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Chapter 1 The Quest for Discipline 
 

1.1 When coordination fails 
 

In 2002, in the slipstream of a series of major corporate scandals (Enron, Tyco, Worldcom) 
the US House and Senate passed an Act. The bill came to be known as Sarbanes-Oxley, after 
the chairmen of the Senate Banking Committee and the House Financial Services 
Committee. When, after fierce partisan opposition from within and obstruction from outside 
the House and Senate, the bill managed to reach the White House for signature, it was seen 
to aim at strengthening the regulatory system by rebuilding the objectivity and reliability of 
accountants and credit rating agencies; creating a public accounting oversight board for 
developing and enforcing strict accounting standards; making the system less dependent on 
self-monitoring by the industry; establishing codes of ethics for chief financial officers’ 
responsibility for full and timely disclosure and for chief executive officers to personally 
certify financial statements with criminal penalties for failure to do so; tightening insider 
trading rules; and empowering the Securities and Exchange Commission (SEC) to adopt 
rules addressing conflicts of interests for securities analysts and other “reputational 
intermediaries” that keep the financial system running (Gourevitch & Shinn, 2007: 256-8). 
Two years onwards, April 28, 2004, a lobby of five leading US investments banks, including 
Goldman Sachs, headed by Henry Paulson Jr. who later became the 2008 US Treasury 
Secretary, persuaded the SEC to exempt them from the Sarbanes-Oxley regulation that limited 
the amount of debt the banks were allowed to take – from then on unshackling billions of 
dollars, securities, credit derivations and other exotic vehicles (International Herald Tribune, 
October 4, 2008). Barely three years further-on, June 26, 2007, at the eve of the implosion of 
an international credit bubble, the (then again former) US Treasury Secretary Henry Paulson 
Jr. attended a dinner with some of Wall Street’s most powerful bankers. In his memoir, On 
the Brink, Paulson remembers: “All were concerned with excessive risk taking in the markets 
and appalled by the erosion of underwriting standards”. James Pressley, recounting for the 
Bloomberg press Paulson’s story: “[The bankers] felt forced by competitive pressures to 
make loans they didn’t like [...]. ‘Isn’t there something you [Paulson] can do to order us not to 
take all these risks’, was the gist of a question posed by [one of the bankers]”. That quote, says 
Pressley, encapsulates the “bizarre tango that enveloped Paulson as he struggled along with 
Bernanke [Federal Reserve chairman] and Geithner [the then New York Fed chief] to save the 
free-market system from itself. Banks, hedge funds and other financial institutions were playing a 
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game of chicken, the economic equivalent of the Cuban Missile Crisis. Paulson’s mission was to 
prevent mutually assured economic destruction.” (Bloomberg, Books, February 1, 2010). 

Another example of coordination failure is the case of Iceland. According to a 2,300 
page report by an independent “truth commission”, commissioned by the Parliament of Ice-
land, the implosion of Ice-land’s financial system – until March 2008 still granted a triple A-
rating – has to be seen as the result of “a complacency that spread from the bank head-
quarters to the regulators, central bank, government and, ultimately, the Icelandic public, most 
of whom were happy to share in the spoils of the financial boom [...]” (Financial Times, April 13, 2010). 

Both examples show the “domino”-features of the collapse of financial institutions and 
the aftermath in the real economy worldwide. They illustrate how micro-rationales – 
“sharing the spoils”– may entail macro-irrationalities that threaten the survival of the system 
as a whole. The request addressed to Paulson to intervene in order to prevent systemic 
failure, raises the question of coordination and the causes of its eventual failure. 

The issue of coordination is related to strategic dilemmas the actors in socio-economic 
systems face. They find their origin in the split between individual rationales and systemic 
rationality. 

