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Bringing Sociology Back In

MARKET SOCIETY has produced more income, wealth, goods, and services
than any other form of human social organization. It has done so by creat-
ing the conditions for socia! exchange between large groups of human be-
ings, often separated across large geographic spaces. For most observers,
the driving forces of this wealth creation have been technology and compe-
tition. Opportunistic entrepreneurs find a new market for some good or
service, This new market often results from a technological breakthrough.
Then, others see the opportunity to enter the same market. This creates
competition that forces producers to make products more efficiently and
at lower cost. The winners of this battle are those who figure out how to
deliver the best goods at the cheapest cost.

But even the winners eventually face obsolescence. Someone comes
along with a different way to do things and produces new products that
simply transform the market. Occasionally, these new products uninten-
tionally reconfigure large parts of the economy by creating entrely new
opportunities to produce wealth. So railroads, electricity, telephones, auto-
mobiles, pharmaceuticals, and computers have changed the economy by
opening up possibilides for people to make new markets.

There is much that is admirable about this story. It explains in a simple
way something important about the dynamism of modern market society.
The main problem with the story is that it is partial at best. As soon as one
observes the formation and operation of réal markets, it bécomes obvious
that Tione of this dyiffisT is possible without deep involvement by entre-
prencurs, managers, workers, firms, and governments. The people who
rin fifffis have to conceptualize opportunities, figure out ways to exploit
them, and motivate others to help attaifi those ends. They have to obtain

funding, Secire Fw iiatérals, and build an organization. They have to
ﬁgufg_ out ways to stabilize their interactions vis-a-vis their principal com-

pedtors. Finally, the conflict between owners and those who work for them
is undef constant negotation,

Mborégver, firms operate against an extensive backdrop of common un-
derstandings, rules, and laws. These are most often supplied by govern-
ments, One cannot overestimate the importance of governments to mod-
ern markets. Without stable, more or less non-rent-seeking states, modern

production markets would not exist. War, plunder, and mercantilism would
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dominate and swamp entreprenevrs So, for example, patents granted by
governments and enforced by courts allow firms to have a legal monopoly
to exploit a particular product and gain returns from it, Other laws limit
firms’ ability to behave opportunistically and exploit others, Rules and laws
exist in all of the advanced industrial societ{&s to protect not just producers,
but also consumers from shoddy goods and services, and workers from
unsafe working conditions.

These social soructures, social relattons, and institutions have not been
created automatically in market society. They have been long-run histori-
cal projects ongoing in all of the industrial societies that have worked
through waves of crisis (sometimes violent). Solutions that have been
crafted required social experimentation during specific market crises and
more general economic depressions (not to mention during upheavals pro-
duced by war and conquest). These events have pushed people to think
about the ways that they needed to organize in order to make and take
advantage of market opportunities.

The purpose of this book is to begin to systematically understand how

T T i

the dynamisim of technology and competition is situated in, defined by, and _
structired through the production of firms, their social relations with each _
other, and their relations to govemment. Put simply, the dynamism of mar-
ket society is made possible by this extensive social organtzation. Compeai-
tion and techriological ¢Hanige are theinselves defined by markecactorsand
governments over time. These forces are not exogenous to market society, _
but enddogenous to these social relations,

Techriological ¢hatigé certainly can have independent effects on social

structures. But technological change can have these effects only where the
social organization exists that makes technology relevant. So, for example,
a hunter-gatherer society has little use for highways and telecommunica-
tions. But a society in which lowering the costs of transportation and com-
munications makes it easier for firms to move goods and services to where
there are opportunities to sell them gives huge incentives to firms that can
figure out how to lower those costs.

‘The creation of new technology is often viewed as resulting from the
scientific manipulation of reality. The discovery of new technologies is
often led by the perception that a solution to a particular problem would
yield large monetary gains. But this is only part of what technology is.
Technelogies involve figuring out how to make goods and services that can
be delivered, that are reliable, and that someone can be convinced to buy
at prices at which they can be produced. In order to make products to make
new markets, extensive social organization has to come into existence.

Many technologies require entrepreneurs to figure out what the technol-
ogy is good for. At the turn of the century, few observers believed that the
automobile with an internal combustion engine could find 2 mass market.

it o
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This was because autos were expensive and difficult to make and maintain.

» Moreaven, there was a lack of roads and no system of distribution for gaso-
line. But by 1915, Henry Ford was convinced that creating such a market
was possible. The social technologies involved in producing the supporting
structures for that market were as fundamental as the “narrow” technical
aspect of building the intemal combustion engine.

Similarly, competition produces social-organizational responses as well.
Firms try to find ways to control the worst aspects of competition in order
to continue to exist. Much of the market-making project is to find ways
to stabilize and routinize competition. Much of the history of the largest
corporations can be read as attempts to stabilize markets for these firms
in the face of ruinous competition and economic downturns. They have
searched for nonpredatory ways to compete. Firms can avoid direct compe-
tition by pursuing different market segments (i.e., high or low quality) and
by diversifying product lines into related products. They can also use social
relations, that is networks, to co-opt suppliers and competitors and attain
legitimacy with governments and the financizl sector.

In the nineteenth century, the frequent booms and busts of the most
advanced market societies resulted in part from forms of predatory compe-
tition. Firms overbuilt capacity, sold goods and services under cost, and
eventually drove one another into bankruptcy. This caused the economy
society-wide to lurch from boom to bust. Finding ways to compete that do
not revolve around price competition alone has proved pivotal to produc-
ing stability for firms in all advanced industrial societies.

In order to take advantage of new technology, firms need to establish
stable relationships to their suppliers, workers, and principal competitors.
The ability to establish these relatonships is itself dependent on the pro-
duction of stable societal institutions such as governments and law. In every
advanced industrial society, governments, firms, and workers have solved
their collective problems by producing rules to help stabilize their interac-
tions. These solutions have varied historically and across societies. They
depend greatly on the relative power of different groups to produce the
modem state. Modern states have produced social welfare systems, money,
and the rule of law and have worked to find solutions to the conflict be-
tween labor and capital. They have promoted competition, protected
workers, and provided opportunities for basic research, thus developing
new technologies. Stable, non-rent-seeking governments make the differ-
ence between societies where markets are possible and those where they
are not,

This dependence of technology and competition on social factors im-
plies that making sense of economic growth requires we think more sys-
tematically about these factors. Economic growth depends on govern-

ments, institutions, and the social technologies by which firms are created,
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class struggle is routnized, and competition between firms is mediated.
The purpose of this book is to provide some tools to analyze how and why
social factors matter.

I want to use those tools to consider some of the most important politi-
cal-economic questions of our time. In this book, I provide analyses of
contemporary American capiralism to understand the evolution of the
“shareholder value conception of the firm.” I also provide some conceptual
tools to unpack the phenomenon called “globalizadon.” I suggest how to
study globalization and consider the degree to which what we kmow about
“globalization” fits our stylized accounts. In particalar, I am interested in
showing that globalization does not explain the fiscal crises of contempo-
rary welfare states, particularly in Europe. In the last chapter, I consider
how the approach developed in this book might analyze the current trans-
formation in industry due to information technology.

My overall goal is to provide scholars and other persons interested in
policy with analytic tools to make sense of such phenomena as globaliza-
tion. Uldmately, my analyses suggest that governments and citizens are
part and parcel of market processes. The evidence shows thai very different
systems of relations among workers, firms, and governments have pro-
duced economic growth. The frequently invoked opposition between gov-
crnments and market actors, in which governments are viewed as intrusive
and inefficient, and firms as efficient wealth producers, is simply wrong.
Firms rely on governments and citizens for making markets. Their ability
to produce stable worlds depends greatly on these relatonships. The ana-
lytic frame proposed here explores when these relationships produce posi-
tive and less positive outcomes for all members of society.

A Cnitdque of the Existing Literature in the
Sociology of Markets

Economic sociology is the study of how the material production and con-
sumption of human populations depend on social processes for their struc-
ture and gﬁnanﬁm. The past 15 years have witnessed a huge expansion
of empirical work in the field.! This book limits itself to considering the
structuring of production, that is, the sociology of markets. In this area two
related literatures have emerged. One version has focused on macropro-
cesses, for example, comparing the organization of national capitalisms,
trying to understand the development of Third World societies, examining
the processes of globalization, or studying the market transitions from so-
cialism (this can be called a “politcal economy” approach). Another body
of work focuses more narrowly on microprocesses, the formation of a par-
ticular market or industry and the emergence of social structures that affect
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firms’ strategy, structure, or labor market practices (a “firm- or industry-

level, appnach).

Common to both literatures is a critical analysis of neoclassical views of
perfectly competitive markets.! The literature in economic sociology has
demonstrated repeatedly that different aspects of the social relations be-
tween market actors are significant for the survival of those actors’ firms
and the output and functioning of the market (Baker 1984, 1990; Burt
1983; Fligstein 1990; Abolafia 1996). The relative economic performance
of different markets across societies and the differing organization of those
markets have led scholars to consider why multiple social structures exist
and how they can produce successful economic outputs for socienes (Ham-
ilton and Biggart 1988; Lincoln, Gerlach, and Takahashi [992; Whitley
1992: Aoki 1988). This body of research shows that market structures in-
clude a wide variety of elaborated social structures. These relations are
shaped by how and when markets were founded, who dominates them, and
the social relations among producers and their suppliers, customers, and
governments, In contradiction to theories of competitive markets, many
markets have complex and stable social structures based on repeated inter-
actions of buyers and sellers and on the status and reputation of market
participants. It is also clear that firms have very different internal configu-
rations that reflect these social processes.

Large firms (the focus of many of our studies) participate in many mar-
kets and have extensive relations to suppliers, competitors, and customers.
We now have a rudimentary understanding of how large American firms
have been transformed in the past 125 years (Fligstein 1990; Roy 1997).
We have also accumulated evidence on comparative market organization,
and we have excellent studies of large firms in Europe, Asia, and to a lesser
degree Latin America (Whitley 1990; Hamilton and Biggart 1988; Evans
1979; Lincolri and Kalleberg 1990; Gerlach 1992; for a review, see Fligstein
and Freeland 1995). We are also beginning to get good studics of the socie-
ties moving from socialism to markets (Stark 1996; Nee 1996; Guthrie
1997, 1999; Szelenyi 1994; Burawoy and Krotov 1992; Eyal, Szelenyi, and
Townsley 1998; Wank 1999). These studies have not been done by sociolo-
gists alone, but by anthropologists, business historians, institutional econo-
mists, and scholars in business schools who study macro-organizational
behavior.’

Modern economic theory claims to be a general theory about how peo-
ple interact in order to materially reproduce themselves (i.e., how they
allocate scarce resources to different ends), and, therefore, it is assumed to
be applicable to all societies at all times. The sociology of markets has a
long and distinguished history of questioning this assumption. Three of | |
the most impottant sociological chssivs; Karl Marx's Capiral, Max Weber’s
Economy and Society, and Emile Durkheim's The Division of Labor in Society,
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view the modern market economy®2 2n outcome of the deeper social pro-
cesses that generated modernity. Karl Polanyi, an anthropologist, built on
these understandings to consider how markets became the dominant form
of social organization to swucture material yeproduction. These scholars
distinguished between the material reprocdction of human beings and the
organization of that material reproduction. All societies had to solve the
problem of material reproduction, but the exact form of econémic ofgani-
zation varied from society to society.! '

Uné can récognize the influence of classical sociological theories, partic-
ularly Marx’s and Weber’s, in much of the new work in the sociology of
markets.* However, in general, the work barrows unsystematically from
their ideas. Unlike the sociological classics, the modern sociology of mar-
kets rarely connects its theoretical ideas to a broader vision of society or
societal change. Instead, most studies focus on their emptrical object and
the literature in which it is embedded. The element that holds the field
together is its opposition to the neoclassical model of perfect competition.

Most economists ignote, or are unaware of, how noneconomists think
about economic processes. One reason is the clear disciplinary boundaries.
Economists have claimed modern markers as their intellectual ¢cerrain, and
their prestige in the academy and their overwhelming influence on social
policymaking, particularly in the United States, make it unnecessary for
them to recognize outsiders.

But there is 2n even more important reason why economists ignore the
body of noneconomic work. Pt sifivply, it is bétdiise thé work has failed to
provide altérnative theoretical toolstw make serse of ecomomicprocesses.
Scholars have demonstrated that market processes are shaped by social
structures. Yet we have done little to generate systematic theory abott what

W1 (ke e fee—t—— a1

we mean by structure and how, why, and which structures'are consequential —

for market organization. This is because soGidlogicalapproaches lack™
broader, organizing frame to understand economic processes as generic
social provessies Gperating ifi 2 pafticulir institutional situation, that is, the
construction of markets. In essence, the sociology of markets lacks a theory
of social institutions.

Moreover, noneconomists have been fixated on a stylized reading of the
neoclassical view of piérfect competition. Current economic thinking about
the structure of firmis and markets &ofitains some sophistcated Aotons
about the role of social relatioris i Markats. Econoinists Have come a long
way in their views about rational action and perfect information. They use
ideas of incomplefé Eontracts, agency theory, asset specificity, strategic use
of information, and repeated games to characterize the structures and in-
teractions of firms in markets. These ideas are used by economists to ac-
count for many of the features of markets that noneconomists think are

out of the purview of economics, such as the structuring of ownership reja-
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dons, the role nf_financigl markets in firms structure and strategy, con-
wacting relations, networks, status systems and the role of reputation, and
:ternal organizadonal arrangements.

mt;mkgy ﬁ of economic theory is the efficiency of current arrange-
ments.” This concern links the social organizadon we observe In markets
+o the broader question of whether resources are being efficiendy utilized.
for economists, social-structural mechanisms help produce efﬁf:lent out-
comes under varying kinds and conditions of uncertainty. One important
implication of a fack of theory in the sociology of markets is that the empir-
cal literature has lictie to say about whether complex marlfet arrangements
~tilize resources efficiently. Some sociologists seem inclined to the view
that social felations are effcient (Granovetter 1985; Uzzi 1996, 1999; Gu-
lati and Gargiulo 1999), while others are prep:;lﬁc{ tosee efficiency as a
social toRistruction (Meyer and Roiwan 1977; Fligstein. 1996). _

Ecoriomic theories start with the premise that social institutions would
not persist if they were not efficient. In the “new” institutional economics
this assumption is not meant to be tested. Instead, the general research
eactic is to examine situations where different amounts or sources of uncer-
tainty exist and then predict whether or not one will observe a c::rl:ain social
relation. A relation between uncertainty and social structure is confirma-
tion that these institutions in fact enhance efficiency. | .

Sociological theories are more descriptive and usually agnostic or skepti-
cal as to the ultimate effect of social structures on efficiency. I, too, Fluubt
that all social stuctures are efficient. However, without a perspective on
the question of efficiency, the sociology of ‘markets ﬁndSE difficult to make
normative arguments about whether current arrangements shiould be al-
lowed t& peérsist. Economic analyses of social structures’ effect on the effi-
cient allocation of resources have obvious policy relevance. Most sociologi-
cal analyses of social structures have none. .

My criticisms lead me to the following conclusion. To have more impact,
the sociology of markets needs to be clarified thcnreﬁc-al.ly. The rest of this
chapter gives the reader an overview of how 1 think this should be done.
I begin by considering what questions a sociology of markets should con-
sider in its purview. A subfield should contain a small numbf:r of common
questions that focus research and get scholars to pay attention to one an-
other’s work. ‘This does not mean that scholars must agree on what t.lm:u—
ries answer these questions. But the questions that organize the field point

to what social factors are relevant to making sense of different market
sitnadions. |

The questions relevant to a sociology of markets also help deﬁne.lts
relation to various versions of economic theory. I argue that by i.'ucu?mg
on a set of key questions, the sociology of markets can make contributions

beyond pointing to the presence of social structures in most markets. It




10 _ CHAPTER I

may tn out that, for some scholare, the economic and sociological per-
spectves are more complementary than contradictory.? My version of the
sociology of markets suggests that there are real differences in theoretical
assumptions and that these differences make,the perspectives more adver-
sarial, particularly in their implications for"fmlic;n

Theoretical Questions for a Sociology of Markets

Defining the boundaries of a field is, perhaps, a foolish objective. A narrow
definition risks excluding issues that should be included. Too broad a defi-
nition, on the other hand, risks absorbing research problems that are just
too tangential. In either case, of course, scholars can choose to ignore your
definition. There are several ways one can proceed. One tactic is co focus
on which scholars define themselves in the field. The problem with this
approach is that the field of the sociology of markets is sufficiendy diffuse
that there may be multiple communities of scholars with differing concerns
cont2ined within it. Even if one could draw a circle around the ficld, one
would still not understand what its focus or questions were. The opposite
strategy is to impose a theoretical definition of the field. This approach
has the advantage of focusing on a theoretical perspective, presumably of
interest to 3 wide number of scholars. But one is likely to leave out scholars
and issues that are of relevance to the field. You may quickly reduce your
audience to those who agree with you.

"This brings me to the third strategy, which is to pose a set of core ques-
tions of interest to scholars in the field with varying theoretcal perspec-
tives. A common set of conceptual concems may unite scholars who can
view themselves as part of a community answering relaced theoretical ques-
tions. This approach may also narrow the field by excluding relevant fields

of endeavor. But it has the advantage of getting scholars with different
theoretical approaches to orient themselves to each other because they are
trying to make progress on the same set of theoretical questions. This is
the approach I choose to follow.

1 propose the following five theoretical questions to define the terrain
of a sociology of markets in modern societies. Here I justify these questions
for their theoretical importance and their empirical relevance.

(/D 1. What social rules must exist for markets to function, and what types of social
structures are necessary to produce stable markets?

There are two types of social relations scholars use to understand how
markets work. First, there are the actual relationships among producers,

consumers, suppliers, and governments in 2 given market. In the current
literature, these are often discussed as nerworks. Most empirical studies that
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networks specify the ways in which the content of these rela-
e o to fynn in aY;arﬁcular market. Networks usually
.re a stand-in for other sociological variables such as resource dependence
(Burt 1983), power, often ownership (Mizruchi, Stearns, and !lre:wswr
1988; Lincoln, Gerlach, and Takahashi, 1992, Palmer et al. 1995), informa-
tjon (Davis and Stout 1992), trust (Uzzi 1996), or status '(Podnluny 1993).
Scholars who use networks as an independent variable view thcmselvc? as
working within a tradition. They have not tried to present a theoretical
focus uniting their ideas. |

Second, socicties have general rules, both formal and 1nformal, ?!?uut
organizing economic activities. These rules provide the social conditions
for economic exchange and allow for the production of new 1|1':,::rl:ets{i hrilaf:

ts need definitions of pro rights, governance structures, and rules
l;;ﬁchiﬁgE {Fligstein 151:96?5(3?111;1!}511 and Lindberg 19911);*189;11: 1590).
In all advanced industrial societies formal laws regulate incorporation and
patents to protect and define property rights. Laws also define legal ways
to control competition and require that in economic exchange the parties
receive the goods and are properly compensated. Informal rcles define
what organizations “should” look like and Liow interactions should be
structured. Formal and informal rules affect an organization’s chances of
survival (DiMaggio and Powell 1983; Meyer and Rowan 1977). Work that
focuses on formal and informal rules is often identified with the “new inst-
tutionalism in organizational theory” (DiMaggio and Powell 1991).

Both approaches suggest that the purpose of social structures in the cre-
ation of markets is to produce stable outcomes (j.e., survival) for the ﬁl"lns
that use them. This idea is termed effectiveness and has its roots in organiza-
tional theory (Thompson 1967; Scott 1995). A set of arrangements is
thought to be effective if a given organization survives from peno?l to pe-
riod (Hannan and Freeman 1977, 1984). The approach is agnostic about
the optimal allocation of resources in a market, instead focusing on organi-
zational survival.

9. What is the relation between states and firms in the production of \

maskets?

The model for perfectly competitive markets is a bazaar, a placF w_her:
individual buyers and sellers meet to trade (White 1981). The reality is, of
course, more complex, Modern production markets require, at the very
least, investment in physical plang; the building of organizations; legal, so-
cial, and physieal infrastracrures (i.c., forms of rtation, ﬁnanee_, :.t_nd
communication); complex chains of supply; labor markets and the tratning
of skilled personnel; regulation of fair and unfair competition; and methods
to enforce contracts. Neoconservative theorists can do a thought experi-
ment in which private agencies provide all of these services. Historically,
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12 CHAPTER 1

however, governments have been involved in providing for these market-
building servicés 2nd structures.

~Most discussion of modemn governments has focused on either war-mak-
ing or social welfare functions (Skocpol 1992; Tilly 1975). But govern-
ments have also been intimately involved4n their economies. I argue that

gyl gl W

one peglected part of modern state building has been modern economy

"l-'l—l-d—

buildifig, ThigiS ot to say that everything that goes on 1n markets requires
or revolves around governments. One can examine already existing markets
and their dynamics without reference to governments. New markets can
emerge from the production of new opportunities.

But much of what we are most interested in—market formation, stability,

and changé—can b2 tohnected to the intehtich4l 6F Gniiehtional relations

- e gy —— - gl

among fifriis, markers;~amd goveinments. For instance, the phenomenon
of the Internet)is thought to demonstiite the independence of firms and
technologies from government control. But it is well kmown that the gov-
ernment set the Internet up to ensure communications in the event of a
nuclear war. Moreover, government agencies have provided extensive sup-
port for its development and even now are providing funds o produce
versions of the web that will be faster.

Even where changes in a market appear to be caused by invader firms,
or firms within the market reorganizing themselves, governments often are
in the background. Governments underwrite technology, regulate compe-
tition, and adjudicate between competing firms. Because of existing gov-
ernment-firm understandings about firms’ behavior, certain courses of ac-
ton are unavaileble. In any context, we need to be aware of what
governments are doing in different societies and at different times.

Marxist approaches to markets focus on the organization of economic
elites and usually see them 2s controlling a given market or capturing Con-
gress or regulatory agencies (for instance, Useem 1984; Mizruchi 1989;
Mintz and Schwartz 1985). The organization of elites and their ability to
co-opt political actors should not be underestimated. But one of the biggest
problems of this approach is explaining disunity or conflict within elites,
As markets come into existence and are transformed, economic elites fre-
quently come into conflict with one another. One elite with a very different
conception of doing business can overthrow other clites. A good example
of this was the merger movement in the United States in the 1980s. Manag-
ers of many firms were thrown over by hostile management teams who
bought the firm. In such circumstances the antagonists often ask the gov-
ernimnent to negotiate their conflict. The government has to decide whether
to choose sides or to let the economic chips fall where they may. These
conflicts can profoundly change the nature of business (Fligstein 1996).

Governments develop a great number of rules or institutions oriented
toward governing markets. Policies define state regulatory styles (Dobbin
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1694), methods of intervention in market crises, and modes of organizing

* afor firms. In this way, rules are path dependent and binding (Pierson 1994),

They also can give government officials power that is autonomous from
economic elites, particularly when those elites disagree. G?vemments sup-
¢ these rules by direct intervention in markets, by owning firms, and by
the use of courts and regulatory agencies. | |
Finally, governments can take actions that intentionally or unintention-
ally force the reorganization of markets. I have sh_own, for example, how
sntitrust laws pushed American managers to diversify .the number of prod-
acts their firms produced (1990, chap. 7). The intention of -thf,se la*n?rs was
to prevent the concentration of production in a few firms within an indus-
try. But their unintended effect was to close off that opuon and encourage
firms to merge with firms in related markets. There is 2 great dua.l of
agreement across the empirjcal literature that government-firm relations

are pivotal to market stability”

3. What is a “social” view of what actors seek to do in markets, as opposed to
an “economic” one?

Economic theory begins with the idea that individuals are profit max-
imizers. Neoclassical theory adds the notion of actors who passess perﬂ::Ct
information and uses these two ideas to derive why perfectly competitive
markers produce the most efficient allocation of societal resources. Eco-
nomics and managerial economics (i.e., theories of teams and incomplete
contracting, agency theory and transaction costs analysis) have maidc theo-
retical gains by relaxing the assumption that actors have perfect informa-
tion (see for instance, Jensen and Meckling 1976; Kreps and Wilspn 1982:
Milgrom and Roberts 1982). Social structures in markets are w:‘lfmd as
methods actors use to protect themselves from incomplete information, as
it would affect their ability to maximize profit.

For noneconomic models to have similar power, they must have some
model of action. Without 2 model of action, one cannot make an argument
about the conditions under which 2 particular social structure is or is not
important to firms. Actors’ goals need to be theorized and their cognitive
and social constraints made more explicit.' Doing so will explain some of
the variation we observe in the social structuring of markets. The sociology
of markets has accepted the idea that actors are rational (i.e., use means to
attain their ends) and that they are tying to produce profits (Granovetter

1985: White 1981). From this perspective, a social structure in a given
situation is organized to attain profits.

