers of noncadre entrepreneurs in rural China
and substantial positive returns to household in-
comes produced as a consequence (Nee 1989,
1996; Walder 2002).

However, a recent study by Walder and Zhao
(2002) of rural China shows that the emergence of
capitalism in China can be divided into two peri-
ods. During the first full decade of economic re-
form (the 1980s), nonelites with nonagricultural
jobs were most likely to become private entrepre-
neurs. In the second decade, however, when pub-
lic enterprises began to be privatized, public enter-
prise managers and relatives of cadres were more
likely to become new private entrepreneurs. There-
fore, it seems plausible that there is a growing “po-
litical capitalism” problem.

Thus, China’s hybrid capitalist system still has a
great many patrimonial relationships that mirror
processes observed in Eastern Europe and the for-
mer Soviet Union. Steinfeld’s case study (1998)
shows that among many Chinese SOEs the ex-
change of products is often not accompanied by
monetary transaction, instead resulting in accumu-
lation of unpaid intercorporate debts—known as
“triangular debts.” Other elements of Russia’s pat-
rimonial system are present. Wank (1999) finds
that patron-client relationships also survived the
transition and became commodified—because pri-
vate entrepreneurs still need to have resourceful
patrons in the bureaucracy to get deals done.”* In-
deed, the worst inefficiencies of patrimonialism can
be identified. Ding (2000) reports on how oft-
shore businesses have become a major channel for
the Chinese nomenklatura to turn state assets into
private wealth. Lin and Zhang (1999) study how
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subsidiaries to urban SOEs have been used as a ve-
hicle to transfer state assets into private or corpo-
rate wealth.

Even if it is empirically true that cadres in China
benefit more from the transition than noncadres,
the situation is still very different from the political
capitalism in Eastern Europe, where the appa-
ratchiks simply directly sell off state assets and ac-
cumulate private wealth that is then channeled out
of the local economy. Thus far, cadres help their
children, but refrain from becoming capitalists
themselves. In China, because a thriving private
economy exists, political capitalists are likely to
reinvest pilfered funds in the domestic economy,
where their political connections can help them get
high returns. Moreover, private entrepreneurs thus
far have not entered into cadre positions (Walder
and Zhao 2002).

All these changes considered, we believe China’s
and Vietnam’s economic systems can best be de-
scribed as hybrid capitalist systems. While China is
moving in the direction of a full-fledged capitalist
system, it has not arrived there yet. Most crucially,
there is no clear dominance of private property.
For although the state has decentralized, the most
dynamic sector of the Chinese economy, the VTEs,
are still not privately owned, although they are
market dependent. These locally owned firms out-
perform SOEs, and between 1985 and 1996 they
increased from 14.6 percent of gross industrial
output to 27.8 percent, while SOEs fell from 65
percent to 28.5 percent (see Peng 2001). Nan Lin
(1995) proposes a “local market socialism” per-
spective to understand the hybrid nature of the
Chinese political economy. He claims that this per-
spective integrates socialism as the political axis,
market-oriented reform as the economic axis, and
locally embedded social networks as the social axis.
Similar to Walder (1995) and Oi (1999), he argues
that decentralization does not mean abandoning
the command system. Instead, the command sys-
tem and newly emerged market mechanisms are
both incorporated and embedded in local socio-
cultural networks.”

However, there is no doubt that China is mov-
ing in the direction of capitalism. First, many VTEs
are “red caps”—in which local state ownership is
legal cover for what are really private businesses
(see Liu 1992; Nee and Su 1996). Moreover, pri-
vatization has finally started to make headway in
China, which up until the late 1990s mostly “grew
out of the plan” without actively dismantling state
ownership (Naughton 1995). The privatization of
state and collectively owned industries has been
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greatly accelerated in recent years. Lin and Zhu
(2001) use a 1998 national survey to show that by
that year private ownership in SOEs was already
quite substantial. Cao, Qian, and Weingast (1999)
study the accelerated privatization process since
1995 and argue that it is helped by the federalist
structure of the Chinese political economy: regions
with larger private economies are more likely to
privatize their SOEs (because the newly unem-
ployed will be more likely to find jobs). On the
other hand, many collectively owned enterprises are
also being aggressively privatized by their local gov-
ernments. By 2002, the massive rural VTE sector,
which had employed more than 80 million people
at its zenith, underwent significant privatization,
shrinking to half its former size (Walder and Zhao
2002, 5; Li and Rozelle [2000] also report empir-
ical evidence of the privatization of VTEs).