 

1.2 Strategy traps 
 

Rival states and rival firms face a double-bind. First there are the shadows of the past. In 
order to survive firms and nations specialize. However, yesterday’s advantage from 
specialization may become today’s hold-up and end in a competitive disadvantage for the 
day after tomorrow. Whether a distinctive competence turns into a distinctive disadvantage 
depends on what others do. This contingency is the competence trap. It refers to switching 
costs for early movers that see their advantages snatched away by new entrants. Past 
investments may stand in the way of a flexible response to new challenges. Yesterday’s 
decisions bind: financially, institutionally and in terms of “sunk” beliefs. 

Then, looking ahead, one sees the shadows of the future. When nations and firms 
invest in new ventures they must make sure that there will arise a critical mass of suppliers 
and customers. Competing for tomorrow means mobilizing an infrastructure of supporters 
and sponsors. Even if nations and firms imitate others when investing in new activities, they 
typically will try to prevent that others will imitate them. Suppliers and clients, however, 
prefer as much alternative providers as possible. Given these op-posing preferences, 
imitators or innovators will always be uncertain about the sustainable exclusivity of their 
investments. In other words, whether a new activity pays depends, again, on what others 
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do. The latter contingency may be called the competition trap. It refers to the costs of 
anticipation on what rivals and supporters will decide to do. The future is binding too. 

The double-bind may be summarized as the strategy trap. Countering the strategy-trap 
comes to imply: develop distinctive competences without being entrapped in past choices 
and minimize the imitability of future choices. Both varieties are manifestations of the same 
phenomenon: the split between individual and shared rationality. As will be argued 
extensively below, the split applies both to rival firms and rival states, although they differ in 
the means and modes of coping with it. 

Two generic types of this split between individual rationales and collective rationality 
can be distinguished. One is the dilemma known as “the tragedy of the commons”. In 
Hardin’s (1968) original, somewhat apocalyptic wording: “Ruin is the destination towards 
all men rush, each pursuing his own best interest in a society that believes in the freedom of 
the common. Freedom in a common brings ruin to all.” In Hardin’s parable the fear of 
overgrazing the collectively held village-grounds – the “commons” – can induce pre- 
emptive grazing by the neighbors. The “tragedy” is that the mere threat of a “pre-emptor” 
will trigger the self-fulfilling prophecy the commoners are afraid of: “The common will be 
overgrazed and destroyed as a public resource because each citizen will pre-emptively graze 
his/her sheep rather than risk being a victim of the free riders” (Best, 1990: 239). 

The concept has been applied, convincingly, to a variety of “common pool”-resources 
problems, ranging from overfishing and the insufficiency of quota-“solutions” (Dubbink & 
Van Vliet, 1996) to the politics of pollution and natural resources management (Ostrom, 
1990; Schelling, 1993; Weissing & Ostrom, 1993). The idea looms up in the economics of a 
non-fixed-resources world as well: “[…] the awareness that a rival can respond to unsold 
goods in the market by expanding supply and dropping prices, may be enough to engender 
a pre-emptive price drop and lead to a price war. For the follower will be at a double 
disadvantage: the early bird will enjoy economies from increased market share, and the 
follower will suffer diseconomies with reduced sales” (Best, 1990: 75). 

Being the opposite of the first, the second archetype of the gap between individual and 
encompasssing rationality may be called the “tragedy of the fallows”. Three sub-types can 
be distinguished. One refers to the problem of “under” or “non-exploited” resources 
originating from the propensity to refrain from investments as long as there is no certainty 
that others will follow in a complementary or confirmative fashion. In the alternative case, 
large, established firms try to smother the breakthrough of smaller, innovative players by 
annexing or allying with the new entrants in order to protect their sunk investments and 
market position. A third manifestation of under or non-exploited opportunities is the case 
in which commitments are postponed or dissolved because each expects that his/her 
counterparts, sooner or later, will give in, and accept the burden of taking the lead in 
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bringing about some form of comprehensive rationality. Under each of these conditions, 
corrective arrangements are required to off-set the bounds of narrow-minded “local” 
rationality (Nelson, 1995). The politics of standardization serve as an example. New 
processses and products will only be a commercial success if they are applied at a sufficient 
large scale. Large scale application requires compatibility with related products and practices 
or interchangeability cum low switching costs for the users of existing products and pro-
duction processes. As a rule, each firm wants to see its own innovations to become the 
standard for the sector as a whole. As long as rival firms are reluctant to be the first to sacri-
fice the potential profits of their exclusive innovation by conceding to a common norm, 
each of them will be worse off. The trade-off between rational “chauvinism” and some 
form of shared rationality ascertains that a collective optimum will remain out of reach. 