The problem with this view is that it moves sociologists much closer to
institutional economics. If social actors are profit maximizers, then their
social relationships ere, by definition, efficiency enhancing (Uzz: 1996).
Some sociologists disagree with the idea that social structures in markets

e
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action can be developed for the ﬁel&..‘fery little work has explicitly consid-
ered this issue, one that must be clarified for the field to have an existence
independent from economics." p

/ { < 4. What are the dynamics by which markets are created, attzin stability, and are
transformed, and how can we characterize the relations among markets?

Most of the empirical work done in the sociology of markets attempts
to provide examples of actual market processes (for example, the exemplary
work of Baker, Faulkner, and Fisher 1998; Uzzi 1997, 1999; Thornton and
Ocasio 1999; Haveman and Rao 1997). So far, little progress has been made
in abstracting away from specific markets to a more generzal view of these
dynamics, There has been little systematic attempt to characterize the
social relatons within markets generally (for a preliminary attempt, see
Granovetter 1994). The main observatdon we have that characterizes one
market’s effect on another is to note that one market depends on resources
from other markets (Pfeffer and Salancik 1978; DiMaggio and Powell
1983). Even less consideration has been made of where new markets come

{ \ from and how existing markets affect the origins, stability, and transforma-
tion of other markets."

The most sustained analysis of competition in the sociological literature
is available from population ecology (Hannan and Freeman 1989). But so
far this view has not been well integrated into the literature that examines
social relationships in markets. Scholars have done some empirical work
on this issue (Stuart 1998; Stuart, Hoang, and Hybels 1999), but without
much theoretical integration. The theoretical answer to this fourth ques-
tion certainly depends on how one answers the first three questions.

R 3. What are the implications of market dynamics for the internal structuring of
firms and labor markets more generally?

-

A great deal of empirical work looks closely at the link between the exter-
nal conditions surrounding organizations and their internal structuring.
There are two perspectives at work in the sociology of markets. First, some
research suggests that the internal structure is often institutionalized at the
founding of the organization. This view implies that an industry converges
around a small set of practices because those firms that survive are selected
by characteristics of the environment (Hannan and Freeman 1977, 1984).
The opposite point of view agrees that local environments affect the prac-
tces of firms. But, this point of view suggests that adaptation is possible
and that organizations make constant internal adjustments to environmen-

El conditions (see Donaldson 1995 for a spirited defense of contingency
eory). :

produce efficient outcomes, If thew are right, then an implicit model of
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Much work in organizational theory takes the perspective of manage-

ment in generating its theory of firms’ structuring of labor markets (Wil-
?;Znn %g;S; Hagman and Freeman 1984). But thl;:SE labor markets are
affected by other factors, such as unions, the professtons, anc‘i gove:;nment
rules. Some have described firms’ internal labor markets as truces ‘(N el-
son and Winter 1982) or as political coalitions (March 1962; Fligstein and
Fernandez 1988). Part of the effort here will be to make some of these
distinctions more theoretically explicit. ‘ ‘
This universe of substantive questions unites many of the literatures in
the sociology of markets, I think these questions bring together scholars
who study organizations, firms, organizational change, economic and po-
litical elites, political sociology, economic development, labor markets,
comparative capitalisms, and the law. If these questions do define the ﬁclfi,
then scholars who start out narrowly focused on one of them may gaimn
insights from other scholars’ work that at first glance scems far afield.

A Political-Cultural Approach

I want to develop a particular answer to these five orienting questions by
using a general approach to understand institutions in mctdc:_rn society,
what can be called the political-cultural approach. The key insight of the
approach is to consider that social action takes place in arenas, ?hat may
be called fields, domains, sectors, or organized soctal spaces (Buurdlc.u 1977,
Bourdien and Wacquant 1992; Weber 1978; Scott 1995; DiMaggm 1985;
Fligstein 1996, 1997a; Fligstein and McAdam 1993). Fields contain collec-
tive actors who try to produce a system of domination in that space. To do
so requires the production of a local culture that defines local social rela-
tions between actors.

These local cultures contain cognitive elements (i.e., they are interpre-
rive frameworks for actors), define social relationships, and help pco?lc
interpret their own position in a set of social relationships. Interpretive
frameworks allow actors to render meaningful the actons of others with
whom they have a social relationship on a period-to-period basis. Collec-
tive actors who benefit the most from current arrangements can be called
incumbents and those who benefit less, challengers. Once in place, the
interactions in fields become “games” where groups in the field who have
more power vse the acceptable cultural rules to reproduce their power.
This process makes action in fields continuously conflictual and inherently
political. ‘

The theory of fields focuses on the opening of new social space, how it
becomes and remains stable (i.e., becomes a field), and the forces that trans-
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form fields, States and markets.are+vpes of social orders that contain fields
(Weber 1978, 42). The social order of the state is a set of fields or policy
domains where actors claim the power to make and enforce rules for all of
the other actors in society (Krasner 1988). In modern societies, these or-
ders are governed by formal {constitutior’3 and laws) and informal (prac-
tices) rules that create and limit which arenas can be collectively domi-
nated, who gets to be 2 player, and how rules are made in the domain.
State building can be viewed as the historical process by which groups
outside of the state are able to get domains organized by the state to make
rules for some set of societal fields. These rules reflect the interests of the
most powerful groups in various fields. Politically oriented social move-
ments, are, by definition, outside of some established freld of a given state.
They are oriented toward either creating a new domain where they will
have power, or taking over and transforming an existing domain or even
the entire state. At any given moment, there are political projects in the
fields that make up states (i.e., “normal politics”) and social movements
oriented toward altering incumbents’ ability to set rules (Gamson 1975).

By applying the theory of fields to markets, one produces an account
that provides an alternative to economic views of how actors behave and
why markets have social structures. Local market orders refer to a set of
firrns that take one another into account in their actions and, in so deing,
are able to reproduce themselves on a period-to-period basis. All markets,
whether organized in a city, a region, or across societies, can be analyzed
from this perspective,

Market orders are governed by 2 general set of rules. These rules are the
common understandings and laws that allow capitalist firms to exist. Gen-
eral ideas of market orders are embedded within a particular society and a
government and reflect the society’s peculiar history. The dominance of
different groups in society means that those rules tend to reflect one set of
interests over another. Increasingly, these rules are being established on a
transnational basis, as in the European Union, the World Trade Organiza-
ton, or NAFTA (North American Free Trade Agreement). But there are
still nattonal styles of ownership and regulation. Unique labor market insti-
tutions within societies reflect the power of various groups to control and
define that market. Work and occupations are themselves the outcome of
different traditions of development,

Economic theory assumes that the main mechanism that regulates this
exchange is price competition. The theory of fieldshielps us observe these
same social structures but interprets them quite differefily. The main
problem actors face is uncertainty caused by difficultes i fifidifig shppliers
\‘ and customers and in controlling their own firm. This uncertainty is mani-

fested most acutely between competitors (i.e., firms who define themselves

as sellers in the market) since all are aying to figure out how to reduce
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‘hoge uncertainties simultaneously. Competitors naturally come to watch

& % .. .sone another and undertake actions to reduce their own uncertainfy. They
often do this by directly attacking their competitors and undermining their

mpts to do the same.

m;.lsil:zig the ide2 of markets as fields requires one to specify what a market
is, who the players are, what it means to be an incumbent and a challeniger,
and how the social relationships and cultural understandings that come into
play create stable fields by solving the main problems L::f competition and
controlling uncertainty. I accept the view that a market is a “self-reproduc-
ing role structure of producers” (White 1981, 517). A stable “market as
field” means that the main players in a_given market are able to, reproduce
heif firiis, I the literature, this has often caused scholars to focus on th_e.
producers in the market who watch one another’s actions and use their
observations to plot out their reactions. Incumbent firms are those that
dominate a particular market by creating stable refations with other produc:
ef3, importantsuppliers, ciistomers, and the government. They exploit their
position of dommination by reacting to what other dominant firms are doing,
Challenger firms fit into the dominant logic of a stable m?r]cet, either by
finding a spot in the market (i.., 2 niche) or imitating dominant firms.

The sociology of markets that] am developing replaces pmﬁt—m@nuz-
ing actors with people who are ttying to promote, the survival of their firm.
There are four threats to a firm’s survival. First, suppliers can control in-
puts, raise pricés, and make firms who require their inputs unprofitable.
Second, competitors can engage in_price_competition, take qverﬁmarke;
share, and eventually drive the firm out of business. Third, gaining cooper-
ation from managers and workers in the firm presents problems of inter-
personal conflict and politics that can jeopardize the ability to produce
goods and services as well. Finally, products may become obsolete.

These problems are most acute under conditions of economic turbu-
lence that occur most frequently at the beginning of a market, but that also
can reflect 2 sudden downturn in the market. A firm's product mix and
marketing strategies, organizational forms, and relatonships with competi-
tors, suppliers, customers, and the government are stuctured by its at-
tempts to mitigate the possible negative effects of compedton and internal
polidcal conflict. Social structures in markets and within firms emerge to
help firms cope with competition and stabilize their various relatonships.

Itis important to be clear here about what I am arguing. I am not arguing
that firms always find solutions to the problems presented to them by com-
petition. One of the distinguishing features of market society is that new
entrants into a market can appear and new technologies can be produced
to make a given product obsolete. Moreover, just because actors look for
ways to stabilize their environments does not mean that the method? thtfy
choose are successful. So, for example, patents may control competition in

ety
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a partcular market under certain.-circumstances-and fail under others.
What I am arguing is that many of the actions taken by the owners and
managers of firms make more sense if we understand the goal of those
actions. Manager and owners are trying to enhance the survival of the firm
by utilizing tactics oriented toward redrfing the uncertainties they face
due to the competition between firms.

I do not want to underestimate the creativity that market society has
produced nor the creativity involved in producing a stable set of firms and
markets. The opportunity to make money has motivated pecple to produce
an enormous array of products and services, Sociology enters the equation
in the problem of how actors produce a social world stable enough that
they can sell those goods and services at a price at which their organization
will survive. Managing people and uncertain environments to produce sta-
bility is a sizable task. Those who do it every day often demonstrate great
skill and creativity as they lurch from erisis to cnisis.

The theory of fields implies that the search for stable interactions with
competitors, Suppliers; and workers is the maim causé of social structures in
markets. The tactics we observe in busifie®d are otiented toward producing
stable $5cal relations, particularly betweén competitors. These relation-
ships define fields. Once in place, firms signal one aniGtier about their price
and product tactics. The relationships define how the market works, what a
given firm’s place is, and how actors should interpret one another’s actions.
Incumbent firms use the power of their position to undertake strategies
that reinforce that position. To survive, challenger firms must find a place
in the exjsting set of social relationships. I will discuss at Jength the types
of tactics and social structures these interactions produce.

When successful, actors produce social relationships that have the effect
of creating stable markets, that is, situations where incumbent firms who
take one another into account in their behavior are able to reproduce them-
selves on a period-to-period basis. Markets produce local cultures that de-
fine who is an incumbent and who is a challenger and why (i.e., they define
the social structure). They prescribe how competition will work in a given
market. They also provide actors with cognitive frames to interpret the
actions of other organizations. I have called these local understandings con-
ceptions of control (Fligstein 1990).

Another form of creativity in markets is how actors in firms operating
in other markets quickly become aware of prevalent conceptions of control.
If conceptions of control are perceived as successful solutions to the prob-
lems of competition, actors in nearby markets copy them, The industry of
management consultants, which has been growing at a fast rate in the past
30 years, is one of the important agents of the spread of successful solutions
to problems presented by competition. Organizational learning oriented
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woward reducing uncertainty for firms is an important process within and

Across markets.
The theory of fields also suggests how it is that governments as 3 sét of Y

fields interact with markets as a set of fields. Fields of the state contain ;

organizations, some public and others private, that make, intcrp}'ct, a:}d
enforce the rules of a given society. Competitive markets produce instabil-
ity for both consumers and producers. As unregulated economic exchange
increases and prices begin to be set by those exchanges, social relationships
are up for grabs, and the firms with the most resources may be_able to
dictate terms to all others. Indeed, the theory of fields predicts thatin order
to stabilize the existence of a given firm, its owners and managers will do
anything to control others. | o
This generic problem of attaining stable relationships for organizations
that are both buyers and sellers pushes firms toward. states. T:hls explams
why the economic transition to market society has been so sucmll}: dlsﬂ.l]?:r-
tive and has usually ended with government regulation of economic activi-
tes. In these situations, unstable market relations threaten the survival of
all firms. Governments intervene to produce rules to promote stability.
As the forms of fields created by states to intervene in markets rcsp?nd
to and reshape the fields that are markets, state building and market build-
ing go hand in hand. Once institutionalized, these rules both enable and
constrain subsequent behavior. They constrain behavior by defining how
competition and conflict can be legally regulated. They enable incumbent
firms to survive and produce stable markets. They also enable firms to
create new markets. New market crises bring forth new forms of state regu-
lation. But the new forms usually follow the path of the old (Dobbin 1994).
When stable markets become destabilized, it is natural for firms to appeal

to governments for help. -

One of the key strengths of the political-cultural approach is that it hel.ps
to unify micro- and macromarket phenomena. The theory of fields explic-
itly links the formation of markets and firms to the problem of stability
and, in doing so, considers how markets become stable, This model has
implications for the organization of market society in a wider way. If pro-
ducing stability in rmultple markets requires rules, then governments are
deeply implicated in_defining the vifious 3dcial stuctures thiat stabilize
markets. At the very least, governments have, to ratify firms’ abilities to use
various structures that mediate competition and conflict. At the very most,
they direéctly intérvene in market practices to produce srﬁk_i_lz_i_g_.fWhich way
and how far governiments go depends greatly on the politcs of a particular
society and the crises that brought that society to modern markets.

Theories are useful to the degree that they provide navel insights into
empirical facts. The political-culturel approach and the theory of fields do
this in 2 number of important ways. First, studies show that the historical
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transition to capitalistn is an important moment in societal market forma-

tion. The

gence of new markets in that sOciety.

The political-cultural ap

capitalisms do persist in the face of th
markets. I'show that Tharkets are
I also show that national political

controlling “globalization.”

Finally, since World War II, the d
economic depression. This 60-ye
ern capitalism. The political-cul
presents some provocative hypo
diversified their product lines
avoid markets that were declining,

Structure of the Book
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political-cultural
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the advanced industrial socjet;
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ble markets. Once estab-
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political-cultural apfiriach impljes that the historical_problems
of the instability of markets for market participants,
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nhiguration of economic
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in general and why there appear 0 be so many

rin this book, I provide evidence that national
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less globalized than some authors iqpﬁn
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and economic elites have 2 lot at stake T

eveloped world has managed to avoid
ar period is unique in the history of mod-
tural approach, with its focus on stability,
theses about why this might be. Firms have
depression of the 1930s in order to
Economies have become divers; fied,

book is oriented toward convincing the reader that the
approach is 4 unified framework with which to under-
dynamics of the sociclogy of markets
oes. The first part explicates the political-cultural 4
Chapter 2 takes up two issues: (1)
cultural approach, and (2) the devel
markets as a product of modemj
tween state building and market b
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the relationship among owners

in industrialized socje-
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wterns of market and state building. Chapter 4 presents a microanalysis
a

* af the dynamics of markets. I consider how markets are formed, remain

' | examples of these processes.
d are transformed. I provide severa .
;mnzﬁizl;r 31:. relations between markets and suggest how to think about
ises and globalization. ' | |
m';'ll::et scencf:tnd parﬁg of the book takes up case studies and Il'tera&t)ure I:IHT
that show the usefulness of the palitical-cultural Perspt:c;:we Ir f?:s : Z;Jplfr
' iN CONtEmparary economic soclology.
important phenomena in co . ary economic sociology. 1 G5t 3PP Y
its to nadonal employment sys :

L it Itural 2pproach as an alternative to
nsider the political-cultural app ive to

TO C:razliti;i Eenries of American corporations. I argue !:hat the Enl::l?;:lll
cﬁlon‘:ral approach accounts better for the historically specific waysd in ieh
firms make money and why these change. Idden_mnst;'ate tl:;;l cs;::lgmr_

' | came to dominate large
1980s a new conception of contro o B e are the
' the shareholder value conception of the firm. | :
Eﬁ:ﬂ: l::i;n:nry of the United States to some u‘;’ its pnnmpali n:hales}; ];)c::srri;:nl
. . i ¢ why _
that national capitalisms still exist and sugges

Z:::?derﬂt;: ?mplicaﬁuns of the politcal-cultural approach fnl;l:tu:;rt :: :1:;
“olobalization” of the wotld economy. [ offer some data on 'da xeent of
% balization and its effects on governments. Finally, I.c?nm e1l' e
ign?onnatinn technology industries in light of the political-cultural ap

proach.

Normative Implications of the Political-Cultural Approach
to the Sociology of Markets

A sociology of markets should not just produce a cunr:c'ptuallfra;lni;r;;ka ::
describe particular market situations or state-firm relations. It shoul ave
s::nc pr:::;lictive and explanatory power. It should al.St:J have afonum;inﬁcal
edge that has pdlicy implications for policy communities and for t!},?en[ib-
" who are struggling with the stark ana-state prescripaons o neolt
E:l“guseury What is the normative implication of the dsearch for 5::_-31? t’{‘h 1:
. kets and governme
markets, between markets, and among market ey and
iki d sell freely creates 2 kind of social chaos as pPly
?i];;lrltz};l:lufgg ;:.ren good m:ings widely and produces pressure on sucll:pher:;
raducers, and competitors. In the face of this chaus.‘_self-‘-mtEEst;_ actcfr-ﬂr
I;mpose t; stabilize interactions By kc:eating cultuﬂ_r:i u’;‘f:hm:ndl gﬁisthat
; d others, and soctal links to one another. h
i:::ﬁﬁ Eﬂﬁc} the core firms in a market, those ﬁr:l'ns pr:l:p::n 'Eketl':
! to othe :
that methods to protect firms exist, they sprea
f}?l'ng:: cn:lnplex organizing technologies, to the degree they succeed, are
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creative uses of the individual’s right to make money. These methods de- .' Thus, a whole range of sucia! expenditures and r:gulatmfl I3 ]uflt:tﬁefgml:;
pend on government enforcement or ratification. _ﬂI | principle. Economists often discuss how too much regulation anc’ 2 o
But stability for the incumbent firms in 2 market is not just a [ocal affair. ;g on social justice can cause inefficiency in an economy. My point is I:,
/ It requires other institutions to support it Firms depend on local labor economic actars 2re totally dependent on social arrangements to max
markets for workers, who mostly have i ested in their own skills. Firms '-, profits. [t is clear tl:aat certain fum r:::f extreme intervention in economic
need roads, telecommunications, financing, property rights, and the en- 1 relations can cause inefficiency. But it is also clear that without l';.l?'slstgtes,
/ forcement of contracts to do business. They also need stable suppliers and N and the ability to find nonpredatory legal methods of compettion, hirms
customers who can pay and reliably play their part in market reladons, f cannot exist. , - . ‘b
This stability is not just a local product, but a result of all of the people  ; The empirical literature on comparative capitalisms provides us w1
\ in society, the other firms and markets, and the government, which en- i remarkable evidence that there is a wide range of social r::latfuns among
forces some set of rules. Economics gets its normative edge from the idea | workers, managers, firms, and states as regards the organization of firms
that market forces are the principal way to efficiently allocate a society’s of and markets and the degree to wpich srates are redistributive. Once we
resources. Butif I am right, it is within a very wide set of social relationships } ’ move sway from the extremes (either Eﬂ“ﬁmt?"}' ﬂf_Pmdﬂtﬂl_'Y states),
that firms get'their thame 6 becoine” efficient producers. Without this 2 these various societal arrangements are compatible with sustained eco-
wider web or nexus, and without legally accepted tactics to stabilize compe- O nomic growth, L.
tition, the allocation of resources to efficient uses would be impossible, . A sociological approach to market insumu:?ns 'mal.a:es us understand that
This ghves social structures an independent role in'the process of market Y there is not a single set of social and politica] institutions Ehat produces !:he.
formation. General cultiralthd€istindings, the ability to mobilize financial f most Efﬁ;iﬁﬁ?ﬁﬂﬁ‘c?ih*ﬁ“ﬁ‘nﬁucieml resources. ':I’he real issue for making
and organizational Fésotifces, provide the conditions for the private acco- g markets is to create political and social conditions tPat .prqduce enough
mulation of wealdy If 6ie takes this perspective, one can consider normative 2 stability so as to allow investment. Once these insdtutions are create':.l,
arguments about the social structures within markets, among them, and o there are a great many ways to organize firms and markets that are compati-
among the people who live in the society. If market stabilization is about A ble with making profits. Since the whole of socicty is eanshed in market
discovering ways to control competition, then the ability to do so is a privi- M making, it is logical to argue that many possible interventions to produce
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lege that a society allows. It helps privately constituted actors to gain advan-
tage. It also reliably provides other people in society with goods and services
that they presumably are willing to pay for. Now the customers ultimately

a just and equitable society are in fact compatible with profit making. In-
deed, one outcome of these interventions is to strengthen the legitimacy
of market institutions.

A A

pay for the narrowly defined costs of stability. But the ability to create a
stable world is a cost borne by the more general society. Moreover, the
socicty also bears the cost of providing infrastructure, public safety, and
economic institutions that allow actors in firms to pursue stabilized markets.

A number of normative outcomes are implied by this analysis. First, if
firms are effective and not efficient, then the claim that one form of market
organization is always superior to other forms is probably false. If firms
survive by stabilizing their relationships with their competition, then the
social relations that are the outcome of this process are not maximizing the
efficient allocation of resources for society. Society is prepared to allow
individuals to reap profits by finding legal ways to stabilize social relations
in markets because there is 3 general good being served (i.e., the relisble
production of goods and services and the offer of employment). But the
ability to engage in this form of control should have a price.

To the degree that costs of providing actors in firms with the right to
stabilize markets are borne by others in the society, a given society should
have the right to expect that firms obey certain rules and pay taxes as well.
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Markets as Institutions

THE MODERN NATION-STATE is linked to the development of market society

e ——— — —— p—

in myriad ways. The historical problem of producing stable capital, labor,

and product 'ﬁﬁ'ﬁfmﬂeﬁﬁmﬂlj required governments and the Teprésenta-
aves of vaptal and lbor to produce general institutional arrangements
(both 1atws wmd-itiformaal files) around property rights, govérnance struc-
wures,nid Toles of exchangg for all markets in ¢Gapitalist socicties, Within
markets, cultural and historically specific rules and pracuces came to gov-
ern the relations among suppliers, customers, and workers (what I call con-
ceptions of control).

Why do rules matter? Complex patterns of interaction that are stable
require actors who share cognitive assimiptions and expectations. To get
such stability, people nieed either long experiences with one another, such
that Higy settle into habitual patterns, or more formal rulesto govern novel

- 1 p— ——— TN

intéractionis; Rules based on experience or tradition or formally agreed to
through negotiation then frequently become habitual in interaction (what
in “institotional theory” is called “taken for grantedness” [DiMaggio and
Powell 1991, chap. 1)). It is the_instability produced by interactions in
which actors do not share meanings that pushes actors to seek out more
swible s6cial conditons ander which to interact (for cxample, see Have-

miah atid Raw1997; Dobbin and Sutton 1998). |

There are two kinds of situations in which to study rules. In normal
times rules are well known and taken for granted, and interactions are pre-
dictable as a result. There is conflict and contention between actors, but
those conflicts are fought out under established rules, meanings, and prac-
tices. Analysts can identify who the players are, whether they are dominant
or challengers, what their interests are, and what their actions mean.

In moments of the formation or transformation of political or market
fields, actors become self-aware and engage in new forms of interaction to
produce new arrangements. Because they try to forge new understandings,
their interests and identities are in flux. They try to figure out what they
want, how to get it, and how to get along with others who might want other
things. The source of rules for new fields is often understandings brought
from other fields. Actors modify these understandings in the practice of
interacting with other groups and creatc new practices. But these new prac-
tices are often laid down along lines set by existing understandings.

Why the state? As the possibility for complex patterns of interaction in
the sphere of economic exchange has expanded, actors have proven incapa-
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/ ble of providing rules for themselves. Actors have two sorts of problems.
|, First, in the case of markets, actors have to worry about keeping their firms
alive. It is difficult to devote resources to making rules and simultaneously
< to do business. Second, in the face of uncertainty and difficult competition,
firms find it impossible to solve their coll<:tive problems of competition.