Another factor pushing in the direction of capi-
talist property relations is the importance of for-
eign direct investment in China’s economy. While
per capita levels of FDI remain modest compared
to central Europe, as a percentage of total invest-
ment they are quite high, and absolute levels are
enormous. Of particular importance have been
Taiwanese and Hong Kong capital investments in
southern China, creating what Naughton calls the
second China Circle (1997, 7). This investment
has lead to explosive export growth, especially in
electronics.

Furthermore, the SOEs that do exist have be-
come increasingly marketized. Guthrie (1997)
studies asset diversification of Chinese SOEs and
finds that they respond to market instability and
exhibit increasingly market-oriented behaviors.
Keister (1998, 2001) shows that Chinese SOEs
adopt capitalist-like intercorporate structures—
business groups and interlocking directorates—
that have effects on firms’ performance similar to
that in capitalist economies. Nee (2001) shows that
from 1978 to 1991, the investment capital provid-
ed to SOEs came increasingly from non-central-
state sources (retained earnings, loans from state-
owned banks, and foreign sources). Over this
period, the percentage provided by state redistrib-
utors fell from 62 percent to under 7 percent.”
Other studies (Groves et al. 1994; Huang and
Kalirajan 1998) have found that many SOEs are
subjected to market competition and are market
integrated. Furthermore, market integration leads
to improved performance: greater technical effi-
ciency (Huang and Kalirajan 1998) and higher
productivity (Groves et al. 1994). Another study
(Groves et al. 1995) also finds that a managerial

labor market is emerging in the state sector and
that the allocation of managerial resources is in-
creasingly governed by the market. Because these
firms remain state owned, but are increasingly
market integrated (must buy inputs and sell prod-
ucts on markets) and behave like capitalist firms,
we can call this type of property state capitalism.

The Chinese system is hybrid because it is still a
long way from becoming dominated by capitalist
private property. However, it is capitalist to the ex-
tent that markets have flourished, and the private
economy continues to expand, while the SOEs de-
cline but behave increasingly like capitalist firms
(see Nee 1992,2001). By 1993, SOE employment
in urban areas declined from 75 percent to 60 per-
cent, and in rural areas to around 30 percent (Cao,
Qian, and Weingast 1999). This should not be
taken to imply that China is particularly neoliberal
(see King 2003a). The Chinese transition has been
overseen by a strong state (see Nee 2000), which
continues to promote “national champions” from
the SOEs that constitute Chinese business groups
(see Keister 2000).” More important for Chinese
growth, however, has been the state’s massive in-
frastructural investments, which provide support
for new private enterprise formation and growth.

These economic changes have political effects as
well. The Communist Party loses its ideological
commitment, replaced by a pragmatic approach
that emphasizes growth and increasing living stan-
dards. China looks less and less like a totalitarian
system, and more and more like a bureaucratic au-
thoritarian regime—although it is still clearly total-
itarian (because the Communist Party maintains its
political monopoly).

CONCLUSIONS

The transition to capitalism from Communism is
different from earlier transitions to capitalism. First,
capitalism was formed on the ruins of a society that
did not have even in embryonic form the institu-
tion of private property and therefore did not have
a propertied bourgeoisie. Second, socialism had
accomplished some of the “historic missions” of
capitalism: it completed the process of capital accu-
mulation and industrialization and, though in con-
tradictory ways, separated the producers from the
means of subsistence and production.

These features are consequential, though in dif-
ferent ways, for the nature of capitalism that
emerges from Communism. Post-Communist cap-
italisms constitute an “extended family” of capi-



talisms. In some countries the alliance of the tech-
nocracy and intellectuals could smash the power of
the Communist political apparatus, preventing the
development of political capitalism and imple-
menting a post-Communist liberal system that is
highly dependent on foreign direct investments
and foreign demand and is sensitive to currency
fluctuations. In countries where the technocratic-
intellectual alliance and the working class were
weaker, the political apparatus retained its power,
abandoned the Communist ideology and substi-
tuted nationalism, and implemented political capi-
talism. Finally, in some countries the bureaucracy
and technocracy arrived at a balance of power, and
under these circumstances capitalism develops
from below: the technocracy delays the political
capitalism project of the political bureaucracy,
while the Communist political bureaucracy limits
the liberal reform attempts of the technocracy.