Whatever the type of split between rational individualism and other-directedness, the 
remedy against overgrazing, respectively undergrazing turns out to be some form of shared 
anticipation, followed by a critical minimum of coordination. The following illustration 
offers a case in point: 

 
“Rational” utilities 

The large scale production and distribution of electricity illustrate the puzzles of anticipation and 
coordination when “myopic” or chauvinist rationality clashes with “non-myopic” or comprehensive 
rationality. 

Two developments, one of a political and the other of a technological nature, eroded around 
the turn of the last century the monopolistic position of the six regional electricity producers in the 
Netherlands. Liberalization of the energy market opened possibilities of importing electricity from 
abroad, and the introduction of smaller, less-polluting heat-power facilities resulted in a larger and 
less-centralized supply of electricity. The new technology could thrive because of a close harmony 
of interests between electricity distributors and energy-intensive users such as the chemical 
industry, and the producers of artificial fertilizers and salt. The heat (steam) that this type of firms 
needs for their own production generates an electricity-surplus that is channeled back into the 
public net of the distributors. The eclipse of the regional producers’ monopoly and the rise of a 
technologically and environmentally superior substitute radically enhanced the bargaining position 
of both distributing firms and big end-users. The individual rationales of the producers (looking for 
economies of scale and the prolongation of their privileged position) and the individual rationales 
of distributing firms and clients (looking for reduction of their dependence on monopolistic 
suppliers and high tariffs) resulted – however contrary their strategic intents – in a collective 
outcome of structural excess-capacity for the sector as a whole. Even worse, the surplus was 
generally expected to grow – partly by the path-dependent nature of past investments (the 
competence-trap); partly through the adversarial and imitative nature of current and future 
investments (the competition-trap) – at least until 2004. Excess-capacity follows the logic of 
overgrazing, as explained in the parable of the commons, that is, results from individually rational 
moves (intended to break a monopoly) and the absence of a non-myopic (sector-encompassing) 
rationality, thus fulfilling the prophecy that each of the players fear. (The tragedy-of-the-commons 
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eventually mutated into a tragedy-of-the-fallows as persistent excess-capacity discouraged the 
break-through of alternative, possibly superior technological-institutional substitutes.) 

 

1.3 When rationalities clash 
 

In our research we aim at unraveling the forces that govern the swings of political and 
economic order. How can the disorder in the financial system that “started” in 2006 be 
understood? The lack of strictness of financial regulation per se does not offer an adequate 
explanation. Initially no wave of financial scandals of corresponding proportions broke out 
in Europe, and the scandals that did occur appear to have had American roots (Vivendi, 
Ahold, Adecco): “Given the higher level of public and private enforcement in the United 
States for securities fraud, this contrast seems perplexing” (Coffee, 2005). Neither is it merely 
size or “bigness” that explains the “tango” of regulatory permissiveness and the subsequent 
bailout of the major players – as some “too big to fail”-narratives like to suggest (Sorkin, 
2010). The downfall of Lehman Brothers on the one hand, a big financial player, and the 
collapse of Iceland and Greece, relatively minor players in the international financial system, 
on the other, suggests where to look for a more convincing explanation. The “sharing-of-
the-spoils”-mechanics of the Icelandic scenario may serve as an instructive first cut. 