/ Sometimes firms find a way to eliminate or co-opt their principal competi-

i tors. But often this does not happen. These conditions cause firms to seek
out help by approaching the government to legislate to promote “fair”

" | competition.]

J What about power? Rules are not created innocently or without taking
into account “interests.” If the largest firms are able to work under a set of
rules that allows them to dominate the main markets of 2 society and keep
workers disorganized, those rules enforce a system of power. In order to
get analytic leverage on real systems of rules and power, it is necessary to
think systematically about how government capacity and the relative power
of government officials, capitalists, and workers figure into the construc-
Finn of new market rules to define the forms of economic activity that exist
N 3 gIven society.

The political-cultural perspective can provide generic analytic tools to

‘ understand what a particular set of market arrangements implies about

[ the power structure of a society. Once these arrangements are under-
stood, it is possible to predici iow existing institutions will be used by
powerful actors to frame subsequent crises. This gives leverage on under-
star?di-ng many of the most important political-economic dynamics within
societies.

There are three parts to my exposition. First, it is necessary to define
markets and the institutions necessary for them to function. The key in-
sight is that markets are a kind of field, one that depends not just on the
power of incumbents, but on more general rules in society in order to
stabilize the power of incumbents. Then, it is important to consider how
governments in modern capitalist societes have been constructed to deal
with problems of market regulation. I argue that governments develop dif-
ferent kinds of capacities to intervene in their economies that are character-

“ ized by three dimensions: their ability to'intervene, the form of interven-
tion, and whose interests dominate the intervention. I then generate some
general propositions about how rules produced by firms and governments
produce stability in market economies.

Market Institutions: Basic Definitions

One of the core ideas that differentiates modem society from the societies
that preceded it is the idea that social organization is j’bq_gnmroduct.
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This implies that people can make choices and attempt to construct social-
drganizational vehicles to attain their ends. This does not mean that people
qre all successful or have the same opportunities to be actors. It does
mean that the entire apparatus of modern economies is, at least partaily,

an outcome of these social technilogies of organization. These have been
~vented and, upon reflection by the actors who use them, intentionally
refined.

The organizations and institutions that existed before modernity were
obviously social constructions as well, But they were not generally con-
ceived that way. They established who was an actor and what actors could
do. As people have become more self-aware in the past 350 years, they have
examined existing social organizations, learned what seems to be successful,
and used this knowledge to create new social arrangements. Over time,
people have found ways to systematically produce new social technologies
to attain ends (for example, legal incorporation to organize firms).

Modem governments, social movements, democratic politics, firms, and
markets were invented by people collectively attempting to find ways to
attain their ends (Fligstein 19972). Often these “inventions” were acciden-
tzl or reflected compromises between groups. The relatons between the
people who produced these social-organizational vehicles was, and contin-
ues to be, murky. But once these inventdons were in place, other persons
became aware of the various ways to organize and self-consciously built on
them. The theory of fields is a generic theory of social organization in
modernity. Our ability to recover that theory is itself an act of historical
self-awareness. By abstracting away from the common experiences of social
actors vying for control over their social arenas, social analysts have begun
to appreciate that generic social processes underlie the construction of
fields across states, markets, and the privare nonprofit sector.

The theory of fields assumes that actors try to produce a “local” stable
world where the dominant actors produce meanifigs.that allow them. o
reproduce their advantage. These actors create status hierarchies that de-
fine the positions of incumbents and challengers. Actors face two related
problems when constructing these fields: attaining a stable system of power
and, once it is in place, maintaining it. The social organization of fields
broadly refers to three features: the set of principles that organize thought
and are used by actors to make sense of their situations (what might be
called cognitive frames or worldviews), the routines or practices that actors
perform in their day-to-day social relations, and the social relations that
constitute fields that may or may not be consciously understood by actors
(Bourdieu 1977).

The cognitive maps individuals possess offer them conceptual tools to
understand or interpret the moves of others (White 1992; Emirbayer and
Goodwin 1994). They also provide actors with tools to create new fields.
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Typically, the cognitive models thas actors use are not included in concep-
tualizations of social organization. This is because human agency is typi-
cally undertheorized. Sociologists usually think that a person’s position in
a social structure dictates what the person does, while rational choice theo-
ries use interests as the main explanatory v¢fiable. Actors’ common under-
standings are not assumed to be consequential to explaining their actions.
But in the theory of fields, the skill of actors in interpreting their sitvations,
constructing courses of action, and innovating on existing routines helps
construct fields and maintain them once in place (Bourdieu and Wacquant
1992). While one can separate cognitive elements from social relations,
social organization depends on both (Giddens 1981).

Social organization is the totality of what produces stable conditions for
the privileged and not-so-privileged groups in society. It constitutes them
as groups, defines their relations to one another, and maintains a certain
order in existing fields. This discussion of the basic building blocks of fields
is necessarily abstract. These building blocks contain no substance or, more
precisely, “culture” (i.e., practices and local kmowledge) (Geertz 1983).
‘They do not tell uvs much about how a given field is going to be constructed
and reproduced in reality because they do not specify what kind of field
is being built (state, market, organization) nor the precise principles that
structure the relations between the “players.”

To apply the theory of fields to market saciety, it is necessary to define
what kind of fields markets are, and what types of social organization are
necessary for stable “markets as fields” to exist. Economic exchange ranges
from infrequent and unstructured to frequent and structured. Markets are
social arenas that exist for the production and sale of some good or service,
and they are characterized by structured exchange. Structured exchange
implies that actors expect repeated exchanges for their products and that,
therefore, they need rules and social structures to guide and organize ex-
change. While the identities of their customers and suppliers may change
over time, producers expect that they will continue to seek out customers
and wil] need suppliers.

Actors in unstructured or haphazard exchange have litde invested in the
exchange, and participants may or may not interact again (either as buyers
or sellers), While they may benefit from the exchange, the sellers’ organiza-
tional survival does not depend on haphazard exchange. It is when the
agents in exchange begin to view their own stability (i.e., reproduction)
as contingent on stabilizing trade, that they turn to social-organizational
vehicles. Exchange throughout human history has often been unstructured,
but markets in the sense I use the term here preexisted modern capitalisin.
Markets (and this includes almost all modern production markets) are
mainly structured by sellers looking for buyers.? A given market becomes
a “stable market” (i.e., a field) when the product being exchanged has legiti-
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macy with customers, and the suppliers of the good or service are able to
‘produce a status hierarchy in which the largest suppliers dominate the mar-
ket and are able to reproduce themselves on a period-to-period basis.

These actors produce organizations to make the good and create social
relations between competitors to govern competition. Stable markets can
be described as “self reproducing role structures” in which incumbent and
challenger firms reproduce their positions on a Eeriud:q{_’-_-peﬁu’d basis
(White 1981)," The sellers generally produce”thic social structure in the
market because their firms’ existence is at stake if a stable market does not
appear.! The particular problems of finding a stable market are the same
for all sellers: they are looking to secure suppliers and customers and
thereby find a way to reproduce thetnselves. The social relations between
sellers in a stable market are such that one set of firms produces the domi-
nant culteral meanings for the market and the other firms fall in line. This
docs not imply that the partners to any given exchange between buyers
and sellers have to be the same actors, Sellers vie for customers, and cus-
tomers may switch suppliers. The stability of the sellers, in the sense of
their organizational survival, is what is important to the stahility of the
market. My operational definition of a market is the situation in which the
status hierarchy and, by implication, the existence of the leading sellers are
repraduced on a period-by-period basis.

For example, the steel industry in the United States, for much of the
twenticth century, was a stable market in which firms had persistent identi-
ties and defined products, The largest firms reproduced themselves by
being vertcally integrated and focused on stabilizing prices even as demand
shifted radically (Fligstein 1990). Since the mid-1960s, the identities of the
suppliers of steel products have been transformed. Many of the largest
producers disappeared, and new firms began to dominate the market. The
market itself became differentiated between products that were basic com-
modides and higher-end, higher-value-added products. The newer firms
were able to take advanmge of these changes to form a new market. The
field that once existed has disappeared, and two new market fields have
taken its place (Hogan 1984).

I do not mean to obliterate the distinction between a market and an
industry. A market is a social arena where sellers and buyers meet. But for
sellers and buyers to exist, a product has to exist and someone has to pro-
duce it. A market depends on the buyers contnuing to “show up” tn a
particular social space to purchase the product. But the sellers’ firms and
their status relations define what stability means in the market. They define
what the market is about, and their relatons define the local culture by
which money is to be made and stability produced. While there is obviously
an interdependency between buyers and sellers, the sellers’ stake in the
arena is one of survival,
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In spite of elaborate social mechanisms and rules to guide market inter-
acton, markets are inherently unstable from the point of view of sellers.
One of the deep insights of economics is that market society makes it very
profitable to ereate new markets. At the b:g;ning of markets, first movers
can often reap huge rewards. But as othe nomic actors realize the op-
portunity, they enter into the market and prices drop. Moreover, as markets
siow down in growth (as they inevitably do), firms have incentives to go
after more market share and to cut prices. These forces intensify competi-
ton, Products can be delegitimated, most often by being superseded by
other products. It is these opportunities and problems that create unstable
conditons for producers.

Even where seller relations have been stabilized, they can be upset. The
“game” for the incumbent firms is to find a way to produce a market as a
stable field. These stable markets contain social structures that characrerize
the relations between dominant and challenger seller firms. The social rela-
tions are oriented toward maintaining the advantaged positions of the
largest seller firms in the face of their challengers. They define how the
market works and how competition is structured. For example, two main
firms dominate the soft drink industry in the United States: Pepsi-Cola and
Coca-Cola. These firms compete over market share and use advertsing,
diversification of products, and price discounts to do so. Although the firms
compete, they have produced an equilibrium whereby both survive by fol-
lowing the accepted tactics of competition.

As forms of social organization, market structures involve both cognitive
understandings and concrete soctal relations. The cognitive understand-
ings are of two sorts: general societa] understandings about how to organize
firms and markets and find stable ways to compete, and specific under-
standings about the way a particular market works. These specific under-
standings structure the interactions between competitors but also allow
actors to make sense of their competitors’ acdons. The concrete social
relations in a given market reflect its unique history and its dependency on
other markets. The links to suppliers and customers play a role in creating
stable markets. The constitution of these relations determines which firms
are dominant and why, and their relations to challenger firms. The ultimate
success of firms in producing stable fields (i.e., social structures to stabilize
their relationships with one another) is dependent on the generaf principles

of making markets in their society, and the ability to find a way to do this
within a particular market.

The first problem for a sociology of markets is to propose theoretically
what kinds of rules and understandings are necessary to make structured
exchange (i.e., markets as fields) possibie in the first place. There are four
types of rules relevant to producing social structures in markets—what can
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be called property rights, governance struchires, rules of exchange, and
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conceptions_of control. These categories arc necessarily abstract. They
wefer to general types of rules that can appear - as laws, understandings, or
pfacﬁ?:&. “They define issues about which actors who want to generate
- tkets must create general understandings in order for stable markets to
emerge. They need these rules whether they are aware of them or not.
Failure, for example, to have property rights makes it difficult to have mar-
Lets. If we do not know who owns what and who has the right to dispose
ofit, we are in the world of illegal trade and not the wnrldl of si::abl-: markets.
These four types of social stuctures have emerged historically as firms
and governments have ized certain generic problems in making
arkets work and then reflected on general solutions. Through under-
standings around these institutions actors produce social structures to or-
ganize themselves, to compete and cooperate, and to exchange with one
another in a regular and reproducible fashion. Each of these types of social
structure is directed at different problems of mstability. Some are related
to the general problem of creating a market in the first place, and others
have to do with ensuring the stability of firms in a particular market.

Property rights are rules that define who has claims on the profits of 4« Fhlr?

firms (akin to what agency theorists call “residual claims” on the free cash
fiow of firms (Jensen and Meckling 1976; Fama 1980). This general state-
ment leaves open the issues of the different legal forms of property rights
(e.g., corporations vs. partnerships); the relationship between shareholders
and employees, local communities, suppliers, and customers; a:lld the role
of the state in directing investment, owning firms, and preventng Owners
from harming workers. The holders of property rights are ur.mtled to dis-
pose of property or earn income from it. Patents and credentials are forms
of property rights that entitle their holder to earn profits. The constitution

— - -

of property rights is 2 continuous and contestble political process, nog the
outcome oF zn eHcient process (for a similar argument, see Roe 1994).
Organized groups from busimess; tabor, govertinent agencies, and political
parties try to affect the constitution of property rights. |

The division of property rights is at the core of market society. Property
rights define whe is in_control of the capitalist enterprisé and who has
rights to claim the surplus. Property rights do not always favor the pnvi-
leged groups in society. If, for instance, governments own firms and control
investment decisions, their decisions can take into account different divi-
sions of profits. Cooperative businesses or parterships can allow for equal
distribution of profits, Workers can receive part of their pay in profit-shar-
ing schemes. _

Property rights are necessary to markets because they define the social
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relationships between.owners and everyone else in society, This stabilizés
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markets by making it clear who is risking what and who gets the reward in
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a particular market situation. A givén firm’s suppliés kow who is-the
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responsible entty. Property rights thut-function to produce two forms of

stability: defining the power relationships between cnn?ﬁﬁcnci'e_g jn_aﬁd;
around firms, and signaling to other firs who firms 4re” ~

Governance structures refer to the gerieral ryfes in a society that define

relations of comnpetition and cooperation and’define how firms should be

- -, . - i

oreanized.s These rules define the legal and illegal forms of controlling
competinon. Lhey take two forms: (1) laws and (2) informal institutional
practices. Laws, called antitrust, competition, or anticartel laws, exist in
most advanced industrial societies. The passage, enforcement, and judicial
interpretation of these laws is contested (Fligstein 1990), and the content
of such laws varies widely across societies, Some socicties allow extensive
cooperation hetween competitors, particularly when foreign trade is in-
volved, while others try to reduce the effects of barriers to entry and pro-
mote competition. Competition is not just regulated within societies, but
across societies. Countries have tariffs and trade barriers to help national
industry to compete with foreign competitors. These Jaws often benefit
particular sectors of the economy.

Firms' internal organization is also a response to legal and illegal forms
of competition. Firms that vertically integrate often do so to ensure them-
selves supplies and deny those supplies to competitors. Firms also may
horizontally integrate by buying up market share in order to produce stable
order in a market. Firms may diversify products in order to protect them-
selves from the vagaries of particular products. They may also form long-
term relationships with suppliers, customers, or financial organizations in
order to respond to competition.

Market societies develop more informal institutional practices that are
embedded in existing organizations as routines and are available to actors
in other organizations. Mechanisms of transmission include professional
associations, management consultants, and the exchange of professional
managers (DiMaggio and Powell 1983; Meyer and Rowan 1977). Among
these informal practices are how to arrange @ work organization (such as
the multidivisional form), how to write labor and management contracts,
and where to draw the boundaries of the firm. So, for instance, firms can
compete on price, but if they infringe on one another’s patents or trade
secrets, they are likely to run afoul of the law. They also include current
views of what behavior of firms is legal or illegal. Governance structures
help define the legal and normative rules by which firms structure them-
selves and their relations to competitors. In this way, they generally func-
tion to stabilize those relations.
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of money (i.e., banks), and the enforcement of contracts. Rules of exchange
regwiate health and safety standards of products and the standardization
of products more generally. For example, many pharmaceutical products
ndergo extensive testing procedures. Health and safety standards help
both buyers and sellers and facilitate exchange between parties who may
have only fleeting interactions.

Product standardizatdon has become increasingly important in the con-
text of rules of exchange, particularly in the telecommunications and com-
puter industries. National and international bodies meet to agree on stan-
dards for products across many industries. Standard setting produces
shared rules that guarantee that products will be compatible. This process
facilitates exchange by making it more certain that products will work the
way they are intended.

Rules of exchange help stabilize markets by ensuring that exchanges
occur under conditgons that apply to everyone. If firms that ship their goods

— [l TN

across a particular society do 1ot have rules of exchange, such exchanges
will be haphazard at best. Making these rules has become even more im-
portant for trade across sociedes. Many of the newest international trade
agreements, including the European Union’s Single Market Program and
the last round of GATT (General Agreement on Tariffs and Trade), focus
on producing and harmenizing practices around rules of exchange.

Conceptions of contro] reflect market-specific agreements between
actors in firms on priniciples of internal organization (i.¢., forms of hierar-
chy), tactics for competition or cooperation (i.e., strategies), and the hierar-
chy 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. They are historically specific to 1 cettain
industry in a certain society. They are cultural in that they form a set of
understandings and practices about how things work in 2 particular market
setting. A stable market is a social field in which a conception of control
defines the social relations between incumbent and challenger seller firms
such that the incumbent firms reproduce those relations on a period-to-
period basis.

The purpose of action in a given market is to create and maintain stable
worlds within and across firms that allow dominant seller firms to survive,
Conceptions of control are social-organizational vehicles for particular
markets that refer to the cognitive understandings that sucture percep-
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tions of how a particular market works, as well as a description of the real
social relations of domination that exist in a particular market. A concep-
tion of control is simultaneously 2 worldview that allows actors to interpret
the actions of others and a reflection of how the market is structured.

*

Rules of exchange define who can transact with whom and the conditions
under which transactions are éarried out. Rules must be established regard- 2
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ing weights, common standards, shipping, billing, insurance, the exchange
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State Building and Markét Bulding

Creating a general set of rules whereby stable markets can be produced
helps to structure exchange in particular product fields in a particular soci-
ety. To move from unstructured to structured exchange in a market implies
that actors became aware of Systematic problems they had in stabilizing

—
-

exchange. Their awareness stimulated them to search for soctal-organiza-
tional solutions to their problems. But this awareness did not come quickly
or all at once. The emergence of the general social technologies that help
actors to produce and maintain modern markets depended on discovering
the problems presented by property rights (i.e., who owned what), gover-
nance structures (i.e., ways to organize, including fair and unfair forms of
competition), rules of exchange (i.e., making exchanges), and conceptions
of control (i.e., producing local status hierarchies within markets to stabi-
lize che situztion of dominant players).

Proposition 2.1. The enty of countries into capitalism pushes states to

develop rules sbout property rights, governance structures, rules of ex-
change, and conceptions of control in order to stabilize markets.

The timing of entry of countries into capitalism has had huge effects on
societal trajectories (Westney 1987; Chandler 1990; Fligstein 1990; Dob-
bin 1994). The alliances made at this histotical moment between workers,
state officials, and capitalists strocture the way in which states build policy
domains and the policy styles that develop in those domains. Once such
styles are established, subsequent political and economic crises are inter-
preted from these perspectives.

This does not mean that societies are forever locked into a set of institu-
tions. But it does mean that any new crisis is interpreted from the current
dominant perspective. This works in two ways. First, a system of rules is
also a systemn of power. Incumbent actors try to use the current rules for
their benefit. Bur the current set of institutions also provides actors with a
way to figure out how to apply the old rules to new situadons. For these
reasons, we tend to observe incremental change, barring massive societal
failure due to war or depression. Then, crisis open up the possibility for
new political alliances and new rules.

For countries just establishing modern capitalist markets, creating stable
conceptions of control is more difficult precisely because property rights,
governance structures, and rules of exchange are not well specified. Firms
are exposed to cutthroat competition and often demand that the state es-
tablish rules about property rights, povernance structures, and rules of ex-
change. Creating these new institutions requires the interaction of firms,
political parties, states, and newly invented (or borrowed) conceptions of
regulation.?

. .?I'
Ly |

MARKETS AS INSTITUTIONS 37

People did not realize historically that they had to resolve these issues

* to make structured exchange possible (see North 1990, chap. 1, on this

g — gy

point). Indeed, many practices evolved in informal ways and stayed in-
formal. Actors in markets found ways of making themselves stable for
relatively long periods of time in the absence of formal institutions. But, ss
dme went on, social technologies to solve problems emerged in industrial
societies. Large-scale social disruptions such as wars, depressions, or so-
cial movements caused political actors to craft general tools with which to
respond.

Once actors became aware of more general solutions, the solutions were
used in new circumstances. But novel situations often forced the modifica-
tion of organizing technology. So, for example, the modern American con-
ception of the corporation (a limited-liability joint stock corporation)
started out as a state-directed concepton that emphasized limits on the
exercise of property rights. This gave state legislators a tool to use in devel-
opment projects whereby they could delegate transportadon and commu-
nications projects to private firms and still maintain control over the firm.
People began to recognize two advantages to the corporate form: it allowed
the bringing together of more capital, and it restricted the liability of par-
ties to the agreement to the assets they had invested in the corporation.
These advantages pushed entrepreneurs to demand more and more acts of
incorporadon. Finally, this led to a broad conception of incorporation that
made the form widely available (Friedman 1973; Roy 1997).

One way to partially understand governments is to view them as orga-
nized entities that produce and enforce market (and other) rules. However,
this rule is not a historical necessity. It is theoretically possible for firms
to routinize exchange with one another without the benefit of rules or
governments. After all, most trade before the eighteenth century was done
in the absence of strong states and legal systems (Greif 1989; Spruyt 1994).
Before modernity, the problems posed by unstable exchange were solved
by private parties to those exchanges.

‘There was 2 very practical reason for develaping more general rules for
markets, North amfp Thomas (1973) noted long ago that social institutions
have made entrepreneurs richer, their firms bigger and more stable. For
that reason, they argued, self-interested actors had an interest in producing
rules. However, though we know rules encouraged markets as fields, entre-
preneurs, managers, and governments did not comprehend that creating
governmental capacity to make rules would help create wealth. So, for ex-
ample, Carruthers (1996) shows that the first modern capital marker in
England was very much organized along political party lines. People would
only trade with those with whom they agreed on politics. One of the pur-
poses of the markets was to reward people in the party, by giving them
access to friendly pools of capital.
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North, in his later work (1990)¢realized that modern economnic history

cannot be read as the gradual réduction of transaction costs for markets by _

the production of rules’ that ficilitite trade. He saw that entrepreneurs
and government 6fficials were unaware ﬂiﬁ}&hcir actions produced positive
consequences. Their actions were not frazéied in these terms; indeed, their
actions were often framed to benefit the friends of the rulers and cut out

their enemies. Moreover, the rulers of premodern European states had

time horizons far too short to understand what produced long-term eco-
nomic growth, Most market institutions were the outcome of political

struggles whereby one group of tapitalists captured government and cre-"

ated rules to favor themselves over their political opponents. North’s cen-

tral insight is at the basis of the thcory of market governance theory pre- _

sented here, _

The general rules that did eventually emerge reflected years of interac-

tions with various forms of structured exchange and increasing awareness
of the difficulty of managing large, complex production without mles. As

one problem was solved and one set of markets stabilized, another set of

problems emerged. Theincreasimgstile of production; ihé growth of mar-—

kews, and the growing awareress-of entrépreneins ind iminagers of théir -
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common problems pushed the search for new common understandings.

It is still possible, of course, for structured exchange to occur without
shared market institutions. But we now exist in a world where those institu-
tions are ubiquitous and social actors are aware of them. It is this increasing
self-awareness that leads modern actors in governments and firms to seek
out general rules and forms of enforcement from the outset. As social-
arganizational vehicles become more sophisticated and ways of managing
sources of instability become better known, entrepreneurs and managers
realize that common understandings over property rights, governance
structures, rules of exchange, and conceptions of control are useful for
dominant firms.

There were two historical problems that militated against entrepreneurs
and managers producing common rules to stabilize exchanges. If govern-
ments were formed by a small number of capitalists to intervene in market
processes, the group was likely to make rules to favor themselves and cut
out others, thereby capturing the state for their narrow interests. This, of
course, frequently happened. But such rent seeking was met by open politi-
cal conflict.