NOTES

1. Itis “neoclassical” because it is concerned with the ori-
gin and functioning of capitalism, the questions that occu-
pied the “founding fathers” of sociology (Marx, Weber, and
Durkheim) and is inspired by Weber’s emphasis on the mul-
tiplicities of capitalist forms. In this respect neoclassical soci-
ology is the polar opposite of neoclassical economics, which
operates with the assumption of a unified capitalist system.

2. The transition from Communism to capitalism, from
socialist-redistributive economies to market-integrated sys-
tems, is largely uncharted territory. This chapter does not
offer a review of every important piece of research in these
areas, although it does make reference to many of the most
influential works. This chapter can therefore be compli-
mented by a review of the publications of the World Bank
and the European Bank for Reconstruction and Develop-
ment on the transition, most prominently the latter’s edi-
tions of the Tramsition Report, as well as its newsletter
(Transition Newsletter) put out jointly with the William
Davidson Institute at the University of Michigan Business
School. The latter also has hundreds of very useful working
papers, almost all using original data (see http://www.wdi
.bus.umich.edu). Of course, as social scientists we should
keep in mind the basic facts of the sociology of knowledge;
the EBRD is both a member bank of the World Bank and a
fairly substantial investor in the transition economies. In the
official publications of the World Bank and the EBRD,
much of the analysis is cast from a clearly discernable per-
spective: it is a financial investor’s point of view (which, ac-
cording to Nobel laureate Joseph Stiglitz [2002] among
many others [e.g., Gowan 1995], has a bias in favor of pre-
serving the value of money and the repayment of loans over
other features of transition, such as the minimization of
poverty or unemployment). The excellent but far less nu-
merous publications of the United Nations Development
Program (especially the Human Development Reports on
the former Soviet Union and East Europe) offer a very use-
ful contrasting perspective. Similarly, social scientists should
be even more careful than usual in using post-Communist
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official statistics (see the very useful paper by Filer and
Hanousek [2001] for an extended discussion of reliability
and validity issues, as well as a compilation of country web-
sites and a list of firm-level data sets).

Finally, for those wishing to use this chapter as a reference
to all of the economic sociology of post-Communist society,
there is a good deal that we do not address, such as com-
parative welfare institutions (Haney 2002), gender and
racial stratification and poverty (Kligman and Szelényi 2002;
Fodor 2002), and patterns of consumption (Davis 2000). A
more comprehensive typology of post-Communist capital-
ism might well incorporate these dimensions.

3. Perry Anderson for instance—under some Weberian
influence—in Passages from Antiquity to Feudalism (1974)
considers the possibility that feudalism may not have been
born “within the wombs” of antiquity, but rather can be
best understood as some sort of merger of the Germanic
form with antiquity.

4. The key to the surplus relationship between the peas-
antry and the rational redistributers in the past until this day
is that they could not buy subsidized state grain but had to
grow their own. The system still disadvantages the rural
population by requiring them to pay higher taxes (the so-
called agricultural tax) and provides subsidized health and
education systems to the urban population. Some say that
150 million are underemployed. Others estimate the num-
ber at only 100 million. In terms of possession of the land,
all rural people regardless of their jobs or degree of under-
employment have lifelong claim to village land. The exact
size of their fields (and thus their expected grain deliveries
and taxes) was set by the size of the household 15 years ago.
The state’s policy is to have no redistributions for 30 years,
in order to encourage residents to use the land wisely. How-
ever, many places redistribute every two to three years to
keep up with changes in the household size of the villagers,
while other places do not. Already in 1984 the Communist
Party let rural residents sign long-term leases with nonvil-
lagers for right to farm land (and take up tax and grain quo-
tas); but even in this situation the ownership remains with
the village, and the villager is entitled to the return of his
land after the lease is up. We are not aware of any research
indicating how widespread these arrangements are, but to
the extent that it has caught on, it is probably in the wealth-
iest areas. China clearly will not allow a landless rural mass
to emerge. This is one of the impetuses for the VIE re-
forms, which diversified employment in rural areas; VITEs
did so successfully from 1985 to 1996, although since then
the picture is less rosy. Thus, virtually every rural resident is
guaranteed access to land, both as a place to build a house
(which is owned as private property) and as a place to till the
soil. Because farming is often so poorly remunerated, most
people want at least one member of the household in a non-
farm job, and the route to high incomes, not to mention
wealth, is outside farming (Deborah Davis personal com-
munication 2003).