Sharing the spoils is not the outcome of a deliberately coordinated public or private 
consensus nor a specimen of the epidemics of herd behavior (the infamous “animal spirits”). 
It has to do, instead, with a train of implicit understandings: a tacitly shared sequence of sous-
entendues that sets the deceptive domino into motion. The mechanism entails, apart from 
auxiliary conditions that will be explored later, the willing suspension, if not outright sup-
pression of the spread of corrective skepticism. (As will be shown more extensively later, the how 
of the suppression of disbelief and the delay of timely corrections originate inside organi-
zations: the culture of ignoring applies not only in firm-to-firm, firm-to-state, and firm-to-regu-
latory agency relationships; “functional” ignorance is a structural property in executive versus 
non-executive relations and further down the ranks inside firms and public agencies as well. 

 
As Jérôme Kerviel, the man who inflicted billions in losses at the French bank Société Générale as a 
result of his enormous, unauthorized bets, maintained: his bosses “deliberately turned a blind eye” 
and tacitly endorsed his activities “as long as they were earning profits”. Echoing the moral of the 
“Icelandic scenario”, in his testimony, Mr. Kerviel’s former direct supervisor, Eric Cordelle, could not 
clearly answer the judge’s question where the line should be drawn between negligence and tacit 
endorsement: “If you are not looking for something, you don’t find anything”; see “A Société 
Générale Trader Remains a Mystery as His Criminal Trial Ends”, The New York Times, June 25, 2010). 
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Due to the absence of organized dissent the rationales and mores of the most adjacent links in 
the chain-of-decisions take precedence over and “rationalize” the irrationality (and amorality) 
of the systemic domino. So the question resurges: how to explain the origin and the 
momentum of the domino? 

A second cut may be to distinguish between insiders and outsiders. Listen for instance 
to the former CEO of one of the troubled banks, Washington Mutual Inc., testifying before the 
Senate Homeland Security and Governmental Affairs Committee after his bank was seized 
and sold to J.P. Morgan Chase: “For those that were part of the inner circle and were ‘too 
clubby to fail’, the benefits were obvious [...] For those outside the club, the penalty was 
severe” (The Wall Street Journal, April 14, 2010). Yet how to become, and remain, a member 
of the “club”? Many are invited to take part in the rallies of value-creation but fewer are enti-
tled to appropriate the returns. What determines the divide? Much or most, so we will see, 
has to do with bargaining power. This study sets out to unravel the determinants of bargain-
ing power and to spell out the nature of the negotiated order resulting from these basics. 

“Clubbiness” smacks too much of the wronged connotation of feeling excluded from 
the old boys and their turfs. And “bigness” appears not to be decisive, maybe even not 
necessary once we take into account the loss of internal oversight and self-control and the 
external hazards that come with imperial overstretch (Lehman Brothers, by the way, was clearly 
a member of the “club”). What seems to count is nodality in a sequence of interconnected, 
partly competitive/partly complementary games, at different levels of interest aggregation 
and intermediation. “Nodal”  players are the ones that serve as catalysts in a texture of syste-
mic interdependencies. Next comes acumen, involving, as Schelling (1969: ch. 4) put it, “two 
or more participants, each trying to influence, to outguess, or to adapt to the decisions or 
lines of behavior that others have just adopted or expected to adopt”. 

The notions of nodality and acumen (in the uses-of-nodality) appear to be helpful for 
uncovering the origins and the workings of the suppression of the forces of organized skepticism. 
Bankers operating “on the brink”, including former bankers who cross the private-public 
fence from time to time, and the players in the “real” economy that partake in the “sharing of 
spoils”, clearly qualify for Schelling’s league of strategy. 
 

1.4 A multi-level theatre: the inquiry 
 

At the micro-level of political-economic constellations a variety of actors figures. Actors 
make decisions and moves driven by financial and other strategic motives to the effect of 
making themselves less dependent on the decisions and moves of other players in the 
system. They are influenced and motivated by the behavioral rules and routines of the 
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institutional setting in which they operate. Out of their micro-decisions and moves arise 
disciplinary arrangements (like laws and regulations) and collaborative structures, such as 
vertically integrated firms, alliances and public-private partnerships at the meso-level. At the 
top of the pyramid, at the macro-regime level, consequences eventually occur that may ruin 
the constellation as a whole, such as illustrated by Paulson’s backhanded plea to “save the 
free-market system from itself”. 