Capitalists often faced collective action problems when it came to mak-
ing market rules. How could entreprencurs who focused on existing con-
ceptions of control in a given market simultaneously develop more general
rules about competition, cooperation, property rights, and rules of ex-
change with actors in other markets? The basic problem is that owners
have to worry about organizational survival in the context of scarce organi-
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:  ational resources. Why would they want to produce general rules for all
» firms in a society?
r Systemic economic crises produced economic depressions as 2 ':rcsult of
§ . ynstable systems of exchange. These became more severe and mv:::nlw;d
more and more people in societies across Europe and North America in
the nineteenth century. Those with the largest investments in plants and
other facilities found themselves in difficult sitnations. Managers and en-
, trepreneurs responded to these crises caused by overcompetition by trying
3 eo control their main competitors. They used cartels or attempted to form
“¥ "+ monopolies. Firms also faced workers’ organizations that resisted their at-
i . tempt to lower wages and control labor markets. Class struggle led to_bnter
_ disputes between the large groups of workers who were located in the
- largest factories and the owners and managers (Edwards 1979). But fre-
quendy, firms and workers could not construct stable solutons, and they
certainly could not construct “general” solutions. This conflict led both
v sides to go to governments to get them to produce stable outcomes
(Fligstein 1990; Chandler 1990).
The organizations, groups, and institutions that comprise the ficlds of
the state in modern cepitalist society claim sovereignty, that is, the right to
- make and enforce the rules governing all interactions in a given geographic
| area (Krasner 1988).° Firms and workers’ organizations came into conflict
and turmoil, and they both tried to use governments to solve their prob- ?
] lems of instability (Fligstein 1990). While most modern discussions of state
building have focused on welfare and warfare, modern capitalist states have
been constructed in interaction with the development of their economies,
and the governance of their economies is part of the core of state building
(Fligstein 1990; Hooks 1990; Campbell, Hollingsworth, and Lindberg
1991; Dobbin 1994; Evans 1995)."°
As was stated in chapter 1, I conceive of the modem state as a set of
fields that can be defined as policy domains. Policy domains are arenas of
political action where burcaucratic 2gencies and representatives of firms
and workers meet to form and implement policy.”" The purpose of this
policymaking is to mzke rules and governance mechanisms to produce sta-
ble patterns of interaction in nonstate fields. Modern states also typically
X develop legal systems with courts that adjudicate and interpret current laws
¥ and understandings. These legal fields are domains as well that contain
judges, courts, lawyers, and law schools. One way to understand the legal
ﬁ i system is to realize that legal systems are alternative ways for challenger
‘ groups to engage in political acton. By using [aws against incumbents,
challengers can contest the rights and privileges of dominant groups (Sha-
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7l piro 1980; Stone Sweet 2000). |
| The building of these domains, what others have called “state capacity”
E (Evans, Skocpol, and Rueschmeyer 1985), occurs under a set of interactions
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governed by rules that were usuallvput into place by a revolutionary social
movement of a series of such movements or were imposed by outside in-
vaders (or a succession of such forces). Once a government is formed in
capitalist societies, the political processes in a society are about dominant
groups building government capacity tcénsure their dominant position
and challenger groups trying to reorient existing domains or creating new
ones to include them. The purpose of this confrontation within domains
is to provide stabilizing rules that tend to benefit the most powerful groups.

State building can be defined as the development of domains set up by
and for state officials, firms, and workers. The domains, once constructed,
reflect the relative power of workers, capitalists, politicians, and state bu-
reaucrats, tnscribed in the law and the forms of regulation or intervention
at the time they are formed. Domains are often focused on particular indus-
tries (for example, bank regulation) but can also be concerned with more
general issues that apply across industries (for example, antitrust law or
patents that define property rights). The way in which states are capable
of intervening in their cconomies is inscribed by the power relations as
constituted in particular domains when they are founded.

Proposition 2.2. Initial formation of policy domains and the rules they

create affecting property rights, governance structures, and rules of ex-
change shape the devélopent of new markets because they produce cul=~

tural templates that determine how to organize in a given society. The
inittal configuration of institutions and the balance of power between gov-
ernment officials, capitalists, and workers at that moment account for the
persistence of, and differences between, national capitalisms.

The shape of initial regulatory institutions has a profound effect on sub-
sequent capitalist development. They define the corrent state of rules and
what is permissible. They also provide guidelines for how states can be
subsequently organized to intervene in econonties as new issues arise. In-
deed, any new markets that come into existence do so under a given set of
institutions. This is one of the most remarkable features of institutions:
they enable newly organized actors to act. They do not just support the
status quo, but allow entrepreneurs to come into existence without having
to invent new ways to organize,

One can observe that, as countries industrialize, the demand for laws or
enforceable undérstandings is high, and that once such tnderstandings are
produced, demand decreases. As new industries emerge or old ones are
transformed, new rules are made in the context of the old rules. Dobbin
(1994) lias arghied that societiés create *regulatory styles.” ‘These styles are
embedded in regulatory organizations and in the statutes that support
them. States are often the focus of market crises, but actors continue to
use an existing set of laws and practices to resolve crises. These general
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tactics are used to construct arguments about why and how governments
should directly intervene in or mediate disputes between firms and workers
and intervene in or regulate markets. Property rights, governance struc-
tures, conceptions of control, and rules of exchange are institutional issues
about which modem states establish rules for economic actors. There can
be specific state agencies otiented toward producing and enforcing institu-
tions, such as patent offices for the registration of property rights, More
common, however, are multiple domains where institutional issues enter
in different ways.

A good example is modern states’ extensive policy domains organized
around the problems of agriculture. Most advanced industrial societies
have programs oriented toward solving problems of competidon (for in-
stance, price support programs and subsidized foreign trade) and rules of
exchange (for instance, health and safety standards and standard weights
and measures). In many advanced industrial societies, these policies are
buttressed with concerns for the property rights of “family” farmers. In the

United States, special tax laws make it easier for family farmers to pass on
their farms to their children,

Proposition 2.3. State actors are constantly attending to one market crisis J =
or another. This is so because markets are always being organized or desta- -

bilized, and firms and workers are lobbying for state intervention.

In normal times, change in markets is incremental and dependent upon
the construction of interests of actors in and around the state.? Having
stable rules is often more important than the content of the rules. However,
rules do embody the interésts of dominant groups, and state actors do not
intentionally transform rules unless dominant groups are in crisis. Because
of their central place in the creation and enforcement of market institu-
tions, states become the focus of crisis in any important market. Given the
turmoil inherent in markets, the state is constandy attending to some form
of market crisis.

Pressure on states can from comne two sources: other states (and by impli-
cation, their firms) and existing markets that can be constructed either lo-
cally (within the geography of the state) or globally (across states). As eco-
nomic interdependence across societies has increased, there has been an
explosion of cross-state agreements, particularly about rules of exchange.
States pravide stable and reliable conditions under which firms organize,
compete, cooperate, and exchange. They also privilege some firms over
others and often national large firms over small firms and firms from for-
eign countries. The enforcement of these rules affects what conceptions of
contro| can produce stable markets. There are political contests over the
content of laws, their applicability to given firms and markets, and the
extent and direction of state intervention in the economy.
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Power in Policy Domains and Trarket Institutions

States are important to the formation and ongoing stability of markets.
How they are important and to what degree iFa matter of historical process
(Evans 1995; Ziegler 1997). Some states have greater capacities for inter-
vention than others, and the likelihood of intervention depends on the
nature of the crisis and the institutional history of the state (Dobbin 1994;
Evans, Skocpol, and Rueschmeyer 1985; Ziegler 1997; Laumann and
Knoke 1987)." Current organized interests use current rules to try to re-
produce their positions. This explains why there appear to be so many
forms of market arrangements across and within developed and developing
societies (Evans 1995; Fligstein and Freeland 1995).

Proposition 2.4. Policy domains contain governmental organizations and
representatives of firms, workers, and other organized groups. They are
structured in two ways: (1) around the state’s capacity to intervene, regu-
late, and mediate, and (2) around the relative power of societal groups to
dictate the terms of intervention.

There are two important ways in which to characterize the political
structure of policy domains of the state that focus on the relations between
government officials, their organizations, capitalist firms, and workers,
One important dimension is captured by the distinctions among direct in-
tervention, regulation, and mediation. Domains are interventionist to the
degree that government officials can directly make substantive decisions
for markets. Governments may own firms, control the financial sector, di-
rect investment, and heavily regulate firms’ entries, exits, and competition
in markets. Government officials have strong control over firms and work-
ers in these domains, An example of an interventionist state is France,
where historically officials in ministries were able to direct investment and
control firms by virtue of government ownership.

In contrast, states dominated by regulatory regimes create agencies to
enforce general rules in markets but do not decide who can own what or
make what investment, Regulatory states put organizations in place in pol-
icy domains to play “traffic cop.” Theoretically, regulatory bodies do not
reflect the interest of any one group but use rules impartially to police the
interactions of firms and workers who are represented in the domain,
Often, regulatory bodies become captured by the dominant firms in an
industry. Examples of regulatory agencies are the Securities and Exchange
Commission in the United States and the Monopolies Board in the United
Kingdom,

Both regulatory and interventionist states occasionally use mediation in
policy arenas to help make policy or settle disputes. Interactions between
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industry representatives and state officials around an issue of common con-
cern may result in the formation of a policy for a sector of the economy. If
there is conflict between the organizations of firms or between firms and
workers, state officials can act as mediators. It is clear that the Ministry
of International Trade and Industry (MITT) played this role in Japanese
development (Johnson 1982; Evans 1995)." :

The second dimension that structures domains concerns whether or not
they have undergone “capture.” Economists argue that one problem of
government intervention in markets is the temptation by government of-
ficials to “rent-seek” (Buchanan, Tellison, and Tulloch 1980). Rent seeking
implies that government officials scek out payments from either firms or
workers in a sector that involve bribes or taxes. In this case, the sector can
be captured by the state, Evans (1995) has described as predatory states in
some parts of the Third World that have this capactty.

Capture can occur as well if either a set of firms or an organized group
of workers gets control over a policy domain (this is in fact the point of
Buchanan, Tellison, and Tulloch’s book [1980]). Regulatory agencies or
even interventionist parts of ministries often rely on industry guidance for
information and personnel. If workers or firms capture domains, they can
atternpt to use the domain to narrowly defend their privilege against other
claims. To the degree that the industry is organized, it is possible for a set
of firms to capture the regulatory agency and get government officials to
accept their view of the industry and what should be done.

Workers can capture domains as well, Groups of workers may, for exam-
ple, win the right to certify new workers, which, in essence, gives them the
right to decide who has a “property right,” that is, who owns a certificate
that entitles them to make a profit from their skill. The government may
directly intervene in this process or allow certification boards to be selected
from members of workers' communities, Professions, such as physicsans in
the United States, have used this tactic successfully for long periods of time
to control the supply of doctors (Starr 1982).

I would like to reconceptualize the language of rent seeking to capture
in 2 more neutral way who, among government officials or representatives
of capitalist or worker interests, has the upper hand in making policy in a
given domain. Rent seeking occurs in the sense thatall groups are oriented
toward using their power in policy domains for their own ends. But rent
seeking can be more or less venal. When individual firms or government
officials use their positions to advantage themselves and disadvantage of
others in their fields, extreme predatory behavior can result.

Usually, rent seeking only occurs where there is little countervailing
power. If a set of capitalist firms is not opposed by government officials or
workers, the firms are more likely to set in place governance structures
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that allow collusion and rules of exchange that prevent other firms from
competing. But it is also the case that the interests of a small set of firms
and organized workers may produce the same effect. By such means textile
manufacturers in the United States have been able to protect their markets
by allying themselves with workers under the guise of saving jobs. These
issues are explored more thoroughly in the next chapter.
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The Politics of the Creation of Market Institutions

My piscusston has so far focused on making conceptual distinctions. It is

ible to get more theoretical and empirical leverage by considering how
ideal-typical domination by one group, or alliances between warkers, capi-
wlists, and state officials, affects in the formation of market instituuons,
These ideal types are useful because they suggest how national govern-
ments come to intervene in markets as 2 function of the historical coalitions
between government officials, capitalists, and workers. To apply the ideal
types, one can examine the historic balance of power at the formation of
market institutions in a given society, discern how actors are currently ar-
rayed, and make predictions about how state organizational capacity will
get built and how it will affect the rules of market organization. If one
kmows that a given set of arrangements dominates a certain society and one
understands the roles played by various groups, then one can predict how
new crises will be mediated and what kind of domains and rules are likely
to be constructed.

Of course the links between general market institutions in a society
and the formation of particular markets is a historical process. So, for ex-
ample, as software firms have emerged, intellectual property rights have
become a more salient issue. New kinds of patent faws have emerged that
define what can be patented about a particular piece of software. Thus,
the particular market problem can have a distinct “cultural solution” that
reflects the context in which it emerges. In societies with existing patent
laws, new laws were built on existing law. But, of course, new innovations
in law were required because of the nature of the industry covered. This
give-and-take between existing instirutions and new situations for frms
and industries characterizes a great deal of the empirical work on develop-
ment of market institutions. (See, for example, Fligstein and Mara-Drita
1996; Haveman and Rao 1997; Baron, Dobbin, and Jennings 1986;
Dobbin 1994.)

It is useful to begin with an abstract and static analysis in order to charac-
terize ideal types. The pure cases (i.¢., domination by capitalists; workers,
or state officials) of the formation of governmental capacity often exist
when one group dominates in the executive or legislative branches of gov-
ernments and creates rules favorable to itself. Once insttutions are pro-
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TABLE 3.1
Dominant Groups and Their Effects on Policy Domains and Forms of Economic
Intervention

Dominant Group Policy Domains Economic Intervention
State as rent sceker Predatory Haphazard; open to
corruption
Capitelists Regulatory Capture by capitalist
interests
Workers Impossible in capitalism?
Capitafist-state Regulatory; stte could State controls finance,
coalition be directing or brokering  udlities, infrastructure;
development represses workers
Worker-state Welfare state; direct State ownership of firms;
coalition ntervention in product extensian worker
and labor markets protections
Capitalist-worker Policies respond to who is  Strongest groops get
stand-off dominant; state acts as favorable policies;
broker compromise

duced and organizadonal capacity to organize domains comes into exis-
tence, domains that produce and enforce rules take on lives of their own.
Firms and workers who participate in those domains leam to live with 2
certain sct of rules, even if it disadvantages them. Changing those rules
requires a serious crisis that makes reforms possible. These often occur
only with a regime shift in which new political players remake the rules in
their constituents' interests,

Table 3.1 presents these ideal types. Table 3.2 shows the implications
of these arrangements for property rights, governance structures, rules of
exchange, and conceptions of control in product markets. It is useful to
consider how the pure cases structure the ability of governments to inter-
vene in markets generally and the implications for market instittions.

Government officials in rent-seeking states organize markets by directly
owning firms and using them to suppott favored groups (such as relatives
and friends) or establishing clientelistic, but stable, relations with a particu-
lar group of capitalists. They use their power to extract rents from these
“favored” groups. Organized ‘military regimes often have this character,
as do regimes in many developing countries. Rent-seeking government
officials’ ability to dominate economies is often a matter of degree, even
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where workers and firms are sufficdently disorganized that they are unable
to produce political movements to counter officials. This is because these
regimes often lack personnel who are able to create effective government
bureaucracy to systematically rent-seek. Extensive black markets for basic
commodities often develop in these condidons, and the ability of govern-
ment officials to support their styles of life is constantly threatened.

In one extreme version of this situation, governments lack the ability to
even collect taxes, and public officials routinely use their positions to obtain
bribes and kick backs, Evans (1995) has described this condition as a “preda-
tory state.” He identifies Zaire during the late 1980s as an example. One
way to characterize this lack of organizational capacity is that policy do-
mains essentially do not exist. Governments require resources and skilled
personnel; and, if they are lacking, governments do not have the organiza-
tional capacity to enforce rules. With little or no representation of the inter-
ests of workers or capitalists, this circumstance translates into difficult and
potentially life-threatening situations for owners, managers, and workers.

States that are organized rent-seekers have staggering implications for
the production of institutions. Table 3.2 shows that in governments with
capacity to police, officials sell property rights to the highest bidder. Those
rights remain with those bidders at the whim of officials. Where govern-
ment officials are not able to enforce deals that are made, bribery can
buy property rights. Similarly, rules surrounding competition and cooper-
ation, which permit firms to be organized, either are applied in a clientelis-
tic fashion, in the best case, or simply do not exist. Conditions are deter-
mined at the whim of officials on the scene. Finally, simple exchange (ship-
ping, the transfer of funds, buying products brought from outside the
country) is fraught with difficulty. Favored groups have more access to
channels of exchange. If government officials cannot police such arrange-
rne:nll:s. then other government officials can upset whatever arrangement is
in place.

"This is a negative view of the state’s role in economic development. Is
it possible for state-led development to be more positive for workers or
firms even where those groups are disorganized? Evans (1995) posits that
this possibility relies on a well-paid, professionally trained administrative
staff. This gives administrators an autonomy that allows them to try to
produce market institutions that may benefit less organized social groups.
Evans and Rauch (1999) provide empirical evidence that educated bureau-
cracies in fact enhance economic growth in developing societies. There is
evidence that government-directed development in Korez, Japan, and

France helped organize capitalist firms and intervened in market processes
(Wade 1990; Westey 1987; Johnson 1982; Djelic 1998).!
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The question of whether bureaucratic elites in states can in fact produce

" stable market institutions and growing economies is complex. It 1s clear

that some of the development projects of the past hundred years have been
smate led, as even the World Bank has acknowledged (1997). But many
sociedes with dominant states have not developed, sometimes because na-
donal politics does not push a market-style development project, as in India
during most of the postwar era. But even where governments have pushed
such projects (in Mexico and Brazil, for example), those projects have not
been entirely successful. To make progress on this issue of the effect of
bureaucradc elites, one would need to clarify two aspects of state policies.
First, do the policies provide stable marker institutions in theory, and sec-
ond, do the governments have the organizational capacity to implement
the necessary regulatory apparstus in practice? Frequently the implemen-
tation of market institutions is difficult and can be resisted by local political
guthorities and organized groups of capitalists.

If a society’s policy domains are entirely dominated by capitalists, the
mechanisms for rent seeking shift, as presented in the second row of tables
3.1 and 3.2. Policy domains exist and governments have organizational
capacity, but these domains are now captured by narrower capitalist inter-
ests, On occasion, government policy is made for an individual firm. But
more normal is regulatory capture by the leading firms in 2 particular in-
dustry. The former situation c2n result in tension between individual firms
that search for opportunities to rent-seek and other firms in 2 specific in-
dustry that want collective regulatory capture in order to promote collec-
tive rent-seeking by the industry.

Often dominant firms promote industry-wide rules that apply to all firms
“equally.” They do so for two reasons. Dominant firms want to restrict
government officials’ ability to directly intervene in any market, even when
those officials more or less serve their interests. Government officials who
are regulators cannot own firmns or intervene in market processes to choose
winners and losers. But dominant firms that have accomplished regulatory
capture czn have rules written and enforced that disproportionately benefit
them. Thus, “fair” regulators appear to be enforcing rules for every firm,
even if those rules benefit some firms (usually market incumbents) more
than others.

In the case of property rights, capitalists prefer a clear set of rules giving
power only to sharcholders. They also prefer that states not own firms in
any sector of the economy. This gives governments an incentive to take
over firms in sectors in economic trouble and then return them to private
investors after public funds are used to strengthen firm. A good example is
the massive bailout of the savings and loan industry in the United States
during the 1980s. Here the government sold bonds to pay off depositors
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in failed savings and loan associatiths. Then regulators took whatever
assets were seized and sold them back into private hands. The federal gov-
ernment socialized the cost of the bailout to taxpayers and then made the
assets available to private investors at attractive priccs.

Firms' dominance also encourages governments to pay for investments
firms want to make in plant capacity and technology while leaving profit
making in private hands. Governmenits underwrite basic research but give
firms opportunities to exploit new technologies commercially. So, for ex-
ample, defense contractors have their costs underwritten but retain patents
and use the results of research to make profits. This private ownership of
property rights also ensures that patents allow firms to exploit 2 monopoly.

Capitalists also prefer legal forms of governance to control competition.
Firms want rules that allow them to cooperate with their competitors to
joindy produce new products, share matkets, and set prices. Firms also
prefer “fair trade” that makes predatory trade pracuces illegal. Fair trade
implies that new entrants into a market cannot engage in predatory prac-
tices that might upect a stable set of arrangements. Rent-seeking firms at-
tempt regulatory capture of agencies that control their ability to cooperate
and compete. Firms do not want direct government intervention in prob-
lems caused by competition because that might result in public ownership
of the sector or in one set of firms being favored over another.

Rules of exchange determine who can interact with whom and under
what conditions. Regulatory capture would result in the easing of rules of
exchange for dominant firms m an industry. To prevent rules from being
written for a single firm, capitalists tend to want more general rules. So, for
example, regulation that guarantees contracts and payment that provides
for restitution if contracts are broken mean that no one has the incentrve
to cheat. Regulation that ensures product safety and quality prevents some
firms from capitalizing on lower standards to sell cheaper products. How-
ever, rules of exchange can be used to thwart competitors (particularly for-
eign ones) by putting up barriers to entry in a given market. If outstde firms
have to put up bonds, pay tariffs, or meet extraordinary health and safety
standards, their products are more expensive and easier to keep out. In this
way, rules of exchange may become trade barriers to control competition.

Societies where capitalists are highly politically organized offer opportu-
nities for dominant firms to create conceptions of control to ensure their
stability without threat of government intervention. Capture of agencies
and regulators who deal with governance structure ensures that arrange-
ments to stabilize any given market may meet with success. In a society
dominated by firms, we may expect a few large firms to divide 2 market in
oligopolistic fashion, Competition is tempered by the recognition that if
all prosper, all survive. Governments stay out of markets unless incumbent
firms begin to fail. Under these conditions, incumbent firms may request

pOLITICS OF MARKET INSTITUTIONS 51

government action. But the government’s intervention is oriented toward
returning conditions of profitability to the industry rather than reorganiz-
ing it or taking it over.

Domination of capitalist societies by workers is difficult to imagine. If
workers really dominated a capitalist society, it would probably be more
adequately desctibed as socialist. If a worker-dominated state could exist
in capitalism, it would create policy domains that favored using the govern-
ment to own firms, protect jobs, and provide extensive benefits for workers.
Private property rights would be severely curtailed. This would mean that,
except for small businesses, effectively all businesses would be run by the
state. Workers as rent seekers would act to preserve jobs and benefits rather
than create “efficient” industrial structure. In the context of property
rights, they would curtail capitalist social relations and favor state owner-
ship. They would want workers to be represented on boards of directors.
They would favor state intervention in competitive processes, particularly
where such processes would likely result in the loss of jobs.

Rules of exchange would keep tariffs high and prevent capitalist compet-
tion from destroying jobs. Rules of exchange would also be structured to
regulate transactions that threatened jobs or health and safety. One could
expect extensive rules controlling conditions of work and the health and
safety of products. Rules of exchange would make it difficult to import
competitive products. Finally, the conception of control that dominated
economic life would stress state preservation of jobs. In uneconomic indus-
tries, the state would intervene to restore financial strength and minimize
job loss. Rules would make it difficult to fire workers and hard to close
plants, even those that were clearly uncompenave.

The socialist societies that have existed have had many of these attri-
butes. Those societies, however, often had state managers who were un-
constrained by workers' interests and therefore were able to engage in rent
seeking. These societies were often lax in creating health and safety stan-
dards for products and work. Groups of workers were frequently exploited
for redistribution of resources toward uses favored by state managers, such
as defense expenditures. The social democratic countries, particularly in
Scandinavia, embody a number of these tendencies of worker-dominated
societies as well. But they are not pure cases of dominadon by workers, as
much of the economy remains in private hands.

It is useful to consider how alliances between capitalists, workers, and
government officials produce compromises in the structure of policy do-
mains and the institutions that structure markets. I first consider the alli-
ance between government officials and capitalists. In this situation, capital-
ists are not able to totally dominate the economy but instead must ally with
state officials. Tivo historical trajectories can lead to such an alliance. First,
for historical reasons, governments may have strong organizational capac-
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ity (Evans 1995). If capitalists‘are f<v. sufficiently organized (which fre-
quently occurs in the early days of industrializaton) to take control of gov-
ernments, governments can help to organize capitalists. Second, workers
resist such attempts by firms to control statesscompletely. If their political
actions are turned back, governments and firms can work together to pro-
mote a capitalist order to strengthen capitalist control over economic pro-
cesses. This means that repression of workers usually accompanies 2 capl-
talist-state coalition,

Such a compromise gives governments more ability to intervene in mar-
ket processes and therefore control policy domains. Government bureau-
crats can act to organize the interests of a particular sector of the economy
if firms fail to do so. Firms try to keep governments from direct interven-
ton and attempt to limit states to regulation, Table 3.1 sums up these
arguments, showing that capitalist-state coalitions produce regulation,
state-organized development, and worker repression.