5. For an analysis of the developmental impact of FDI
using firm-level data in Hungary, see Toth 2001; King
2000; King and Varadi 2002. For the Czech Republic see
Djankov and Hoekman 2000; for Poland see Liberska 1997;
Kaminski and Smarzynska 2001; for China see Kinoshita
1999. While these studies describe foreign-owned firms as
more cfficient and dynamic than domestically owned firms,
they do point out that the spillover effects (the use of do-
mestic suppliers) are less than anticipated. This means that
the beneficial effects of FDI might not be truly long-lasting,
for firms might stop investing once they establish themselves
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as monopolists or oligopolists, and begin pumping surplus
out of the domestic economy by repatriating profits. If they
are not contributing to the domestic economy by making
purchases from domestic firms, the developmental benefit
will indeed be less than many anticipated. Furthermore, for-
cign-owned firms contribute to trade deficits because of
their very high level of imports. Finally, studies have found
that in both Poland (Dyker and Kubielas 2000) and Hun-
gary (Toth 2001) firms exporting to Western Europe have a
low level of technological upgrading, casting further doubt
on the transformative power of FDI. Clearly, the empirical
question on the role of FDI in the transition is far from
resolved—despite the correlation between high levels of
FDI and post-Communist performance. It is quite possible
that the effects of FDI are different in the various envi-
ronments in different countries. Only longitudinal, cross-
country, firm-level surveys will shed light on the question of
origin of ownership and performance. Thus far, one of the
thorniest issues in the literature on firm performance and
property change is how to deal with endogeneity. That is,
how do we know whether foreign firms perform better be-
cause they are foreign owned, or are foreign owned because
they are better firms (the jewels of the industrial structure
are privatized by foreigners, and the inefficient firms are left
for domestic owners). It is by no means an easy task to fully
control for this possibility. Selection bias issues are equally
relevant in evaluating other property forms, such as state
ownership.

6. Most agree that China’s continued success hinges on
the health of the banking sector, where state-owned banks
channel the very high savings rate of the population into the
SOE sector. If the Chinese population ever lost confidence
in state-owned banks, a major crisis for the SOE sector
would follow.

7. Although Rona-Tas really speaks to another historical
context, to what we call here “capitalism from without.”

8. See Lipton and Sachs 1990 for possibly the most in-
fluential statement of this position. See also Murrell 1993;
Gowan 1995; King 2002, 2003b; and Stiglitz 2002 for a
discussion of this theory. See anthropologist Janine Wedel
2001 for an excellent discussion of the role of Western eco-
nomic advisors in the post-Communist transition.

9. The only major exception is the Czech Republic,
where the technocracy and dissident intellectuals imple-
mented a substantial mass privatization program. But even
this program covered a much smaller proportion of the
economy than in Russia, since it included a much larger por-
tion of firms that were sold through direct sales to foreign
investors (FDI per capita was almost an order of magnitude
greater in the Czech Republic than in Russia). Mass privati-
zation programs can also benefit enterprise managers (a frac-
tion of the technocracy) because it can fragment outside
owners, leaving control to enterprise insiders. In the Czech
case, mass privatization was also used by Vaclav Klaus, a
technocrat, to boost his political popularity (the citizen
vouchers bore his name). While the implementation of this
program boosted the Czech Republic’s claim to be the most
neoliberal post-Communist country in the first half of the
1990s, it ironically blocked substantial amounts of FDI
(McDermott 2002), which only later grew to very high lev-
els (surpassing the early leader Hungary in the late 1990s).

10. Of course, this time around the vanguard paid lip ser-
vice to representative democracy. Sachs himself admitted
that the “ideal” democratic system was one in which the ex-
ecutive was elected and then allowed to act without con-
straints until the next election (see Rodrik 1996, 32 n. 30).