The central question addressed in this inquiry is about the determinants of micro-
moves and meso-movements resulting in routines and regularities that produce intended and 
non-intended consequences at the macro-level. 

An inquiry into the sources of compliance and control at different levels of interest 
aggregation and intermediation is obviously a complex enterprise, encompassing several 
disciplines. First, both private and public actors are involved, each with their own incentives, 
objectives and competences. Second, different constellations are involved such as market 
and technology structures, but also social, political and cultural conditions that constrain the 
room for maneuvering. At the same time actors try to make use of these very structures or to 
change them in such a way that their objectives are better served when they are in a position 
that enables them to do so. Third, there are clashes-of-rationality between levels of interest 
aggregation that we described earlier. As a consequence strategic behavior – in the sense of 
“imposing upon the enemy the place and time and conditions for fighting preferred by 
oneself” (Concise Oxford Dictionary, 1981: 11 38) – turns out to be a complex affair. Since 
“fighting” in situations of interdependence between rival firms and rival states is a matter of 
constraining, binding or by-passing rivals, in short a question of (implicit or explicit) bargain-
ing rather than open and unconditional confrontation, we will use the terms “diplomacy” for 
the games organizations play and “negotiated order” for the (formal and informal) outcomes 
of these games at the regime level. That order may be orderly or disorderly, but in whatever 
shape a self-made order, as the illustrations at the beginning of this chapter have shown. Sum-
marizing: uncovering the micro-origins and meso-mechanics of the orchestration of corpo-
rate games and tracing the intended and non-intended macro-impact on the discipline of 
undisciplined interests, is the leading question addressed in this inquiry. 

 

1.5 Organizing questions 
 

Our analysis proposes to start with distinguishing between the urge, room and capacity for 
discipline. The urge-for-discipline originates from the cumulative, not necessarily intended 
macro-consequences of micro-rational moves and countermoves by the individual players, as 
for instance illustrated by the “jump” from the links to the domino in the “Icelandic 
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scenario”. It is the story of the clash between individual and collective rationalities and the 
divide between processes of collective value creation and individual value appropriation. The 
room-for-discipline refers to the enabling and constraining structures of competitive and 
symbiotic interdependences – between states, firms and their intermediaries. It is the story of 
partner switches and informs about nodal versus peripheral players. “Nodal” players derive 
their bargaining leverage or veto-power from, among other things, the room they have for 
maneuvering, whilst facing relatively less or negligible costs to themselves of imposing a loss of 
maneuverability upon others – for instance “late entrants” or “last resort” players compared to 
those who trigger the chain of down and upstream dependences. Here we operate at the 
meso-level of analysis, informing us about the composition and the entry and exit conditions 
of the arena. Those who are in a position to change the composition of the arena are in a 
position to reframe the agenda; those who have a decisive say in agenda-framing are in a 
position to affect the time horizon of disciplinary arrangements and, ultimately, to affect the 
duration of the negotiated order erected upon these arrangements. The capacity-for-discipline, 
finally, is a micro or actor-specific attribute: it refers to the Schellingian acumen in the 
mobilization of critical combinations of partners and the Schumpeterian notion of the 
mobilization of critical combinations of resources. It is the story of an organization’s sense-
of-direction, and informs about the degree of internal cohesion and the strengths and weak-
nesses of the disciplining role of the dominant coalitions inside organizations – for public and 
private players alike as well as for a range of intermediary players in-between. 