Table 3.2 provides an analysis of the implications of this compromise for
market institutions. State-led development implies that governments own
certain sectors of the economy, such as utilities and finance. They do this
because those industries are often essentia] to development, but often soci-
eties lack either capital or expertise to have developed private sectors. They
also give government officials levers to control privately held firms. Gener-
ally, state-led development is done with limits on public ownership. There
are clear rules about the conditions under which governments can inter-
vene in the economy by the direct contol of property rights. State-led
development also causes governments to regulate competition and cooper-
ation. States may try to protect certain industries in early stages of develop-
ment, ot longer if they are deemed crucial to the national market. At the
same time, government officials may encourage firms oriented toward ex-
port markets to compete in world markets. Rules of exchange are used in
the same way.

Capitalist-state coalitions often tread dangerously close to rent seeking.
If powerful national firms ingratiate themselves with government officials,
they may obtain official recognition of their status and protective regula-
tion of their position. This means that the state will bail out declining firms
or sectors. State officials can decide in the pational interest to regulate a
sector, and that comes close to equating the dominant firms' interests with
the national interest.

Worker-state coalitions characterize some of the social democracies of
Western Europe. Table 3.2 suggests that in such states officials organize
policy domains but favor the interests of workers rather than capital in
policymaking. Governments develop organizational capacities in many in-
dustrial sectors to directly intervene in the affairs of private firms in many
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ways. Extensive state ownership of firms and state protection of workers
are likely. If firms begin to fail, governments take them over to protect
jobs. Where private firms exist, they are subject to government scrutiny
and are forced to adopt strice rules to make it difficult to lay workers off.
Workers may also have extensive rights in the governance of the firm as
well. Workers may be stakeholders who sit on boards of directors and help
decide the strategies of the firm.

Generally, the regulation of competition and cooperation of firms are
otiented toward protecting jobs. Governments encourage firms to merge
and control competition to save jobs. Rules of exchange also are used to
protect jobs, In the case of incumbents failing in an established industry,
governments often soften rules to provide incentives for the reorganization
of incumbent failing firms.

The final case to consider is a worker-capitalist standoff in society in

" general. Governments ate then called upon to solve crises on a sector-to-

sector basis. The nature of the intervention depends on which group has
the upper hand in that sector. If no one dominates in a particular sector,
groups may compromise, with state officials acting as brokers between
sides. Where workers or capitalists are very powerful, they may dominate
policy domains, Where both are weak, government officials dominate. Be-
cause of the complex politics of these situations, governments tend to have
the ability to extensively intervene in economic life. This capacity may give
government officials a narrow kind of autonomy, an autonomy that focuses
on finding compromises and imposing them in specific situations.
Compromise situations can be stable in that groups maintain vigilance
and promote and protect domains most important to their interests. All
of the market institutions are open for intervention by state officials, and
the form of that intervention reflects the crisis presented to government
officials and the relative power of the sides. Governments are likely to
own some firms, control the conditions of cooperation and compeuton,
protect some sectors and jobs, and intervene as the pardcular crisis and
the alignment of social forces determine (see Hart 1992 for a similar

argument).

Political Structuring of Labor Market Institutions

Like policy domains, labor markets are organized around issues of property
rights, governance structures, conceptions of control, and rules of ex-
change. In the context of labor markets, property rights refer to skills that
one can claim in order to make profits. Usually the central issue is the
process whereby states, workers, or firms control who can use credentials.
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Governance structures refer to rules of social closure whereby groups can ':: _
contral the supply of labor. Cre‘denﬁaling can be used as both a property 3 *4ABLE 3.3
right and as a mechanism to control competition. If people cannot practice B+ Implications for Labor Markets of Domination by Different Groups
a certain occupation because they lack credennals, this controls labor sup- N B t  Dominant Model Governance Rules of
ply. Rules of exchange concern the condisfdns under which labor is free to e " o of Labor Market  Property Rights Structures Exchange
move. Rules of exchange guide hiring, firing, and pay and promotion. In ¢ 3 ;r;_f‘mnp . - : :
specific labor markets, conceptions of control are such that organized  »~f - 51 Suate ss rent Corrupt D}fﬁm.llt to at- G'mups‘w.:m‘ G‘WHPS'W}th_
groups structure market processes to benefit their members. Table 3.3 N ;f-;.-""‘hr tain and exploit  clientelistic des Ehm}z: istic des
presents ideal-typical arrangements for labor market structures in a society. yig can cooperate fo. - dominate
Where the state predominates, labor market structores are likely to be A :ant?:llclc:cln;urc
nonexistent. The relative power of workers depends on clientelistic ties to . - :
governments. This dependence makes it difficult for groups of workersto ¥ § /% Capitais® Firm-controlled  Unions out- Firms keep labor  Workers cannot
enforce property rights, as individuals who know the right people may be H . labor markets l:..-wcdmefes- mm:lfcts com- use work rules to
able to circumvent any control. Neither firms nor workers’ organizations = | sions weak pevive affect closure
can effectively control the supply of labor or the conditions that structure "3 ™ tyorkers Worker- Swong unions/  Labor markers ~ Workers prevent
the rules by which firms and workers interact. Clientelistic relations to P controlled labor  professional/ under worker free movement of
mrrl;l;tt gglvemments increase locally either groups of worker or firms that “ k. markets trades ml;itrnl control or labor
are best able to pay off local governments, . K e over certification  closure
Where firms predominate, they tend to control labor markets, Firms ) Capitalist-  Firm-controlled  Unions regu- Lzbor markers ~ Mostly frec move-
create rules and structures for workers internally that allow them to reward .1  sorecoa-  lsbormarkets,  lated; certifica-  mostly left to ment of labor
and punish workers at will. Firms prefer workers who are not organized » F* lfition but laws protect  tion by state firm control;
outside of the irm. (Dore 1973; 1997 shows how this works for Japan.) N 3 individuals suthorities that  rules o protect
Competitive external labor markets with no minimum wage and few rules ' might be individuals
give firms the greatest leeway. . : s captured by
Firms may create forms of bureaucratic control to reward with careers ? professions
workers who are important (Edwards 1979). Firms prefer workers to be Worker- Worker- Unions powes-  Labor markets ~ Workers prevent
disorganized and therefore want to keep property rights out of their con- K e controlied fabor  ful; professions  organized; rules  free movement of
trol. Unions are weak or nonexistent, and professions are not fully success- :§ + scoliston  markers, but and trades con-  to protect labor
ful at controlling certification. Finally, firms prefer to control work rules N laws protect trol certification  individuals
a?d dt; not want workers to be able to use work rules to affect the terms y individuals under state
of exchange. ! regulztion
Workers prefer to control labor markets. Their means of control include 2R " Worker Mizxed labor mar- Soine unions; Some worker Movement of
strong unions and professions and trades that control certification and the v capitalist ~ kets, some firm  professions | controlled, some  labor determined
supply of workers. [deally, workers prefer to be able to offer to firms work- . K" :" stand-off;,  controlled, strong in firm mnu-’nllcd on case-by-case
ers whom the firm has to accept. Thus, the supply of labor is under worker " state suton-  some worker certifying basis
control. Finally, worker-controlled labor markets contain rules of exchange 4 o omy controlled
th?*.t_ contro! the movements of workers for their benefit and restrict firms - * ]
al_:uhpr to I;irc, Ifere, pay, or promote. Civil service systems that reward se- o1 T
nIort ‘ . $ o
Latgr;n ;;: workers difficult to fire “_‘ﬂe‘“ these principles. " & competition and freedom of association. Unions are regulated and are most
market structures that reflect dominance by firms and states allow ; : : .
firms to control manv of their affairs ) A . F . successful wh::rc skills need to be cerdfied. Professions are most successful
y of their a but also protect the rights of individu- __ because of indivi ir traini
als to get paid, move, or be certified for their credentials, S : . . use of claims of individuals to profit from their training. Labor markets
; ' Creacnbals. State agencies . are mostly left to firms to control. Individual workers are offered protecaon

are on the side of citizens because of an overriding commitment to fair

j from firms, but collective bargaining is highly regulated. While workers
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are protected from some forms of.disciminaton’ on the job, firms are
largely able to hire, fire, promote whoin they want and set rates of pay.

Where workers and state officials dominate, workers have a great deal
of power in labor markets, but to some degree state officials also protect
the rights of firms. This protection takes t:e form of promoting the rights
of owners and managers as individuals to use their property as they see
fit. Unions and professional associations are powerful and able to control
certification of workers. While unions are able to organize workers, they
have litnited control over firms’ hiring practices, and thus unions do not
attain full closure over labor markets. State bureaucracies are organized to
protect workers rights but also pay attention to the rights of managers and
employers who are also citdzens.

Where neither firms nor workers dominate a society’s labor market, one
expects many different arrangements across industries. Some labor markets
are controlled by workers, others by firms, Some groups of workers attain
the ability to certify workers and restrict competition among them; other
gronps of workers do not.

Policy Domains and Market Regulation in Real Societies

Real societies do not exhibit any one form of organization. This is because
groups rarely control all institutions, and even more rarely are they able to
do so over time because of the historical layering of governments’ capaci-
ties for intervention in their economies. So, for example, one set of political
and economic crises may lead to the triumph of capitalist-oriented political
parties, which then limit the ability of both government officials and work-
ers to regulate some economic feature of the society. But a subsequent
crisis may sweep in a new political coalition more representative of work-
ers’ interests that expands the number of policy domains and the capacities
of government officials for reguladon and intervention on behalf of work-
ers’ interests,

The United States is the purest case of a society in which capitalist firms
are able to use the policy domains of the state for their own interest. Gov-
ernment generally lacks the capacity to directly intervene, and, when it
organizes damains or sectors, it is regulatory. Regulation of financial, own-
ership, and labor markets is minimal, almost always in the interest of firms,
and is often captured by the leading firms in a sector. As for the property
rights of firms, the United States is organized to maximize shareholder
(i.e., those who own the stock) value (see chap. 7).

The United States is not a pure system. In terms of issues of governance,
U.S. competition laws have traditionally prevented cooperation between
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firms, decreasing the power of firms to control markets directly (Eligstein
1990). Recently, however, these rules have been relaxed, and U.S. firms
are being allowed to enter joint ventures with their major competitors,
suggesting that even these limited rules of governance have tilted toward
firms. The U.S. system of rules of exchange is a victory for capitalist firms.
Rules protect such industries as textiles, sugar, and, for a while, automobiles
and steel, while promoting exports by firms doing business on an interna-
tonal scale, such as manufacturers of computers or airframes.

Recognizing the degree to which American firms dominate the creation
of market institutions and the regulation of those institutions helps make
sense of two sorts of phenomena. When considering what market institu-
tions may come out of a particular crisis, one must always bear in mind
that government will tend to intervene to protect capitalist interests. Thus,
analyses of market crises should begin and end with understanding that
governments intervene for incumbents so as to preserve private capital. A
comparison of market institutions across societies and of the responses by
governments to similar crises shows that the U.S. federal government al-
ways acts to preserve and enhance firms, while other governments may
pursue policies oriented toward protecting other social groups.

Japan appears to be a case where capitalists and state officials share
control over the policy domains of the economy. The Japanese economy
is organized to protect small business and agriculture in the home market
while supporting big business in exporting around the world (Dore 1973,
1997). This set of relations may appear to be an example of dominance
by capitalists, as in the U.S. model. But government officials have had
the power historically to intervene in product markets directly, and, in
particular, to direct investment toward firms engaged in exporting. MITI
has directed capitalist development when the capitalists themselves have
not been strong enough to do it (Evans 1995). The government has been
deeply involved with directing investment and controlling trade (Johnson
1982). Business is also powerful, having local markets protected and being
able to cooperate across firms {Aoki 1988; Gerlach 1992). Workers have
been systemadcally disorganized by the Japanese government since the
early 1950s (Dore 1973). In the econotnic crisis of the 1990s, the Japanese
government tried many strategies to promote a recovery. It propped up
banks and injected huge amounts of money into public infrastructure
projects. It did not force a reorganization in the keiretsu structure, the
families of firms with interlocking ties of ownership acress different
industries.

The Scandinavian welfare states appear to be the real societies closest to
the ideal type of dominance of workers with the assistance of state actors.
Governments own some firms, although important parts of the economy
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remain privately held. The economies are export-oriented but internal
consumption is heavily regulated to protect the internal markets and jobs.
Wages and benefits are high, and inequality is low. The government inter-
venies in many features of economic life (Lawrence and Spybey 1986),
mostly to protect workers and save jnhs.*‘ﬁ'ncr: are extensive work rules,
unemployment benefits, and health benefits. Governments legislate paid
vacations, sick pay, and maternity leave (Esping-Anderson 1990). If firms
lay workers off, governments attempt to retrain workers and find them new
jobs. An extensive public sector engages in public works as well.

"The German system is a political compromise between capital and labor,
although, in many domains, labor appears to have the upper hand. Officials
in the federal German government have relatively little capacity to orga-
nize policy domains or directly intervene in industrial sectors (Ziegler
1997). The German states, called Lander, do have more capacity to inter-
vene in labor markets and product markets, Many of the Lander own stock
in their largest firms. With employers they organize the training of workers
and the retraining of workers if industries decline. Until recently, workers
and firms were organized into Jarge corporatist organizations that settled
many important economic issues (Streeck 1984, 1995). Workers sit on
boards of directors and are involved in firms’ decision making (Lane 1989,
Kocka 1980; Cable, Palfrey, and Runge 1980). Extensive labor market pro-
tections are in place. Workers enjoy countrywide collective bargaining.
They also have generous benefits.

While German firms are subject to more collective arrangements than in
Japan or the United States, there is less public ownership of firms in Ger-
many than in Scandinavia. A number of private large and extremely diversi-
fied corporations, such as Daitnler-Chrysler, exist. A large number of much
smaller firms, are oriented toward market niches and export (Herrigel,
1996). Firms are allowed to cooperate in markets that involve foreign trade,
"The core of the German economy is export oriented and privately held.

"The French system has produced an interesting hybrid that may have the
strongest control by state actors of any of the OECD countries. One of its
most interesting features is 2 highly interventionist government. One could
argue that French society fits the ideal-typical model in which capitalists
and workers are balanced and the state plays an autonomous role vis-3-
vis both groups (Crozier 1973). This standoff means that the French state
intervenes on whichever side has the most power in a particular domain.

The French government, historically, has owned firms, directed invest-
ment, and controlled the financial system. It underwrites research, and the
top of the French management system has a symbiotic relationship with
the government (Green 1986; Barsoux and Lawrence 1990; Bourdieu 1996;
Djelic 1998). French workers also have extensive welfare benefits and work
rules. The government responds to crises in various sectors by direct inter-
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vention. If workers are more organized, then the state builds policy do-
mains and organizational capacity to aid workers. The policy domains of
the French government appear to be dominated by the interests of workers.
But state officials have set themselves up as cadres with similar social back-
ground and educational credentials (Bourdieu 1997; Boltanski 1987). This
implies that government officials are somewhat independent of workers’
interests.

The ideal types just described can be used to make sense of the policy
styles and domains of existing capitalist societies. Once those styles are
characterized, it is possible to predict what kind of new state capacity 1s
likely to be built in 3 political or economic crisis. So, for instance, govern-
ment intervention into market processes is more likely in France or Scandi-
navia than in the United States or Great Britain. Since workers are much
less protected from market crises in the United States, one expects them
to bear the brunt of market crises more systematically.? This means that the
same economic crisis will be met with entirely different policy responses by
different governments. So, for example, the slow economic growth of the
1970s was met in the United States by public policies that favored deregula-
tion of the economy, while the French and German governments were
more concerned to ensure social solidarity and protect benefits and work-
ers’ rights. One important result was that income inequality increased sub-
stantially in the United States while it changed little in France, Germany,
and Scandinavia,

Over time, crises tend to reinforce a given set of institutional rules and
build organizational capacity of a certain variety. Even in the era of so-
called globalization, national political systems continue to matter. Groups
of capitalists and workers interpret crises in terms similar to those they
have been using all along. When they go to established policy domains,
they expect the existing configuration of power and style of intervention
to produce an accurate interpretation of the crisis and a solution. So, in
the United States, every economic crisis calls forth the response to deregu-
late and to reduce government and worker influence, while in France, gov-
erntent officials are called upon to act in the “public interest.”

Stability and Complexity

Recently, Chandler, Amatori, and Hikino (1997) have compiled a volume
of papers oriented toward understanding the role of big business in eco-
nomic growth. They assert that big business has been the engine of eco-
nomic growth across capitalist societies because of the investments manag-
ers make in economies of scale and scope. Their argument is that societies
where there are large firms have experienced sustained economic growth,
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while societies that have not manraed to create large corporations have
less growth. The central problem with the argument is that the papers in
the volume, which consider various societies in Western Europe, Asia, and
North America, reach a remarkable CGIIE!‘_I:ISiDIl that is at odds with the
central assertion of the editors. The most4mportant factors for long-term
economic growth appear to be stable state-society political arrangements,
formal mediation of class struggle between workers and capitalists, and a
history free from war, invasion, or victimization by imperialism (Fligstein
1998). Large corporations, from the perspective of most of the papers, are
endogenous to this process.

This conclusion, of course, dovetails nicely with the political-cultural
approach, Capitalist development depends on the production of stable in-
stitntons and the creation of solid frameworks to guide the interactions
between workers, capitalists, and states. [ would like to develop this insight
more explicitly.

Proposition 3.1. Sustained capitalist economic growth requires the polit-
ical resolution of worker-owner-state conflicts and the creation of rules to
govern those conflicts by producing property nghts, governance struc-

tures, and rules of exchange.

The literature on comparative capitalisms has shown us that there are
many ways to attain these stable forms. In some societies, capitalists domi-
nate, while in others, workers or state managers play 2 stronger role. The
degree to which this domination spills over into the logic of employ-
ment systerns explains how jobs are created and how far workers are able
to influence rates of pay. I want to make a strong assertion here. Unless
there is substantial rent-seeking, all of these possible patterns of relative
strength produce stable institutional conditions for economic growth over
the long term.

Now the central claim of economics is that there are more or less effi-
cient ways to set up institutions to promote economic growth, It js correct
in that, at certain extremes where rent seeking is unchecked, we are less
likely to observe positive outcomes. For example, in African, Middle East-
ern, and some Asian societies (India and Pakistan) in the past 30 years, rent
seeking has constricted economic growth. Economics has a tougher case
to make where institutions are more socially balanced. I want to argue
that once stable institutions are in play, their impact on highly aggregate
outcomes such as long-term economic growth and employment growth
may be similar, regardless of the partculars of the institutions.

The basic idea for economists is that sacieties make institutional trade-
offs between the efficient allocation of resources and the equitable distribiv-
tion of goods and services. But the empirical evidence for this assertion is

difficult to gather. Economists who study long-term economic growth ar¢
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often struck by the importance of state investments in infrastructure, edo-

caiori; 3nd politcal stability (Barro 1990; Maddison 1995; Aschauer 19907
North I990); WHile we ¢aft sxamine rates such as GDP per capita as lﬂnjﬁ‘

term measures of economic growth, it is difficult to show that differences in

such rates result from different institutions. So, if one axamined economic

growth in Germany from 1950 to 1975, one might conclude that the (_?er-

man system, which favored workers, was more efficient than the American

m, which favored capital, If one examined economic growth fl‘Pm

1990 undl 2000, one might view American insttutions as more effective.
Of course, one could only draw this conclusion if one ignnrcd the costs
of German unification and the decision to create the single currency In
Europe.

It is very difficult to assess the relative effects of insttutional arrange-
ments when they change refatvely infrequently and economies g0 throug:h
business and political cycles that affect economic growth according to their
own dynamics. This does not prevent scholars and policymakers from en-
gaging in comparative institutional analysis on the basis on long-term eco-
nomic growth. For example, edited volumes by Berger and Dore (1996),
Boyer and Drache (1996), Crouch and Streeck (1997), and Hart's mono-
graph (1992) start with the idea that one can assess the relative effects of
economic instinutions on economic growth. But the analytical weaknesses
do suggest that consumers of such analyses should take them with 2 grain
of salt.

This is the lesson the political-cultural approach offers reformers in de-
veloping societies, particularly the formerly socialist societies. The critical
problem for these societies is to build reasonable political coalitons be-
tween workers, capitalists, and governments that reflect the real concerns
of the organized forces in those societies. Those groups must help produce
legitimate states that have the capacity to intervene in market processes in
order to produce stable outcomes for firms and workers. Without the
building of such a political consensus, these societies may be doomed to
long periods of rent seeking on the part of government officials or former
government officials who control the largest firms. Economic growth 15
not just a matter of frecing up prices and unfettering markets, It is 2 matter
of creating rules of stable interaction such that rent seeking is avoided,
exchange is possible, and varied groups are represented. .

There §s much political pressure (particularly from Western agencies
such as the World Bank and the IMF) on developing societies to favor
capitalist interests over worker interests. But it is not totally clear that this
has been the surest path to economic development. The history of develop-
ment of the industrial societies shows that as development proceeded and
democracy spread, political parties that reflected the interests of workers
became more prevalent, These political parties were the strongestin West-
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ern Europe, and they helped.create more equal and just societies. The
overall effect of these reforms on long-term economic growth is difficult
to measure. The most important features to promote economic growth
appear to be related mostly to the production of rules and laws that did
not allow extreme forms of rent seeking cff"anyone’s part and investiments
in physical and social infrastructure. Redistributive policies that produced,
for example, more equal income distributions and universal pensions and
health care do not appear to have negatively affected long-term economic
growth in sociedes that were more developed.

The political-cultural approach supplies scholars interested in economic
growth with insight into the forms of stability and instability in modem
market economies. The political and institutional stability of societies plays
a huge role in their economic stability. Governments in industrial societies
play a role in investment and mediating the class struggle as well. The
actons of managers and entrepreneurs are framed around these forms of
stability. They can create new industries using government support to in-
vest in uncertain technologies. They can diversify their risks in their firms
to produce stable identities for firms.

Implications for Research

Three sorts of studies are suggested by the political-cultural approach.
First, scholars may focus on the political processes that generate particular
market institutions and the roles of various groups in those processes in a
given society. This type of work examines the production of particular jaws,
shared agreements over ways to intervene and regulate market processes,
or the deciston-making process by which laws are interpreted by courts.
Many excellent studies exist that consider such political decision-making
processes (Thorelli 1955; Evans 1995; Ziegler 1997).

One may also extend the model to analyze trade agreements between
societies. The World Trade Organization, NAFTA, and the European
Union all requite agreements over economic rules for exchange. There-
fore, they can be analyzed acoording to what kind of rules have been written
(property rights, governance structures, rules of exchange) and which
groups have had the largest say in their nature (for such an analysis of the
European Union’s Single Market Program, see Fligstein and Mara-Drita
1996).

Second, studies may focus on the emergence, stability, or transformation
of a particular market, holding constant matket institutions, This kind of
work has already produced rich understandings of particular industries (for
examples, see Baker, Faulkner, and Fisher 1998 for advertising; Baker 1984
for the Chicago Board of Trade; Podolny 1993 for investment bankers;
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Baker and Faulkner 1991 for Hollywood producers; Uzzi 1997 for clothing
manufacturers; and Biggart and Guillén 1999 for automobile manufactur-
ers). In the next chapter [ provide some tools for analyzing transformation
of particular markets and offer examples of these processes.

A third set of questions is also opened by the political-cultural approach.
One of the most important tasks is to offer analytic tools that bring to-
gether action in a particular market or set of markets and politcal institu-
tion-building. Interactions between these two domains work in two ways.
First, a given market-building process can feed into policymaking, thereby
shaping the production of institutions. Once large firms emerge in capital-
ist economies, how do they compete and cooperate? Economic crises
caused by the oversupply of goods drive firms to try to control competition,
Government interventions to produce governance structures follow.
Across societies, the political responses to crises produced by too much
competition have resulted in different solutions depending on the relative
power of social actors.

In the United States, for example, the Sherman Act (1890) prohibited
cartels as restraints of trade, but did not prohibit large firms from control-
ling huge market shares and using their size to threaten compeutors
(Fligstein 1990). By 1896, cartels were illegal, but joining together the
assets of a large number of competitors was not. It is not surprising that
the major participants in the 1898-1904 merger movement engaged in
the horizontal integration of their industries. This joining of production
became an accepted tactic to deal with compeution.

This is a way in which political institutions and actions in markets inter-
relate second. Preexisting market institutions determine what possibilities
exist for entrepreneurs organizing new markets. These institutions open
up new opportunities and foreclose others. If governments set tariffs to
protect particular industries, other industries are tempted to get govern-
ments to do the same for them, Alternatively, government policies can have
unintended consequences. So, for example, a government policy that de-
fines legal and illegal forms of compertition forecloses opportunities to form
conceptions of control based on illegal forms of competition. It does not
end the search for conceptions of control but pushes the owners and man-
agers of firms to find new ways to conwrol their problems of instability. We
have studies of how changing the rules for an industry has greatly affected
the founding and survival of new organizations (Ranger-Moore, Banaszak-
Hull, 2nd Hannan 1991 on the insurance industry; Haveman and Rao 1997
on banks). Djelic (1998) has done 2 fascinating stady of the use of the
Marshall Plan to push European governments to reorganize their largest
firms after World War I1.