Sachs and other prominent neoliberals offered a political
cconomy that emphasized the dangers of “losers” and “win-
ners” in “partial” reform systems reversing the transition or
locking in “incomplete” reforms. We believe this danger is
overemphasized, as suggested by reforms in China, Poland
(see King 2002), and elsewhere (see King 2003b for a 14-
country comparison that covers the vast majority of the
post-Communist population).

11. Elite survey data backs up this claim. According to
Szelényi and Szelényi (1995), more than twice as many for-
mer members of nomenklatura made it into the new eco-
nomic elite in Russia than in Poland (629).

12. It seems more likely that what Stark labeled “recom-
binant property” in most cases was simply an attempt by the
state to break up huge horizontally and vertically integrated
industrial firms (such as steel and aluminum producers) so
that their individual pieces could be more easily privatized.

13. In these countries “capitalism from above” was
slowed by resistance from workers and other political groups
as well as the legacy of worker’s self-management (for Pol-
ish workers see Kramer 1995, 654; also see Ekiert 2001; for
Slovenia see Mencinger 1996; Gligorov 1995).

14. Theoretically, firms should be able to import these in-
puts. However, firms cannot instantly find inputs, and may
not be able to afford them.

15. For a discussion of these points see Stiglitz 2002;
Amsden, Kochanowicz, and Taylor 1994; Gowan 1995,
1999; Andor and Summers 1998; Chussodovsky 1997; and
UNDP 1999.

16. In Russia, for example, capital flight in all its forms
has averaged about $40 billion a year (Golovachev 2002).

17. In Russia, for example, receipts of the consolidated
state budget declined from 41 percent of GDP in 1990 to
only 26.8 percent in 1997, even though GDP was only
about 50 percent of its prior level (Vorobyov and Zhukov
2000, 5).

18. The most infamous example was the “loans for
shares” program, in which a handful of politically connected
businessmen gained control of Russia’s oil companies for a
small fraction of what they were worth, in exchange for en-
suring Yeltsin’s 1996 reelection (see Wolosky 2000; Kleb-
nikov 2000; Freedland 2000; Hoffman 2002; and the au-
thoritative account in Reddaway and Glinski 2000).

19. In 1995 a small program covering some small and
medium enterprises was implemented. These firms consti-
tuted only about 10 percent of the productive capacity of
the SOE sector (Baltowski and Mickanwicz 2000).

20. And indeed, the Czech Republic has low state capac-
ity and weak security of property rights compared to its lib-
eral neighbors, despite its privileged starting point (King
2003a). There also seemed to be quite a bit of political cap-
italism around the Klaus administration.

21. A study (Li 2001) of the “fourth generation” of Chi-
nese leaders—those who will succeed the current leadership
of Jiang Zemin—has confirmed the technocratic back-
ground of this elite group. Most of these leaders have an ed-
ucational background in technology and started their career
cither as technocrat-managers in the state industrial sector
or as professionals.

22. Walder and associates have long studied the dual ca-
reer paths and bifurcated elite structure in China (Li and
Walder 2001; Walder 1995; Walder, Li, and Treiman
2000). Basically the findings are (1) there are two distinc-
tive paths into the Chinese elite: prestigious administrative
positions within the bureaucracy and professional positions;
(2) there is considerable circulation between the two (the



study on the fourth-generation leaders [Li 2001] attests to
this too); and (3) the dual career paths create a bifurcated
elite structure.

23. For a useful review of the rather large body of strati-
fication literature in China, see Bian 2002.

24. Wank (1999) argues that Chinese cadres, rich in net-
worked social capital, play a crucial functional role as the
brokers between private firms and the state, between the co-
existing market and redistributive systems, and provide the
institutional infrastructure for markets and reduce transac-
tion costs.

25. See Nee and Cao 1999 on the implications of a hy-
brid mixed economy for social stratification.

26. The OECD (2000) provides some recent data on this
process. For instance, in 1999 the central government
made the decision to withdraw state control from small and
medium-sized SOEs. The number of industrial SOEs is ex-
pected to fall from the existing 75,000 to at most 1,000 or
2,000.

27. See Zhou 2001 for an analysis of the state-led process
of constructing a national grain market.
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