Center-piece of our inquiry is the exploration of the interplay of internal and external 
discipline, that is, the interplay between the dynamics of horizontal coalition-formation 
(micro), vertical alliance-formation (meso) and how this interplay affects the pulse of the 
negotiated order at the regime-level (macro). This multi-level signature clarifies why we think 
a nested games perspective – “games-within-games”– is needed to arrive at a more adequate 
understanding of the orchestration of corporate games and the swings of capitalist discipline. 

Most of the social-scientific approaches that we will come across later (see Chapter 3) 
fail to join their insights into an integrative framework that grasps the intricacies of the 
cumulative interplay between the three distinct manifestations of the logics of interest-
aggregation and intermediation, to wit: the micro-logic of the formation and dismantling of 
coalitions, the meso-logic of the formation and demise of alliances and the systemic or 
macro-logic of the rise and fall of disciplinary regimes. The ambition of our study is to 
demonstrate that a “nested”-games perspective is better able to accomplish what other 
approaches, however instructive for parts of the puzzle, fail to accomplish in a 
comprehensive way: explaining the macro-swings of institutional order and disorder from 
the micro-dynamics of rival coalitions and the meso-dynamics of rival alliances. Figure 1.1 
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visualizes the logic of the “shuttle” between horizontal moves and vertical movements, and 
the resulting momentum at the regime-level. 

 
Figure 1.1 The Shuttle-logic of capitalist games: Horizontal rivals looking for vertical allies, and Vertical 
allies looking for horizontal divides 
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On Method 
A thorny interpretation problem with regime-change is the difficulty to maintain a clear distinction 
between the architects of change and the changing architecture of the disciplinary “pyramid”. Our 
objective is the construction of a micro-perspective for demonstrating the cumulative impact of 
private and public actor moves and movements on macro-regime transformations. At the same 
time, however, the “reverse” objective is to demonstrate how macro-transformations feedback on 
lower-level moves and movements. 

With demonstrating we definitely mean less than offering a conclusive validation. As will be 
stressed in the chapters that follow the empirical data and the methods of assembling the 
associated pieces of evidence are meant to corroborate the heuristic potential of the approach, not 
to deliver a definitive proof of scientific truths. Our observations and case-studies are intended to 
test the plausibility and reach of a specific way of looking at social reality. The quality mark of the 
study is, in other words, its realism and, so we hope, the intellectual persuasiveness of the 
underlying analytical frame-work. That framework collects its primary inspiration from the 
apparent steadiness of intriguing, while virtually contradictory occurrences (like the “Paulson”-
cycle or “Icelandic”-scenario reported above); once arrived at what seems to be the beginning of 
an understanding of the “rationale of irrationality” or the “logic of inconsistency”, we move back to 
a broader spectrum of phenomena, over a longer span of time, to test and improve the concision 
and reach of our analytical construct. So, the inspiration for our study stems from “surprising” 
events reported by the qualified press, monographs, ego-documents by insiders and other 
chroniclers from the (Wall) Street-corner society. Call this the reality-check. 

The rationality-check stems from the academic premises that are specialized in matters of 
the organization of economic life, negotiation analysis and the world of political and corporate 
stratagems. Our analytical prism is a bricolage of insights from several disciplines, especially from 
the zones where their prospects fail to make the best of the credits of their academic neighbors. 
Compared to the “storytelling” evidence (Ward, 1972) provided by insiders and chroniclers of the 
street corner society, academics produce sometimes remakes of reality that seem to belong to the 
inanimation of a Madame Toussauds-exhibition, that is, a cabinet of impertinent and other-worldly 
imputations of rationality and regularity. Our streetwise reporters do not compete with academics 
for the “truth”. Where they compete for, instead, is pertinence: they are indispensable for inserting 
a measure of streetwiseness in the axiomatic artifacts that figure in many an academic exercise. 
Academics, however, remain indispensable for bridging the gulf between the scoops of the 
chroniclers and the  commission of scholars, to wit: distilling the logic behind the “surprises” of the 
orchestration of corporate games and capitalist discipline. 