Another spectacular example of this process in the United States is the
so-called separation of ownership and control that operates in the largest
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corporations. Currently, agency theorists in econoinics argue that the sepa-

] ] "‘ | L L
ration of ownership from control exists because it is the most efficient way..

to organize property rights (see, for instance, Fama and Jensen 1983a). Yet
Mark Roe (1994) has shown that the separation between ownership and
control in the United States was primariiy a political, not an economic,
project. During the Great Depression of the 1930s, the widespread eco-
nomic crisis brought the federal government to change the laws regulating
which economic activities banks, brokerage firms, and insurance companies
could engage
firms. Brokerage fitms had to Tocus on selling securities. Insurance compa-
nies were képt ffom holdifig controlling positions in rms.

These rule changes were an effért to_jifevent bank failures. They were
also motivated by populist concerns with the concentration of ownership
and wealth. Roe (1994) documents that the development of Targe etuity
and debt markets subsequently was the outcome of firtns' search for capital.
Since federal regulators would not allow firms to be owned by banks or
other financial organizations, firms were forced to find ather ways to raise
funds. Roe argues that part of the reason the United States developed so-
phisticated capital markets in the postwar era was because there was a huge
demand for capital, yet relatively high interest rates offered by banks.

The connections between states and markets depends on where one cuts
into a particular market process. It is, of course, possible to study market
processes without reference to governments and the more general rules
that enable firms to exist. But analysts always need to be sensitive to the
role of governments in the formation of new markets. Governments can
provide funding for new technologies, underwrite standards, produce reg-
ulation with intended and unintended consequences, and engage in many
forms of direct and indirect intervention.

If one is focusing on some innovation in market rules, then one studies
how crises in markets spilled over into politics. One is interested in which
groups supported what project and which group won out. Altemnatively, if
one is interested in how sets of rules enabled or constrained subsequent
market actors, one sees how rules were interpreted by entrepreneurs to
produce new markets or transform existing ones.

Conclusion

When scholars observe the structuring of product, capital, 2nd labor mar-

kets across industries and sg_m_ct;g, they are struck by the plethora of ar-
rangements. I argue that this variety reflects two forces: one historical and

the other systemic. Because of their unique trajectories and entry into capi-

in. Banks had to choose between lending money and owning .
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talismn, societies have found different ways to organize their praperty rights,
governance structures, and rules of exchange. While there are rezl cultural
difterences at work in different societies, I want to argue that many of the
differences reflect the particular power arrangements that exist as societies
enter industrialization. The relative power of state, capitalist, or worker
groups as state building proceeded is inscribed in government capacity and
in who the benefits from 2 certain set of arrangements. Arrangements that
favor one group over another promote the life chances of that group and
work to disorganize others. In “nonmal” times, the crises of a given society
are in fact the crises of whoever has privilege at the moment. Thase in
power use the mechanisms they have developed to mainrain that power.

Only in 2 more widespread societal crisis (war, depression) does the pos-
sibility for real institutional reform occur. This is because the current
power arrangements and the rules that support them are no longer able to
reproduce those groups. New social groups can be swept into power and
treate new government capacity, oriented toward their interests and inter-
ventions in their favor. These new groups create domains that overlay or
replace existing ones. Market organization is thus a mix of the historical
and the political. ‘The chosen solutions for organizing for markets depend
on who writes the rules and how these rules help a given set of actors.

But rules can have unintended consequences. New social groups may
use rules in ways their framers did not intend. These new actors may then
push for modernization of the rules under the guise of making the old rules
relevant for new circumstances. Thus, new rules can reflect an vnusual
mixture of the past and present. They constrain and reinforce systems of
power but also enable new social actors and eventually may be transformed
to serve in new contexts, Rules can be borrowed, not just from one’s own
society, but across societies. As markets integrate across national borders,
new conceptions of control become possible. These conceptions can be
borrowed for use in existing national markets as well.

Modern markets defined as structured exchange are difficult to imagine
without the existence of modern governments. Governments are impli-
cated immodern capitalist economies in two ways. First, their current pol-
icy domains are constituted to intervene, regulate, or mediate in product,
capital, and labor markets. These structures are not innocent but bear the
marks of control by doniifiant social groups. Thus, in economic crises,
organized groups of firms or workers quickly take their grievances to gov-
ernments if their group controls the domain.

Secohd, rules and understandings buile around property rights, gover-
hance structures, rules of exchange, and conceptions of control create the
possibility for new markets to emerge by providing social-organizational
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vehicles for entreprencurs to take advantage of selling new products. This
implies a somewhat more passive role for governiments, but it is important
nonetheless. Accepted rules by which entrepreneurs can be organized and
legally defined means to control competitors give entrepreneurs the chance
to exploit opportunities to capture profies. It is to the building of market
structures that [ now turn.

4 _

The Theory of Fields and the Problem
of Market Formation

My GoaL in this chapter is to develop a general sociological view that makes
sense of social structures in 2 particular market (for a compatble approach,
see Baker et al. 1998). This requires two main elements: (1) a sociological
model of action that describes what entrepreneurs and managers try to do
in a market, and (2) a theory of market formation based on the theory of
fields. 1 use this conceptual framework to develop propositions about the
dynamics of the formation, stability, and transformation of markets.

I then use this framework to explore the production of stable markets
and market institutions in the United States and some of the current efforts
to construct market society in the former socialist countries. I take up the
question of what it means to say that a market is globalized from the per-
spective developed here and consider what the implicatons are for the
problem of forming globalized market institutions. Finally, I consider how,
as market society grows and expands, economies become more stable as
firms diversify and matkets muldply.

Markets as Fields

Most key insights of the sociology of markets have been framed as reactions
to neoclassical economic views of the functioning of markets. White (1981)
suggested that stable production markets were possible only if actors took
one 2nother into account in their behavior, contrary to the basic assump-
tion of the neoclassical economic view, which stresses anonymity of actors.

Grahavétter (1985) extended thi afgument, suggesting that all forins of |

€conomic interaction were centered in social relations, what he called the
“embeddedness of markets,” Various scholars have presented evidence that
market eifibéddeédness produces effects that economic models cannot pre-
dict (Burt 1983; Zelizar 1983; Baker 1984; Fligstein 1990; Uzzi 1996, 1999;
Baker, Faulkner, and Fisher 1998).

‘The empirical literature has failed to clarify the precise theoredcal na-
ture of the social embeddedness of markets. Granovetter (1985) argues that
network relatedness is the most important construct. Burt (1983) proposes
that networks stand in for resource dependence. Podolny (1993) uses net-
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~works as a cause and consequence of the creation of a status hierarchy. Uzzi
f (1996, 1997, 1999) and Gulad and Gargiulo (1999) have focused on trust

relations in repeated market transactions. Fligstein (1990) and Fligstein

/ and Brantley (1992) argue that the social relations within and across firms

and their more formal relations to the stte are pivotal to understanding

how stable markets emerge. Campbell and Lindberg (1990) and Campbell,

; Hollingsworth, and Lindberg (1991) take a similar approach and focus on

the emergence of what they call “governance structures” in industries. In-

' stitutional theory in the organizational literature implies that institutional

' entrepreneurs create new sets of social arrangements in organizatonal

. fields with the aid of powerfu] organized interests, both inside and outside
of the state (DiMaggio 1988; DiMaggio and Powell 1991).

‘These latter perspectives have been buttressed by studies on comparative
industrial organization (Hamilton and Biggart 1988; Chandler 1990; Ger-
Jach 1992; Whitley 1992; Wade 1990; Amsden 1989; Dyas and Thanheiser
1976; Mueller 1980; Stokman, Ziegler, and Scott 1985; the papers in Chan-
dler, Amatori, and Hikino 1997) that show how state-firm interactions in
various societies produce unique cultures of production. Industrial coun-_
tries are not converging toward a single form (Fligstein and Freeland
1995). Instead a plurality of social relations structures markets within and
across societies, These observadons have challenged the neoclassical econ-
omists’ view that markets select efficient fornis that, over time, CORVerge
to a single form.!

To push this debate forward, I want to develop a new view from the
exisung literature. The basic insight is to consider structured exchange
(1.e., markets) as a field. The social structure of a field is a cultural construc-
tion whereby dominant and dominated coexist under a set of understand-
ings about what makes one set of organizations dominant. This is similar
to what Podolny (1993) has called a “status hierarchy.” The interactions of
firms are cultural constructions that are understood by participants. Both
are locked in a “game” in which the goal of dominant actors is to reproduce
their advantage and the goal of the dominated is to either directly challenge
the dominators or accept a lesser role, albeit one in which the dominated
too are reproduced on a period-to-petiod basis.

"To apply the theory of fields to markets, one must focus on the behaviors
of the organizations that produce the goods or services in the market. The
incumbent firms are defined as those who dominate the field by being big,
defining the product, and undertaking moves to reproduce their position
vis-2-vis smaller, challenger firms. The basic idea is that the price mecha-

.y nism in a given market (i.e.,. the.balance of supply and demand} tends to
| destabilize all firms in.a.market. This is because it encourages sll firms {6~
undercut the prices of other firms, and this threatens the Gnanciat gaabilii

of firms. )

-.#
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The goal for dominant firms is to provide a set of understandings for
themselves about how to cope with this potential destabilization. Firms
frame their behavior vis-A-vis one another with the goals of convine-
ing incumbent firms not to directly challenge one another and of ensur-
ing that challenger firms dégide not to compete directly over prices. The

social Structures of markets are, therefore, fundamentally systems of

power whereby incumbent (dominant) firms use tactics and strategies to ;

stabilize themselves and reproduce their position over challenger (domi-
nated) firms.

From this perspective, the networks formed among customers and sup-
pliers and amoeng competitors function to solve the problems of compet-
tion and uncertainty for firms. They provide information on the behavior
of other firms. In the case of long-term supplier relations, they ensure that
suppliers do not defect to competitors. They also ensure that suppliers
remain favorable to long-term customers. In the case of alliances or joint

ventures between competitors, they link the fortunes of firms together.
This ifiterdépenidence has the effect of stabilizing outcomes for firms that
might normally be competitors and reduces the compettion between them
(Gulatt and Gargiulo 1999; Kogit, Shan, and Walker 13925, j

These tactics and strategies are not always successful at preventing price
competition. Stable markets do not always emerge, and firms can always
challenge one another by cutting prices. But firms’ tactics to control com-
petition are not limited to holding prices at a given level, as they are in
neoclassical economics. Many kinds of strategic games can be played by
incumbent firms or coalitions of firms to gain advantage and stabilize their
situations.

"Two related sets of social relations, what can be called “control projects”
(White 1992), are implicated in market building. First, a firm's internal
power struggle must be resolved. The intemal power struggle is about who
controls the organization, how it is organized, and how ongoing situations
in the product market are analyzed. Second, actors in incumbent and chal-
lenger firms must recognize the social stabilizing effects of the current rela-
dons between firms. This understanding structures their interactions by
providing them with interpretadons of other firms’ behavior (White 198]).

The winners of the internal power struggle are those with a compelling
vision of how to njake the firm work internally and how to interact with
the firm’s main competitors. I introduced the idea of 1 “conception of con-
trol” to summarize this worldview and the real social relations that exist
between firms. In this way, a conception of control is a story about what
the organization is and its location vis-3-vis its principal competitors. It is
also an interpredve frame used to interpret and justify actions vis-3-vis
others.

-
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The production of market institetions is a cultural project in two ways.
Property rights, governance structures, conceptions of control, and rules
of exchange define the social institutions necessary to make markets. These
organizing technologies provide actors with tools to engage in market ac-
tivity. Market worlds are social worlds; th4efore, they operate according
to principles like other social worlds. Actors engage in political actions vis-
A-vis one another that reflect local cultures that and define social relations,
who is an actor, and how actors can interpret one another’s behavior
(Geertz 1983).

The Goal of Action in Stable Markets

The purpose of action in a given market is to create and maintain a stable
world within the firm and produce social relationships across firms in order
to allow them to survive. Dominant firms set the rules and agendas for
others. Challenger firms can help their survival by finding ways to fit into
the dominant scheme. I have defined conceptions of control as understand-
ings that structure perceptions of how a market works and allow actors
to interpret their world, and as the real social relations that produce that
world.

The key insight of the perspective I propose here is that there are two
forms_of potental sources of inseability in markets: (1) the tendeney of
firms to undercut Stteunother’s prices, and (2 the problem of keeping the
firm TGREHER as a political coalition {March 1962). Market actors try to
cofitrol sources of instabilify to promote the survival of their firm (see
Baker, Faulknér, 2iid Fisher 1998 fof an exainple). ~~ =~ =

The goal of 2 conception of control is to erect social understandings

— L R r——,

ey gy —

whereby firms can avoid direct price competition and can solvetheiF ifitér=

E Lk A il W T gy

nil polificl problems.? These challenges are related, and the solution to~

ofie is often part of the solution to the other. Actors in the firm who can
claim to stabilize the relations of the firm to its principal competitors argue
that their version of how the firm should work internally is the cause of
the irm’s success.

My major point is not to suggest that competitive processes do not mat-
ter to market structure or survival of firms. Nor am I saying that the control
projects of actors in firms are always successful. Price competition always
has the potential to undermine market structures. In some classically com-
petitive markets, such as restaurants and barber shops, stability has never
emerged.

My point, rather, is that we can get s great deal of analytic leverage over
what is going on in a particular market if we assume that entrepreneurs
and managers construct their actions so as to avoid price competition and

+ Ry
%2
LI
L 2 ’
rl
w,
&
:ﬁ.
'j- '
|
.
a*
T
LE '
. K.
' ' z
¥ ™
L
'Y T
i' * quf
EJ. .
"
;
N T
+ &
r '-t‘:‘E !_‘r
’ "
i
- Lr
‘ﬂ
a..:.
] 74
#f -
- .
" H.‘I"
R |
J 1
'n.'q.'l. 4 '.h A ?-:
e
v ,,“E_
# ;f
A
o
E.E;Iﬂ - 4 #“t
_!FH %Y 'ﬁ;!
ol ‘i‘-
LR Tl
N L
R I
- i
4
¥ L
ST S
"':I- .il‘:lu
»F Aot
s I
i,__ﬂ."l;_ n
"--qt - : i " IL_

MARKETS AS FIELDS 71

stabilize their position vis-3-vis other competitors. This effort involves at-
tempts to co-opt different kinds of resource dependencies, such as the need
to find out information about what competitors are doing and maintain
relations to key suppliets and customers. But the effort also involves posi-
tioning one’s firm vis--vis one’s principal competitors. Even in markets /
that are highly competitive, actors try to differentiate their products to
form niches to protect themselves from price competition (for example,
restaurants serving high-priced California cuisine, or hamburger chains;
see White 1981 for 2 compelling mathematical demonstration). My claim
is not that actors in firms are always successful at creating stable shelters
from price competition, but that the price mechanisms in markets push
them to do so. In markets, the goal of action is to ensure the survival of
the firm. It is very difficult for actors to know a priori if a given set of
actions will stabilize a firm’s market position vis-2A-vis its competitors, Put
rhetorically, no actor can determine which behaviors will maximize profits
(either a priori or post hoc), and action is therefore directed toward the
creation of stable worlds.

Issues of internal organization revolve around producing stable (repro-
ducible) social relations. The intraorganizational power struggle is about
actors within the organizaton making claims to solve the “critical” organi-
zational problems (Pfeffer 1981; March 1962). Actors need to have a coher-
ent view of organizing that allows them to simplify their decision-making
processes. Thase actors that convince or defeat others are able to define,
analyze, and solve problems in their own terms. They will also be the lead-
ers of the organization (Fligstein 1987). Once in place in 2 market, the
conception of control dominating the market figures into how the leaders
of firms operate to structure its corporate culture.

Conceptions of control function in two ways. They define the natare of

o e W Sl - e Tl

the social relations between incumbent and challenger firms. In this way,
th&y are a local set of understandings about who is powerful and why. They
also function as cognitive frames through which the leaders of the firm
interpret the actions of others. This means that a given strategic move of
4 competitor is interpreted in terms of the relationship between two firms
(1.e., who is an incambent and who is 2 challenger) and more broadly within
the framing of how the market works.

There are a large number of possible conceptions of control because the
unique history of markets means that clever entreprencurs and managers
can produce myriad cultural solutions to their collective problems of price
competition. To understand a given conception of control, one must have
practical knowledge of a particular market, Although conceptions of con-
trol are often unique, it is possible to note that firms liberally borrow con-
ceptions of control from other markets, particularly nearby ones. Thus,
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markets founded at 2 similar moment in time are likely to use similar con-
ceptions of control,

It is useful to consider an example. One common conception of control
in high-technology markets is the attempt to make one’s product an indus-
try standard. This is a tricky thing to do. I one tries to be too proprietary
about creating a particular standard, other firms will resist. In order to
produce a standard, one must make the standard open to all potential users.
A firm that is fortunate enough to have its technology be adopted as the
industry standard can be characterized as having a kind of monopoly.
Where did the idez for this conception of control come from?

Before 1980, the personal computer industry was fragmented. The most
dominant firm was Apple Computer, which had a proprietary operating
system and computer chip running the machine. IBM decided to enter the
market for personal computers. In order to get t0 market as quickly as
possible, they decided to buy computer chips and an operating system from
other soppliers. JBM’s choice on entry had several umintended conse-
quences. First, by entering the personal computer market, IBM Jegitimated
these machines for business use. This meant that what had been essennally
a small market for hobbyists all of 2 sudden became a large market. Second,
because they chose to enter the market using technologies that were owned
by other firms, they quickly spawned an industry of “clones.” At the core
of this new industry were the producers of the operating system, Microsoft,
and of the main computer chip that functioned as the brain of the machine,
Intel. Both Microsoft and Intel sold their products to whoever wanted to
buy them. Microsoft and Inte] became the standards for anyone wanting to
make hardware or software for the personal computer. The huge growing
market and the proliferation of firms involved in various aspects of the
market meant that the Mictosoft operating system and the Intel computer
chips were in an outstanding position to dominate these markets.

It was never IBM’s intention to make Intel or Microsoft into industry
standards. This was an unintended consequence of the way the market
evolved. Apple Computer with its proprietary operating system and com-
puter chip was not able to compete with the open architecture of IBM and
its clones, and the firm has been relegated to a small niche in the overall
market. The lesson that high-technology firms have taken away from this
case is that trying to become an industry standard by licensing or selling

your technology to anyone is a conception of control that leads to success.
Trying to dominate the market by maintaining strict control over a tech-
nology is likely to lead to others finding a product with more open stan-
dards. This is now the “conventional wisdom” that can be used to organize
new technology markets (Edstrom 1998). It is a conception of control that
came from expericnce that can now be mobilized to organize new markets.
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Firms can move into existing markets and impose successful conceptions
of control on other firms. I have argued that merger movements can be
understood in this way (1990, chap. 7). During the 1960s, for c:fnmp_le,
financial managers realized that they could increase the size and diversity
of their firm by purchasing other firms. During the period 1965-67, fully
40% of the assets of the five hundred largest corporations were bought up.
In essence, firms either became merger targets or else pursued other firms
in order to avoid being a target, This financial conception of control came
to dominate the world of large corporations in the United States. Davis
and Thompson (1994) and Stearns and Allan (1996) make the argument
that mergers in the 1980s were a kind of social movement that reorganized
the world of the largest corporations, an argument I take up in chapter 7.

In spite of the historical uniqueness of conceptions of control, it is passi- ¢
ble to understand the general strategies that firms use to cooperate with
competitors in order to share markets. Cartels, publicized prices, barriers
to entry, limited production, patents, licensing a_green}ents,wand joint
ventures ifi marketing and prodiiction aré all tictics that firms use to divide
markets. Ofie way to produce stable markets is to get the state to intervene
to restrict competition, Involving the state in regulation or protective
legislation that increases the odds of survival is a normal strategy for domi-
nant firms, Finally, forming relations through networks to principal sup-
pliers, customers, or competitors gives firms the opportunity to co-opt

. their world (Gulati and Gargiulo 1999; Kogut, Shan, and Walker, 1992).

Such networks give firms access to information and secure valued inputs
and outputs.

Actors use two internal principles of organization to indirecty control
competition: (1) integration and (2) diversification, which, inIarge firms,
is 6ften accompanied by producing muldple divisions in the organization.
Integration can be vertical (the merger of suppliers or customers) or hori-
zontal (the merger with competitors). Vertical integration prevents others
from threatening valued inputs or outputs. Spot contracting for inputs sug-
gests that there is ample supply of valued inputs. But if that supply is threat-
ened, firms can switch from spot contracting to long-term network rela-
tionts, and, if those fail, they can engage in acquisitions.

Similarly, firms can continue to directly compete with their main rivals.
They can also try various means of co-optation, such as forming joint prod-
uct alliances or else pursuing nonprice forms of competition. The integra-
tion or merger of a large share of an industry means that 2 few firms can
control the market by tacitly agreeing not to threaten one another’s posi-
tion through a price war. Firms in these sitvations often publicly announce
pricing and production decisions so that other firms can follow suit (what

an economist would recognize as an oligopoly).
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Diversification implies enteringmew markets to increase the probability
of the firm’s survival. It begins with the differentiation of a single product
on the basis of quality or price (White 1981). To the degree that firms
do not compete because their products differ, price competition does not
threaten firms’ existence.” As [ already notd, this explains why smal] firms,
such as restaurants, specialize according to cuisine and price.

A firm can produce multiple products that reduce their dependence on
any one product and, hence, increase the likelihood that the firm will sur-
vive (Kay 1997). This practice allows the firm to grow larger, which in-
creases its stability as well. Firms search for new markets because huge
gains can accrue to the first mover in a growing market. Such gains help
stabilize the firm. If narkets fail to inaterialize or market conditons deteri-
orate, a diversified firm can exit a failed market without threat to the larger
corporate entty (Kay 1997). On the other hand, the production of multiple
products introduces internal control problems, and actors are constantly
reorgamizing around variations of the holding company and multidivisional
form (Fligstein 1985; Prechel 1999).

My perspective may seem antithetical to two perspectives that dominate
the current literature on business firms: organizational population ecology
and the literature that emphasizes organizational learning or adaptation.
Organizational population ecology argues that competition produces se-
lection pressure on firms and that many fail (Hannan and Freeman 1989).
My argument is not that firms do not fail in spite of the best intentions of
managers. Nor is my argument that “control” projects always work, My
main idea is to examine market processes by trying to understand what
owners and managers of firms try to do in the face of competition. If they
succeed, they do so in the face of selection processes and competition.
What my framework is intended to explain is exactly what kinds of tactics
are available to managers and owners and which ones work (or don't
work!), When we see a stable inarket with social relations, we can study its
history to understand which tactics were attempred and which succeeded.

The other main thrust in the literature focuses on processes of organiza-
tional leaming and the role of networks within firms and across firms in
this endeavor (for example, see the papers in Nohria and Eccles 1992;
Kogut, Shan, and Walker 1992; Powell and Brantley 1992). The idea of
organizational learning often reflects an ideological stance. It suggests that
actions of firms to scan their environments and make adjustments in their
products and processes are an adaptation to market conditions (see Gulati
and Gargiulo 1999 for example), But one can easily make the casa that
much of this learning is more focused on mitigating the effects of competi-
tion. S0, for example, joint ventures are not only an opportunity for learn-
ing about a new production process but an attempt to co-opt potential
compettors. '
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Powell and Brantley (1992) have postulated that the network and alliance
structure present at the founding of the biotechnology industry were 2
form of “learning.” One could easily interpret those relationships as risk
spreading and information gathering. Alliances are a form of risk spreading
or product diversification whereby firms do not put all of their eggs in one
basket. By cooperating with competitors, one competes less, by definition.
By sharing information, one finds out where opportunities are and what
opportunities have been foreclosed. Thus, this learning can easily be inter-
preted as an attempt to find ways to stabilize one’s environment.

Another example is provided by Uzzi (1999), who shows how firms form
relationships to various financial organizations and that, once relationships
are established, firms are able to raise capital more readily. I would argue
that this pattern shows the co-optation of suppliers and the attemnpt on the
part of managers and owners to control their future by securing supplies
of capital, These actions affect the stability of the firm that receives financ-
ing, but it also could affect the fortunes of firms that did not receive financ-
ing. In this case, networks help co-opt a resource dependence. But for
firms that fil vo secure relationships with financial organizations, their
legiumacy is undermined. Either way, these financial relatonships can be
interpreted as a stabilizing tactic,

. Conceptions of contro] refer to broader cultural conceptions in which
these tactics afe embedded. Actors in two different firms may vse product
diversification, but one may view it as diversifying the financial portfolio
(2 financial perspective), while the other may see it 25 carrying a full line
of goods (a marketing perspective) (Fligstein 1990). Conceptions of control
also allow actors to interpret the meaning of a particular strategic move by
compefitors. “Actof$ stick with the conception of control they believe
works. After some period of time, others, in either a given market or related
markets, recognize some key set of factors and begin to imitate them. But
these factors are rarely articulated before the fact; they become accepted
only after they operate to produce stability for some firms. Such tactics 2nd
conceptions create cultura] stories that can be used over and over again to
justify an action or produce 2 new one.

‘The Problem of Change and Stability in Markets

There are three phases in market formation: emergence, stability, and cri-
sis.* My concem is to specify how actors’ perceptions of the current social
structiire affects the tactics they.use to seek stability for their Ais. In any
market, participants can usefully be distinguished Tn terms of their size
relative to their market. Large firms control more external resources than
small firms, including pricing from suppliers, financial assistance, and legit-
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imacy, and they may possess control aver key technologies or Jarge custom-
ers (Pfeffer and Salancik 1978; Burt 1983). As a result, it makes sense to
distinguish market participants as incumbents and challengers (Gamson
1975). Incumbent firms are large, and actors in those firms know their
major competitors and model their acticis on other large competitors,
Challenger firms are smaller and frame their actions in reaction to the
largest firms. But they experience the world as a given—one out of their
control.

Differing conditions of market stability produce different kinds of poli-
tics. A stable market is defined as 2 situadon in which the identides and
status hierarchy of producer firms (i.e., who are the incumbents and the
challengers) is well known, and a conception of control that guides actors
who lead firms is shared. Firms resemble one another in tactics and organi-
zational structure. Politics reproduce the position of the advantaged
groups.

In new markets, the politics resemble social movements. The conditions
in the market are wide open and fluid, Lots of firms are forming, each with
different conceptions of what the market will be. The problem is that, in
fluid sitnations, it is not clear how to control competition. Actors in differ-
ent firms are trying to convince other firms to go along with their concep-
ton of the market. If they are powerful encugh, they try to force their
view. If there are many different firms of equivalent size, then alliances
around conceptions of control are possible. Networks form between com-
petitors, suppliers, and consumers that are oriented toward making sense of
what others are doing (reducing information costs) and toward co-opting
resource dependencies (Gulad and Gargiulo 1999). Conceptions of control
may become palitical compromises that bring market stability to firms.
This is just the way social movements work. They create collective identi-

ties for disparate groups that push forward political coalitions for change.
(Tarrow 1994)

Markets in crisis are susceptible to transformation. On rare occasions,
the push for change may come from within the firms in a market. More
frequently, firms invade the market and transform the conception of con-
trol. This can look like a social movement, in the sense that the invading
firms are trying to establish a new conception of control and in doing
so are likely to ally themselves with some of the challengers or existing
incumbents.

The most fluid period in 2 market is during its emergence. The roles of
challengers and incumbents are yet to be defined, and there is no accepted
set of social relations. It is useful to explore the metaphor of a social move-
ment and its application to an emerging market. The ability of groups in
a social movement to attain success depends on factors similar to firms
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trying to produce a stable market: the size of groups, their resources, _"-hﬂ
' existence of a political opportunity to act, state actors willing to negotiate ;

grievances, and the ability to build a political coalition around a collective

identity (Tarrow 1994; Snow et al. 1986; McAdam 1982).

A new market spawns the growth of new firms as well as entrance of
firms operating in other markets, just as 2 political opportunity creates new
social movement organizations. Firms try to take advantage of 2 market
opening in the same way that organizations in social movements try to tallce
sdvantage of a political opportunity. In a new market, the situation 1s fluid {
and is characterized by multiple conceptions of control proposed by actors q
from various firms. A stable market requires the construction of a concep-
rion of control to promote noncutthroat ways to compete that all can live
with and that state actors can accept. A conception of control operates as
a kind of collective identity that many groups can attach to in order to
produce a successful market.

Proposition 4.1. At the beginning of a new market, the largest ﬁnnfa'are
the most likely to able to create a conception of control and a political

coalition to control competition.

At the origination of a market, all interorganizational reladons must be
constructed. Markets are the outcome of an institationalization project that
is the equivalent of discovering a conception of control (DiMaggio 1988).
In this way, markets are social constructions. Making these institutional
prajects successful is inherently a political project. Actors need to find con-
ceptions of control to signal to other firms in the moment of market forma-
tion what their intentions are. One can predict that the largest firms in an
emerging market are likely to create a conception of control and persuade
others to go along with it because of the perceived advantages of size.

Proposition 4.2. Power struggles within firms are over who can solve the
problem of how to best organize the firm to deal with competition. The
winners of the struggle impose their organizational culture and design on
the firm.

A firm’s internal power struggle depends on actors coming up with co-
herent conceptions of control that they can impose on others within the
firm. The internal power struggle is likely to be most intense during the
emergence of markets. Different groups believe that they hold the solution
to the problem of how to organize the firm to best deal with competition.
Those actors that win impose their organizational design and culture on
the firm. Internal firm structure and who controls the firm result from the
conception of control that deals with the problem of market compettion.
These conceptions of control are available to other firms and help produce

a stable status hierarchy of firms.
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Proposition 4.3. Through intended and unintended actions, states can
thwart the actions of firms to create stable conceptions of control.

All conceptions of control are built around current understandings of

legal and illegal market behavior. Firms av6id conceptions of control that
are illegal, but occasionally find themselves scrutinized by government of-
ficials. More frequently, state regulation of economic activities changes the
balance of power in a market away from one conception of control and
toward another. This occurs in regulated markets such as drugs, food, tele-
communications, vtlities, banks, and medta.

Proposition 4.4. The “liability of newness” in new markets reflects, in
part, their lack of social structure and a conception of control; that is, it
reflects participants’ inability to control competition.

It 1s at the emergence of markets that competition and price mechanisms
exact their greatest toll. With no established conception of control ta struc-
ture nonpredatory forms of competition, price has its strongest effect
(Stinchcombe 1965; Hannan and Freeman 1977). Business failures are
often blamed on 2 lack of resources or the inability of managers to construct
organizations that reliably deliver products. I argue that part of the diffi-
culty is the lack of a social structure to control competition. Markets in
which a conception of control never emerges continue to have relatively
high death rates of firms, while markets that produce conceptions of con-
trol stabilize at lower death rates,

Proposition 4.5, New markets borrow conceptions of control from

nearby markets, particularly when firms from other markets choose to
enter the new market.

New markets are born in close social proximity to existing markets. Ear-
lier, I argued that diversifying products is 2 way to produce more stable
firms. Entering new markets does not require confronting entrenched in-
terests and does not directly threaten the stability of the firm. If new mar-
kets succeed, then the firin's stability is enhanced. The differentiation and
creation of new products is most frequently the spin-off of existing prod-
ucts. The start of a new market is not random but is shaped by existing
conceptons of control, legal conceptions of property and competition, and
the existing organization of related markets,

To illustrate these principles, it is useful to consider examples. The cre-
ation of the U.S. steel industry is a clear case of firms struggling to create
a social structure to control competition.® In the nineteenth century, steel
companies faced huge price swings because of the companies’ role in the
railroad industry and building trades, and these price swings were devas-
tating because of the large amounts of fixed capital invested in the industry.
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There was a great incentive to find legal mechanisms to stabilize prices
(Hogan 1970). The basic problem for the steel industry was to discover a
conception of control that limited competition. Cartels and monopolies
were illegal in the United States (Thorelli 1955). The choice that remained
was to integrate firms to control the market. My proposition (4.1) that the
largest firms in the market are the leaders in such efforts is historically
accurate in this case (Fogan 1971),

During the turn-of-the-century merger movement, the largest industrial
corporation in the world emerged: U.S. Steel. The merger created a large
corporation that controlled inputs into the steelmaking process as well as
divisions that produced outputs for every segment of the market. The com-
pany controlled more than 65 percent of the market for steel and 75 per-
cent of the industry’s iron ore reserves (Flogan 1970). In spite of this strong
posidon, the firm found itself confronted by wild swings in product de-
mand and unstable prices well into the twentieth century. It faced a di-
lemma in enforcing its position against its competitors. If the firm vigor-
ously pursued price-cutting to gain monopoly control over the industry, it
would find itself a target of antitrust authorities; if it did nothing, its large
investment was threatened.

U.S. Steel began to pursue an alternative tactic. It posted its prices and
praduction schedules and defended them by decreasing production in the
face of aggressive competitors (Fligstein 1990), U.S. Steel tried to cajole
others into going along with its prices by threatening to use its control
over inputs and its huge capacity to produce. If al]l behaved “reasonably,”
then some price stability could result. This swategy worked to stabilize
steel prices from 1904 until the depression in 1929 (Kolko 1963).

U.S. Steel’s strategy of integrating production, setting prices, and daring
others to undercut them was ratified as a legal way to control competition
when it won its antitrust lawsuit in 1920. This conception of control spread
in social movement-like fashion during the 1920s merger movement, when
oligopoly structures emerged in all of the core metal-making and petro-
leurn industries (Eis 1978). This structure proved durable in the U.S. steel
industry and lasted until the 1960s (Hogan 1971).

It is useful to examine an emerging industry when there is not yet a
conception of control, applying the perspective advanced here to predict
an outcome. The biotechnology industry has sprung up from common
technologies that developed at major universities. To figure out which con-
ceptions of control are contenders for organizing the industry, one asks:
“What prablem of competition would a social structure need to resolve?”
One way to control competition is patent laws. Firms that discover 2 prod-
uct first can extract monaopoly rents from their investment in that product,
thereby avoiding competition. The game is to find new products that can
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be patented. Two competing concentions of control can be identified to

_ /_r‘;”cake advantage of patent laws.

Powell and Brantley (1992) have argued that the critical problem for
biotechnolagy firms is ta control the supply of scientists who have the
knowledge about the products. They view & network organization as a sta-
ble conception of control because it is a political compromise in which
scientists may be able to leave a firm with knowledge of praducts, but firms
have extensive organizational ties so that they will not have to depend on
just one or two scientists for information or products. If the arrangements
one firm has with other firms are alliances, then the collapse of any given
alliance will not necessarily lead to a collapse of a given firm, by denying
it either products or information. If 3 given scientist leaves, firms presum-
ably have other sciendsts or alliances who can take up the slack. In this
way, a networked firm oriented toward producing patents to control com-
peaton may prove stable,

"Two other features of the biotechnology industry imply an alternative
concepuon of control (Barley, Freeman, and Hybels 1992; Powell and
Brantley 1992). Most biotechnology products must undergo extensive test-
ing by the Food and Drug Administration. Firms need money to survive
this period of testing before bringing products to market. Thus, the state,
through FDA regulation of the market, shifts the competitive conditions
in the market from the discovery of new products to the ability to survive
the testing and approval process. Once through the testing phase, firms
have to reliably produce, market, and distribute the product. This creates
a second arena of competition that relies on production and marketing
cxpertise.

These two competition problems imply that a different conception of
control may emerge. I suggested earlier that one source of conceptons of
control was nearby markets. The drug industry has extensive experience
with the same testing and production processes used by the biotechnology
industry and is built on the creadon, production, and control of proprietary
drugs. I predicr that, to the degree that surviving the testing process and
producing and marketing the product are pivotal, biotechnology firms will
be tempted to form alliances with drug companies. Moreover, drug compa-
nies will be tempted to buy out the most successful of the biotechnology
firms. The drug companies’ conception of contro! (integrated firms that
produce drugs with monapoly patent rights to eliminate competition to
gain back the cost of producing the drug) will dominate.

A more hybrid form could emerge that would focus on maintaining the
network organizations by keeping the discovery of products separate from
the production and distribution of those products. This arrangement has
advantages for both drug companies and biotechnology firms. The bio-
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technology firms maintain some cantrol, while the drug companies lower
their risk.

There is evidence that all three conceptons of control are practiced
(Barley, Freeman, and Hybels 1992; Powell and Brantley 1992). My model
would predict that the most likely outcome is a merger between the two
industries, whereby large biotechnology companies become drug cormpa-
nies or divisions thereof. The largest players in the market are the drug
companies; their conception of control solves competition problems in the
pharmaceutical industry; they already have negotiated the legidmacy of
that solution with states. My fallback position would be to argue that bio-
technology firms remain fundamentally research organizations then license
products to pharmaceutical companies. The problem of controlling the
defection of scientists is more ephemeral than the problem of getting prod-

ucts through the patent process.

ition 4.6. In markets with stable conceptions of control, market
participants widely agree on the conception of control and the status hier-
archies and strategies it implies.

Once a stable market emerges, the roles of incumbents and challengers
are defined and the power structure of the market becomes apparent.
Actors in firms throughout the market are able to tell observers who occu-
pies what position and what their central tactics are. They will be able to
make their actions contingent on their interpretation of those tactics.

Proposition 4.7. Incumbent firms pay attention to the actions of other
incumbent firms, not challenger firms, while challenger firms focus on in-
cumbents’ behavior.

A stable world depends on social relations between the largest firms. The
central players ignore challenger organizations under most circumstances
because they pose little threat to the overall stability of the market. If these
organizations live up to their name and begin to challenge the exsang
order, incumbent organizations confront them and attempt to reinforce
the governing conception of control.

Proposition 4.8. Firms in stable markets continue to use the governing
conception of control, even when confronted with outside invasion ot gen-
eral economic crisis.

The major force that holds a market together over 2 period of tme is
the ability of the incumbent firms to continue to enforce a conception of
control vis-3-vis one another. Incumbents are constantly trying to edge one
another (and challengers) out for market share, but they refrain from direct
confrontation that might prove the ruin of all. These actions are guided
by the existing conception of control (i.c., the conception of what is a rea-
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sonable action). This requires actors to frame action for their firm against
their competitors and to have the resources (power) to make it stick. They
know the identity of the important firms in the market, they try and make
sense of their moves, and they respond to those moves,

This accounts for the relative stabilityﬂﬁ? established markets, in both
the identities of the participants and their eactics. To produce a stable order
where firms survive is a relatively difficult problem. Once stability is at-
tained, actors in firms are loathe to engage in actions that undermine their
incumbency. If challengers shift tactics or invaders come into the market,
incumbent firms continue the same kinds of actions that produced the sta-
ble order in the first place. Incumbent firms may allow some redefinition
of who is an incumbent and who is a challenger, but they will remain com-
mitted to the overall conception of control that lessens competition. To
break down the stable order could bring more chaos than would enforcing
the “way things are done.” Actors are also cognitively constrained by 2
conception of control. Their analysis of a crisis is framed by the current
conception of control and their attempts to alleviate the cnsis by applying
“the conventional wisdom.”

The case of the Japanese keiretsu illustrates how g stable conception of
control has withstood both political and economic assaults. Japanese keire-
tsu are families of firmns in different industries that share ownership ties.
The overall structure of the keiretsu is to cement important interdepen-
dencies and allow various keiretsu members to survive economic down-
turns. Often banks are at the center of keiretsu, and they function as an
internal capital market for the firms.

The keiretsu show high growth, high investment, and relatively low,
but stable, profits (Aoki 1988). In economic downturns, keiretsu structures
allow workers to be transferred across firms rather than being laid off (Lin-
coln, Gerlach, and Takahashi 1992). This exerts downward pressure on
profits but secures employees’ loyalty. When firms within the stucture
are experiencing economic troubles, managers in other firms respond by
helping to reorganize the troubled firm (Gerlach 1992).

After World War I, keiretsu were reformed from prewar economic con-
glomerates (zaibatsu) that were family controlled. The zaibatsu were broken
up during the American occupation but began slowly to reform in 2 looser
manner (Hadley 1970). Since World War II, they have becn directed by
state actors 1o enter new markets, and they have proved adept at producing
new products (Johnson [982). The keiretsu structure contains firms with
activities spread across a wide spectum of industries and markets. The
xeiretsu structure, as a conception of control, does not directly restrict com-
petition in 2 given market. Its advantage is its capacity to stabilize competi-
tion across markets. It has been noted that within given product markets,
the firms from different kéiretsu compete quite vigorously (Aoki 1988).
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The keiretsu structures operate to mitigate competition across markets
in 2 number of ways. First, firms tend to purchase goods and services from
inside the keiretsu, This means that some markets are captive and price
compeution is held down. Second, if a given firm faces an economic crisis,
the other firms attempt to support it. Management expertise, capital, and
the ability to place workers with other firms during slumps mitigate short-
run competitive processes, Third, the focus on market share implies that
firms invest for the long run and that expectations for short-run profits
are not high, which gives managers latitude in dealing with competitive
conditions. Fourth, because of the ownership relations between firms and
banks, the cost of capital tends to be lower (see Gerlach 1992 for a review
of the literature). One can see the intimate connection between the prob-
lem of trying to control competition externally and the internal social orga-
nization working to solve that problem.

Recenty, two forces began to close in on the keiretsu. First, the U.S,
government applied pressure to open up Japanese markets, an effort di-
rected in part against the keiretsu structures (Gerlach 1992). The United
States wanted to break open the procurement arrangements of the keiretsu
and demanded that the Japanese open their financial markets and allow a
market for corporate control to develop. Second, the economic downturn
of the 1990s put pressure on the permanent employment system of the
keiretsu. It became more difficult to pass workers onto other firms in the
keiretsu. The managers who controlled the keiretsu have been able to use
their traditional methods to fight off these attacks. They were well enough
connected politically to fight off reforms within Japan and strong enough
economically able to endure 2 long recession (Gerlach 1992).

Proposition 4.9. Market crisis is observed when incumbent organizations
begin to fail.

Crisis comes to markets when the largest firms are unable to reproduce
themselves from period to period. This can be caused by three kinds of
events (alone or in combination): (1) decrease in demand for the firm’s
products can result from bad economic conditions or a shift in buyers’
preferences, (2) an invasion by other firms can upset the conception of
control and introduce procedures that force a reorganization of the market,
or (3) the state can intentionally or unintendonally undermine the market
by changing rules.

Incumbents rarely become innovators because they are busy defending
the status quo; market transformation is precipitated by invaders. The re-
organization of a market zround a new conception of control resembles a
social movement and is very much like the formation of raw markets. In-
vading firms can form alliances with existing firms around a new concep-
ton of control or 2 compromise conception of control, and this makes

s P P IR P

- R b L — e i g .-




34 CHAPTER 4

the reorganization of the market more predictable than it was at market

formadon.’

Proposition 4.10. Transformadon of existing markets results from exoge-
nous forces: invasion, economic crisis, or prlitical intervention by states.

One of the key features of capitalist society is the dynamic interplay of

markets, in which some markets are emerging, others are stable, and sdll
others are in crisis and undergoing transformation. I propose an exogenous
theory of market transformation that views the basic cause of changes in
market structure as resulting from forces outside the control of producers,
due to shifts in demand, invasion by other firms, or actions of the state.
[ncumbent firms respond to these destabilizing forces by trying to rein-
force the status quo. Markets are connected in a wide variety of ways. Firms
rely on suppliers, capital markets, labor markets, and customers as well as
on states for their stability. It follows that these market and state forces are
always interacting and thereby producing potential problems for an ex-
isting conception of control. Crisis in relations across markets can under-
mine existing agreements by threatening the well-being of all firms, either
by withholding key resources or through the direct invasion of firms from

nearby markets.

Proposition 4.11. Invaders are more likely to come from nearby than
from distant markets.

This proposition parallels the argument about where new markets come
from. Firms seek stability by finding new markets. The invasion of an ex-
isting market can occur in a couple of ways, First, firms ip closely related
markets enter existing markets, where they can successfully introduce a
new conception of control to increase their advantage. Second, firms may

enter the same product market in different geographic areas, thereby un-
dermining a local stable order.

Proposition 4.12. When firms begin to fail, the intraorganizational
power struggle heats up, leading to higher tirnover of top personnel and
greater activism by boards of directors and nonmanagement shareholders.

New sets of organizational actors attempt to reconstruct the firm along the
lines of the invaders.

Conceptions of control are used by actors in incumbent firtus to ward
off market crises, The power struggle internal to the firm becomes more
Intense as market crises become more pronounced and the reigning con-
ception of control proves inadequate to the crisis.

Consider the example of the transformation of the finance conception
of control as the guiding principle in the market for corporate control in
the United States during the 1980s (an issue I will take up more systemati-
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cally in chapter 8). The financial conception of control dominated the ac-
tions of many large U.S. firms between 1950 and 1970 (Fligstein 1990).
This vicw held that firms were composed of assets that could be deployed
and redeployed by financial actors within firms in order to promote
growth: The major tactics of this conception were the use of financial tools
to internally monitor divisional performance, and the use of mergers to
buy and sell divisions that produced diversification for firms (Fligstein
1990). These tactics solved the competiion problems of large firms by
allowing them to exit and enter businesses and stabilize the overall corpo-
rate structure. Firms were the principal actors in the market for corporate

control as they used the stock market to add to or subtract from their

. “portfolios.”

What crisis made this conception of control no longer viable for large
corporations? High inflation rates during the 1970s meant that interest
rates were high, stock prices were low, and the value of assets was inflated,
thereby making returns on investments poor (Friedman 1985a). The fi-
nancial conception of the firm, with its focus on the profitability of product
lines and market diversification, suggested that “good” managers would
deal with these problems by keeping debt low and funding investrents
from cash generated internally. The market for corporate control was in
crisis because managers were not reorganizing their assets, even though
corporate profits were low. This presented a new opportunity for actors to
seek a new rationale to reorganize the market for corporate control.

What was this “new” conception of control, and who were its propo-
nents? Davis and Thompson (1994) have argued that the language of
“shareholder value” and the discourse that blamed managers for being inef-
fective spread among institutional investors in social movement fashion in
the early 1980s. The financial strategy of holding undervalued assets, fund-
ing investrnent internally, and keeping debt low was viewed as a problem.
The idea of maximizing sharcholder value was allied with “agency theory”
from economics (Jensen 1989) to emphasize that if managers were not
going o maximize shareholder value, then they should be replaced by man-
agement teams who would.

Institutional investors are a heterogeneous group that includes invest-
ment bankers and representatives from pension funds, mutual funds, and
insurance companies. In the 1980s they were from a closely related indus-
try, financial services, and they invaded the turf of financial managers who
controlled the largest U.S. corporatons. Their goal was to force these
managers to redeploy their assets to reflect the effect the 1970s had on
their balance sheets. They wanted managers to scll off overvalued assets,
assume debt to keep firms disciplined, and to remove layers of management
to save money. They also forced managers to focus their business by buying
up competitors and selling off their most diversified assets (Davis, Dick-
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mann, and Tinsley 1994). They, of course, benefited by making money on
organizing and executing mergers.

Research shows that firms that were merger targets tended to ignore
financial reorganization to increase “shareholder value” (Davis and Stout
1992; Fligstein and Markowitz 1993). Us“m (1993) has shown how man-
agers began to use the language of shareholder value and engage in the
behaviors that the perspective implied. The merger movement of the 1980s
resembled a social movement in that some financial executives and the
various actors within the financial services industry discovered a common
language and produced a conception of control to reorganize the market
for corporate control.

‘The federal government played both direct and indirect roles. The
Reagan administration passed a huge tax cut that produced windfalls for
corporate America in 1981. The administration expected firms to reinvest
that capital in new plants and equipment, but instead firms bought other
firms. The administration also announced that it would not vigorously en-
force antitrust laws (Fligstein and Markowitz 1993), Davis and Stout (1992)
argue that the Reagan administration became a cheerleader for the share-
holder value conception of control. The shareholder vahue ton of
control is related o the finance conception of the firm, but it uses a stark
discourse that only recognizes the rights of one group: those who own
stock. All other concerns are subordinated to maximizing the returns for
owners. The attention of top managers is focused on evaluating their prod-
uct markets, but more importantly on how the financial markets evaluate
the firm’s stock price.

How does this new conception of control affect competition in the mar-
ket for corporate control? If managers pay attention to shareholder value
in a narrow sense, they are less likely to become merger targets. To the
degree that the “game” is to avoid becoming the object of acquisition from
outsiders (i.e., mergers), managers with 2 narrow focus are likely to main-
tain control. I hypothesize that the managers who win the internal power
struggle will be those who can claim to maximize shareholder value. This

process explains the spread of these tactics to most large firms during the
1980s.

Links between Market Formation and States

In the last chapter, I suggested some general propositions about the links
between market building and state building. I argued that many groups in
society had interests in creating general market institutions in order o
stabilize economic growth. But because these interests are often opposed,
I described how various political coalitions between state managers, work-
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ers, and capitalists provide different tools state managers, entrepreneurs,
and managers can use to organize markets. The eatlier discussion explained
that the policy domains of the state oriented toward market building were
the outcome of the political organization of important groups in society.
The current discussion is about how entrepreneurs and managers actually
engage in market building within new and existing markets. It is useful to
bring these discussions together in two ways. I would like to consider why
the initial transition to capitalism is so important for varying societies.
‘Then I will discuss how to think about the concept of “globalization.”

The central insight of this chapter is thac market instability mobilizes
entrepreneurs and managers to build internal organization and external
social relations to their principal competitors. Now imagine the situation
where an economy is rapidly growing and there are a great many competi-
tors across a large number of markets, all searching out ways to control
competition. Their “local” problems of instability cause many of them to
look wherever they can for ways to produce stability. Managers and entre-
preneurs widely search for stable conceptions of control. Firms in particu-
far markets that find ways to stabilize their interactions are immediately
copted. One can get 2 kind of lock-in for a given conception of controls
across many industries if these solutions are sufficiently general.’

To the degree that workers, firms, and government managers become
involved in this process of defining stable conceptions of control by build-
Ing state capacity to regulate social action in markets, this lock-in can occur
in the institutions of the state as well as the particular markets. Such market
institutions are also readily available for entreprencurs in new markets
seeking to find stable solutions to their problems of control.

One major implication of this process is that distinct national “cultures”

.of control develop at the moment of entry into capitalism. These national

ways to legally control competition are inscribed in the institutions of the
state and in the ways that firms pursue their tactics in markets. This theory
helps explain why scholars who try to understand distinct national systems
of governance often conclude that the history and politics of a given society
matter 2 great deal for a distinct set of practices by firms.

‘The process also implies that these institutions only become unstuck
under the most dire circumstances. At any given time, there are crises in
many markets in a given society, and thus the possibility for new concep-
tons of control exists, But local crises do not bring about systemwide trans-
formation because many other markets remain quite stable with incumbent
firms that are happy with the status quo. It is only under extreme circum-
stances that wholesale changes in the rules occur. More frequent are crises
of particular sectors, followed by reorganization.

‘These insights illuminate the kinds of problems confronting the late-
comers to capitalist social relations in Eastern Europe. Attempts to “mar-
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ketize” are met by three difficnlt problems. First, governments there have
little or no capacity to intervene effectively in capitalist societies. Second,
the international organization of markets means that firms in developed
product markets are poised to invade these societies and take over the local
product markets, thereby undermining effsrts on the part of local firms to
adjust to changed circumstances. Third, there exist few market institutions,
such as property rights, governance structures, or rules of exchange, to
guide actors in new firms (Stark 1992, 1996; Burawoy and Krotov 1992),
In essence, these societies are attempting to cram two hundred years of
market and state building into a short period of ime.

It is interesting to consider how this process appears to be going in Hun-
gary. Lacking the ability to regulate a capitalist economy and lacking an
indigenous entrepreneurial class of managers, the Hungzrian government
nevertheless initially tried to cultivate a capitalist class by privatizing state-
owned firms. The market reformers in government tried to cultivate such
a class by producing a market.

The property rights issue was initially dealt with in the following way.
Stark (1992, 1996) found that state actors in Hungary torned state-owned
ministries into corporations. The government, however, held the bulk of
stock in these corporations, although control appears to have devolved to
managers. Eventually, state managers appeared willing w0 have firms sold
off to private interests, including foreign corporations. Complicated pat-
terns of sharcholding have developed whereby the state owns all of some
firms and parts of others,

In this context, it is particularly interesting to consider how managers
have responded to the problem of competition. Stark (1996) documents
that managers have reorganized firms into complex structures in which
large firms incorporate satellites of smaller firmns in which the large firms
hold equity shares, Firms have taken up two tactics. First, they have taken
ownership stakes in firms producing similar products and have tried to
contro] both the inputs and outputs of production. Second, groups of firms
with related and unrelated products have joined twogether. These are the
two tactics, integration and diversification, I earlier described that are used
by firms to avoid direct competition.

Pushing firms to behave competitively, state actors have forced Western-
style accounting standards on firms to attract Western investment. This,
in turn, has pushed many firms into bankruptcy (Stark 1996). Western-
style investors have, so far, not been attracted to Hungarian partners, West-
ern firms prefer to directly sell their goods to Hungarians. The state is the
holder of equity and debt, and, thus, if firms fail, their bankruptcies drain
the state’s coffers. Moreover, there is political pressure to maintain jobs
and keep firms from failing.
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It is not clear whether integraton and diversification within Hungarian
firms will produce stable outcomes. These strategies may not be able to
stand up to invasion by Western firms, particularly given the financial prob-
lems firms face. Eyzl, Szelenyi, and Townsley (1998) have found that Hun-
garian managers, not surprisingly, refuse to purchase the firms they run.
They prefer to be paid straight salary since they know better than anyone
else how precarious firms are. Thus, the indigenous capitalist class that mar-
ket reformers have hoped to cultivate does not want to play the part.

While my approach cannot say how these transformations will turn out,
it does suggest that one can expect more demands to be placed on the
government, The policy domains of the state that will directly deal with
questtons of ownership, financing, and employment are still being built.
Market reformers will have a difficult time producing these institntions
without an indigenous entrepreneurial and capitalist class that proposes
how to do so. Eventually, the people who run the government wil] have to
realize that they own the biggest firms in the economy and that they must
decide what to do. They wil] have to provide capital for firms directly,
keep firms alive by subsidizing employment, and consider ways to mitigate
competition with firms outside of Hungary. If this proves to be untenable,
then one can expect that they will continue to try to sell off assets to foreign
firms, In essence, unless strong capitalist groups emerge with a positive
agenda to produce different rules and economic growth, one can expect
that the rules produced will likely be designed to protect jobs.?

Some Macro Implications of the Theory of Fields

The imagery suggested by the theory of markets as fields is useful to ex-
plore. The economic sociology of capitalist societies is concerned with the
construction of massive numbers of markets operating with different con-
ceptions of control and massive numbers of fields of government connected
to these markets. The interesting questions concern not just the internal
dynamics of particular markets but the interactions of markets and states
more generally. The view of markets as_fields proposed here captures the
two key dynamics that are attributed to the world of firms. First, the largest
firms af¢ §€efi as very powerful, and within their markets they maintain an

order that benefits them. If one cuts into a given market, one is likely to

find a hietarehy of foWer whereby a set of firms rules the market with a
set of practices. But thete is a second dynamic at work here as well. As
markefs ar¢ Tormed or are invaded and transformed, no one player has
power and who will survive is up for grabs. Competition is the driving
foreeat these fiioments, and even the most Eswerﬂjl ﬁmﬁf—}—he

ey, L S kil

analyst cuts into the market at the point where transforiiation 1s coming.
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Stable markets are like sand castles. They are built up, last a while,
but in the end are transformed. Unlike like sand castles that survive only
for a day, stable markets can last sixty to eighty years. ‘This spans several
human generations and shows enormous stability. But, ultimately, even the
most stable markets (such as steel, automcbiles, and chemicals) have been
transformed.

For a huge number of markets as fields, a period-to-period stability is
induced by the ability of the largest firms to reproduce their role structure
by playing the game against one another and the challengers. But there are
also dynamic parts of the economy where new firms are emerging and
no order exists, and others where transformation of an existing order is
happening. The imagery of markets as fields and of fields as connected to
and part of governments stresses both continuity and change.

It is interesting to speculate on conditions that produce massive changes
within and across markets. Clearly, the number of markets and their social
relations have increased dramadcally since World War I. Moreover, since
the worldwide economic depression of the 1930s and the devastation of
World War I, the world’s capitalist economies have grown incredibly as
governments learned how to stabilize markets by regulation, controlling
the money supply, fiscal policy, and mediating in interfirm relations and
worker-firm relations. One of the most interesting features of these
changes is that since the 1930s, there have been no large-scale worldwide
depressions, Why is this the case?

‘There are three possible sources of instability in 2 given market: condi-
tions within the market, conditions across markets, and relations between
the state and fififis. A given market may become unstable because demand
for ity product decreases, the invaders énter it, or the government inten-
tionally or unintentionally changes_rules. If a given arket is nnstable,
instability may spread to adjacent markets. For example, if there is a down-
turn in the automobile industry, one expects the suppliers of the materials
consumed by the industry to be affected as well. If demand for a product
drops precipitously, a dependent market may actually disappear.

The interesting question is how far and how deep instability may spread.
One can make one of two arguments about the increased number and com-
plexity of markews. First, more complexity has increased “tght cou-
pledness” of markets, implying that a breakdown in one is likely to have
profound effects on many others. Markets that are more centrally linked
to many markets thus have the possibility of having much larger effects on
a complex society. So, for example, one can argue that financial markets
are pivotal to capitalist economies. Bank failure or stock market collapses
are likely to affect the conditions in many markets and possibly induce
recession.
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Alternatively, one can argue that the increase in the number of markets
means that markets are only loosely dependent on one another. Thus, a
crisis in a given market may have effects on nearby markets, but those
effects may be quickly dampened. Since there are so many markets, many
are not affected, and the crisis is *locally” devastating, but “globally™ not
so large. Moreover, there are always new and growing markets, and these
can offset some of the negative effects of crisis elsewhere.

So, for example, in the 1980s in the United Scates, the entire savings and
loan industry went bankrupt. But the federal government intervened, and
while certain markets were affected, there was no financial meltdown and
the economy did not even go into recession. In 1987, 2 huge stock market
crash also did not produce an economic recession. This crash was followed
by the Federal Reserve Bank’s increasing money available to prevent a
more general liquidity crisis. Neither crisis made it harder for firms to
borrow money or make investments, thus showing that the underlying
cconomy was not as dependent on the financial sector as one might have
speculated.

These examples point out that action by government coupled with a
large diversified economy makes deep economic depressions less likely as
mpimli_sm develops. This does not mean that recessions do not occur nor
that crises within particular markets are not always going on. But it does
suggest that, overall, the growing complexity of markets and market ar-
rangements makes the whole system mare, not less, stable. Thus, advanced
market societies can be highly dyramic in the sense that markets are always
forming and being transformed. But the overall effect on economic growth
and stability across markets can be dampened. Particular market crises do
not spread very far, particularly if governments intervene.

Proposition 4.13. Complexity in market structures and a growth in the

size of markets tends to produce smbility, not fragility, in societal economic .'

growth. Ths is because the diversification of products of firms and the
diversification of economies makes firms and economies more stable,

"The largest corporations have become diversified in their product lines.
This means that they have, by and large, found ways to scabilize the overall
identity of the firm. It also means that managers and entrepreneurs can
choose to exit slow-growing or declining industries and devote resources
to Far:t-gmwipg industries. The general effect is that in an economic down-
turn in a particular market segment, corporations have strategies for coping
apart from laying off vast numbers of workers. ‘They can redeploy workers
in the short term and capital in the middle term. They can concentrate on

products less affected by economic downturn and can promote fast-grow-
Ing products.
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Governments have helped firms make these investments through tax
policies, direct ownership, subsidization of research and development, in-
dustrial policies, and military expenditures. Almost all of the important
new technologies of the postwar era have been funded directly or indirectly
by government spending on educadon resestch organizations or on, COrpo-
rate research and development or as spillovers from military applications.
Firms have been the principal beneficiarics of these policies.

Governments also have intervened in their economies during cconomic
downturns to even out the worst effects of recessions on consumption
through Keynesian deficit spending and spending on unemployment bene-
fits and public works projects. Political intervention in labor markets has
varied across industrial societies. To the degree that class struggle has been
stabilized, governments have bought themselves political peace.

In the Western industrial societies, the main effect of the productdon of

\Stﬂ ble market systems is to provide stable political conditions for entrepre-

neurs and managers. This encourages them to invest in new product lines.
The development of new industries, particularly those that rely on sci-
ence-based investments, has been possible primarily because of the stabi-
lizing influence of governments on general economic growth and political
conditions.

The overall effect of these three forces is to encourage more diversifica-
tion of the economy by the production of new products and markets, more
stability for the largest firms by the diversification of product lines, and
less dependence of the total economy on any given industry. The lack of
econornic depressions in the postwar era is a testament to the positive feed-
back produced by these stabilizing processes.

" Proposition 4.14. Economies that are large and diversified experience
J;’ more stability and less severe economic downturns. This is because their
[ diversity makes them less dependent on any one source of economic
growth and therefore less prone to extreme swings.

If diversity and complexity have produced stability, then lack of diversity
and dependence on a small number of products is likely to produce more
instability. In small economies that are highly dependent on a small number
of products, fluctuation in prices for those products has big effects on the
economic growth of that economy. This, of course, is one of the insights
of dependency theory (Frank 1969).

Proposition 4.15. The complexity of markets does not lead to tighter
| connections between them, but weaker connections. The overall effect is
L that a recession or depression in a particular market is likely to affect eco-
'\ nomic conditions in nearby markets, but these effects are quickly damp-

ened and do not spread across the economy.
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This follows from our argument about complexity. If a society contains
a great many markets, some of those markets are forming and growing
quickly, some are mature, and others are declining. Rapid changes in de-
mand for the products of some products, whether brought about by too
many producers (or the invasion of “foreign producers™), 2 downturn in
demand, or technology obsolescence, could have huge effects for those
firms or geographic areas that are highly connected to the production of a
given market. We would expect for those effects to spread across competi-
tors and to suppliers. But the degree to which a downturn in a single market
or set of markets has larger effects depends on a number of factors. First
is the degree to which firms in a given market are dependent on that market
for their existence. If they are sufficiently diversified, then they may be able
to exit a given market over a period of time and invest themselves in other
markets. Second, the size of the market is consequential as well. Crises in
markets that do not affect a lot of other producers or consumers are not
likely to cause more general crises. Third, the degree to which connected
markets are dependent on a particular market for resources matters. If con-
nected markets are not totally dependent upon a small number of custom-
ers, then they are able to shift their sales to other markets.

As economies grow, they produce more markets, more complexity, and
less general interdependence. Taken together, these forces suggest that
the larger and more diversified the markets are in a given society, the
more able it is to withstand an economic downturn in 2 single market or
related markets. The negative effects of downturns in those markets are
likely to be dampened quickly to the degree that dependent suppliers and
customers are themselves diversified. Thus, stability breeds complexity and
loose coupling.

This set of insights can be brought to bear on issues of globalization and
world trade. To the degree that societies have diversified economies and to
the degree that participation in the world economy provides new markets
and hence a more stable set of customers and suppliers, increases in world
trade for a particular society are likely to have stabilizing effects. World
trade is most threatening to societies that are small economies that are not
diversified in their products. This makes them more vulnerable to fluctua-
tons in demand for their products. But, even here, having more customers
and suppliers may increase the size of firms and the diversification of their
products.

Recently, we have seen the destmabilization of currencies produce deep
recessions in less-developed societies such as Mexico, Korea, Indonesia,
and Thailand. Clearly, the relatively small size of these economies is one
of the principal causes of their collapse. But equally responsible is the way
in which foreign investment has entered these societies, These economies
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were encouraged by international organizations, such as the World Bank
and the International Monetary Fund, wo liberalize their financial systems
in order to allow foreign investment. The problem was that those who
encouraged this deregulation did not realize that many governments lacked
the capacity to regulate their banking sys«fms. This meant that they had
little ability to understand the real financial situation in their society until
it was too late.

Globalization and Market Processes

One potential objection to my focus on states is that it f2ils to deal with

the fact that the world economy is now truly global. But I believe that this

- -

political-cultural approach centered on state and society is quite useful in

analyzing so-called global markets, I show in chapter 8 that comparative
empirical analysis of the organization of firms’ activities supports the view
that national capitalisms persist. There are two important reasons why this
is. First, firms depend ofi national institutions to organize themselves.

These institutions produce stability and, hence, wealth for the owaers and

managers of firms. The oWmérs aiid managers of firms stll turn to_their

national authorities for help, Second, most consumption remains national,

Ry HEE -

not intemational. In 1998, about 83% of the $3$ triflion world economy
was national (WTO 1997). Globalization cannot Be iti 21l Ridrkets: Twill
explore these thefnes in chapter 9, ) T

Here, I want to pick up some alternative themes that follow from the
discussion in this chapter. My main insight is that the only difference be-
tween a global market and a local one is geographic spread. The definition
of 2 market provided here, 2 reproducible rele structure, can be applied to

globalization in a straightforward way. A market is “globalized” if there are __

e e e e

a smal] number of participants who form an tncumbent-challenger struc-

tire and Gperate across countries with a common conception of control.—

Itis 4ii empirical question as to how many world markets are truly global
in this sense. Moreover, it may be the case that some markets are partially
globalized in that some regions are dominated by firms that know each
other, but other parts of the world market are protected or local. How
many globalized markets are there? Given that 83% 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 such
as automobiles, chemicals, airframes, computers, software, pharmaceut-
cals, and some business services such as accounting and consulting. Indus-
tries that are partially global include telecommunications and some finan-
cial services, such as investment banking.

L
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How do we tell if a market is being globalized? That is, when do foreign
firms become invaders that transform a stable national market with a con-
ception of control? The mode! developed here suggests a national market
is upset when invaders arrive witha iew conception of cantrol. When
this happens, the model predicts that the incumberits will Tespomd by (1)
reinforcing the old conception of control, (2) getting their governments to
intervene to protect their local market, (3) co-opting invaders by forming
alliances or joint marketing or production arrangements. If these fail, it is
possible that the national market is absorbed into the internatonal market,
whereby firms adopt the new conception of control either by adopting the
“new” methods for competition or through merger.

This brings up a more systematic consideration of what governments
do in the face of globalization. One can conceive of the problem in the
following way. Divide a country’s main markets into those involved in
exporting and those not involved in exporting. Consider the situation
where firms either are or are not experiencing pressures from exporting
firms from other countries. Firms in markets that are not exporting and
are not being threatened by exporters will not pressure their governments
to do anything about trade. Firms that are exporting and are not threat-
ened by other firms (i.¢., those already in globalized markets under my
definition) are also unlikely to put pressure on their governments to keep
foreign firms out.

Firms that are not exporting but suddenly find themselves under assault
by those who have invaded their home market will try to get protectionist
measures passed by their governments. Firms that are exporting and are
feeling pressure from other exporters may put pressure on their govern-
ments to help them open up foreign markets, particularly those of their
main competitors, This implies that it is not schizophrenic for govern-
ments to simultaneously pursue the opening of some markets abroad while
protecting some of their own markets at home. So, for example, the U.S.
government continues to support the textile and sugar industries domesti-
cally while it tries to force the internal market in Japan open for cars and
other American products.

Proposition 4.16. The emergence of global markets depends on coopera-
tion between firms and states to produce rules of exchange, property rights
(i.e., guarantees that firms can expropriate profits), and governance struc-
tures (i.e., ways to compete). One hypothesis is that increases in world trade
produce demand for more of these agreements that produce more extensive
cooperation between governments,

The European Union, NAFTA, and the recently completed GATT
treaty, which founded the World Trade Organization, can all be analyzed
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according to whether or not theviprovide common rules for property
rights, governance structures, and rules of exchange. They can also be bro-
ken down by sectors that involve or do not involve exporters to see if rujes
tend to apply more or less exclusively to those sectors (Fligstein and Mara-
Drita 1996). These agreements have so fa*been primarily concerned with
rules of exchange that facilitate more trade.

One implication of this proposition is that the creation of global markets
will depend on states and will in fact be limited by states, There are two
kinds of projects that states can undertake in opening markets. First, they
can remove trade barriers between societies. This eliminates many kinds
of rules that prevent markec access. This is a negative integration project.
But there are limits to this kind of market integraton. Without common
rules to guide interaction, market opening will not involve creating a true
world market (i.c., one where a small number of firms make investments
around the world in response to one another’s actions and market opportu-
nides). Thus, trade and the benefits to trade will be limited. To get single
markets for a particolar commodity requires that extensive rules exist. It is
not sorprising that the trade zone with the highest level of trade in the
world is Western Europe. The European Union has set out to create a
single market by removing trade barriers and providing for new European-
wide rules to guide firms. The effect of this rule creatdon has been to create
a market that in many ways resembles the internal American market.

One arena in which agreements have not occurred is the creation of a
world market for corporate control. It is relatively difficult to engage in
hostle takeovers in any society except the United States and Great Britain.
Earlier I suggested that property rights were at the core of the relations
between national elites and states. Most national elites have resisted having
transfer property rights transferred to the highest bidder because they
would lose power. States remain players in the creation of the global econ-
omy because their elites depend on them to preserve their power and guar-
antee entry to global markets,

The market model proposed here offers conceptual tools to help study
processes of globalization. It provides 2 working definition of whether a
particalar market is globalized. This definition can be used to establish the
degree to which a world market exists for a particular commodity and the
level of integration of that market. It also can be used to examine over time
if a particular market is becoming more or less integrated. So, for example,
over ume, the world automobile industry has become more integrated.

There are fewer firms, and more of those firms operate in many parts of

the world. What is most interesting in the recent past is that the national
identities of these firms is blurring so: Daimler bought Chrysler, Renault
bought Nissan, and Ford bought Jaguar. Finally, one important implication
of globalization is that one would expect that globalization in a particular
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market would spill over through invasion into another market. So the phar-
maceutical industry contains a small number of large firms that operate on
a global basis. An industry like biotechnology can be changed dramatically
by the entry of these firms onto their eurf. This implies that there are 2
great many empirical projects that can be done to study states, markets,
and changes in the nature of the market due to entry of firms from other
societies.

The response to globalization by governments is also explicable from
this perspective. They strive to protect Jocal industries not focused on
the global market under threat by non-home country firms, and they
strive to open the markets of the competitors of their own global firms.
Governments remain central to these processes becanse workers, entre-
prencurs, and managers depend upon them to protect them and expand
their opportunities.

- —

(Conclusion >

‘Markers 37 social constructions that reflect the unique political-cultural
construction of their firms and nations. The creation of markets implies
societal solutions to the problems of property rights, governance struc-
tures, conceptions of control, and rules of exchange. There are many paths
to those solutions, each of which may promote the survival of firms. I have
sketched the interconnectons between states and markets and the out-
comes produced by various actions. [ have extracted general principles by
which these outcomes can be understood.

I have argued that stable markers reflect status hierarchies that define
incumbents and challengers, and that market leaders enforce the market
social order and signal how crises are to be handled. These complex role
structures in markets operate through the social relations berween actors
(which are generically called networks). My view of markets takes seriously
the problem of how states interact with markets to produce general rules
by which secial structures can be formed. [t also makes market structures
easier to observe, takes into account the role of actors’ intentions in the
production of market structures, and makes more sense of how firms are
likely to behave under different market conditions.

I have tried to give a political reading to the process of market dynamics.
The liability of newness of firms results, at least partially, from the lack of
social structure in a market and the social movement-like search for such
a structure., Legitimacy is bestowed by states on markets. A “stable” market
for a population ecologist resembles one in which 2 conception of control
is shared. Similarly, as in population ecology, the transformation of markets
results from external sources of change.
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The metaphor of “markets as poliﬁcs;' vnites these ideas. [ have shown
that this view makes possible a-unified-approach to the study of markets—
an approach that focuses on the polidcal processes that underlie market
interactions. Ultimately, however, the usefulness of any metaphor is in
the research it generates and the intuit% and counterintuitive insights
it creates.

1 motivated this section by suggesting that one reason national eapital-
Isms persist is the unique development of market institutions in each capi-
talist society. I have argued that this unique development hinges on the
relative power of capitalists, workers, politicians, and state bureaucrats to
lay down and enforce market institutions (property rights, governance
structures, conceptions of control, and rules of exchange) at the entry into
modern development. This political alliance and the rules that support it
have huge effects on the subsequent development of a society’s economy.

These effects work in two ways. First, these groups define the status quo
and try to get the state to support their position. States are the focas of
firms’ attention during market crises, and state actors intervene along pre-
dictahle lines, Societal transformation of rules occurs only during great
crises, such as war or depression, Second, if one has knowledge about how
Insttons are organized in a given society, one can predict that new indus-
tries will emerge with the existing societa] templates. Thus, one expects
that there are both institutional and organizational forces at work to pre-
vent societies from converging in form. National elites do not willingly
give up their power, and states are committed to defending it by the nature
of the market institutions that are created.
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