In an “Addendum” included in his memorable The New Industrial State (1968), Galbraith 
“solves” the (never-ending) disputes among “specialists” and “generalists” on the merits of 
quantitative versus qualitative analysis, respectively inductive versus deductive epistemology, by 
invoking the judgment of a third “disputant”: the dedicated reader. Scholars, says Galbraith, that 
probe deeply into specific parts of a subject will mistrust as superficial those who range more 
widely; reversely, specialists will be considered to lack in vision or reach. On the other hand, those 
“who are mathematically inclined see others as in retreat from rigor […] The statisticians believe 
those who prove points deductively to be dangerously intuitive”, and so on (see “Economic method 
and the Nature of social argument”, Galbraith, 1968: 408). Reminding us that “specialisation is a 
scientific convenience, not a scientific virtue”, the author proposes to settle the dispute on 
“exposition” versus “analysis” by asserting: “Justice requires, no doubt, that much be left to the 
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reader. Writing is hard enough work without having to make it comprehensible, and scholarship 
endorses a division of labor between those who write and those who read.”(Galbraith, 1968: 410). 

Given the “nature of social argument” the ultimate task of social scientific inquiry is not to 
establish “the truth” but to tighten the net around the questions that we still do not know the 
answers to. 

 
For answering the lead-question about regime-dynamics we have to examine three sub-
questions in greater depth. First, what triggers the urge-for-discipline? Second, what condi-
tions the options for responding to the urge? Third, what determines the search-and-selection of 
disciplinary responses, given the specifics of the range of available options? 

Discipline builds upon credible commitments. The latter assertion triggers a series of 
supplementary questions: what constitutes the credibility of threats and promises? As will 
be elucidated later, credibility has to do with bargaining power, pushing the last question fur-
ther to its “origins”: what are the bases of bargaining power? For answering that question 
and tracing its implications the idea of a strategic “triangle” – arena, agenda and timing – 
proves to be useful as an explanatory vehicle: the stability and composition of the arena 
frames the bargaining agenda and the latter frames the timing and duration of commitments, 
and thus the time-horizon of the disciplinary arrangements built upon them. 

The answers we find on these organizing questions provide the causal links of a 
“nested” games perspective: How do the conditions of internal and external dependence and 
the mechanisms of inclusion versus exclusion of critical resources and players, affect the 
codification of commitments? How do disciplinary codes, including what is left non-codified, 
affect the substance and stability of commitments? And how do these commitments affect 
the reproduction of the initial conditions of interdependence that triggered this circular 
sequence of causations? Accepting that there appears to exist something like a strategic cycle 
of conditions, codes and commitments will be helpful, so we expect, in understanding the 
final consequences, to wit: the drift of capitalist discipline. 

Figure 1.2. comprises the argument. The figure shows the phenomenon we want to 
explain: the dualism of capitalist discipline, that is, the causal loops between on the one 
hand corporate and state behaviors (“diplomacy”) and capitalist order (“discipline”) on the 
other. In our grammar diplomacy represents the behavioral dimension and discipline the 
variable outcome. The structuring concepts are: conditions, codes and commitments. 
Conditions refer to the (a)symmetry of interdependences; codes to the rules of rivalry and 
cooperation; and commitments inform about coordination and compliance, that is, specific 
disciplinary arrangements for coping with the dilemmas that relate to the problems of inter-
dependent choice. The hypotheses to be tested deal with the orchestration of nested games, 
as a function of the covariance of conditions, codes and commitments. The prefix “nested” 
stands for the multi-level architecture of interdependences and “orchestration” for the 
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process-dimension, that is, the modus operandi of nested games. Behavior, architecture and 
process are supposed to explain the interrelated twists of logic of corporate games and 
capitalist discipline. 

In spite of the clear complexities of the subject, the bottom-line turns out to be simple: 
conditions explain codes, codes explain commitments, and commitments lead to 
consequences: intended or non-intended, that is the question. As has to be demonstrated in 
the following pages, this bottom-line must suffice to expose the cumulative logic of the 
“laws” that link micro-moves, meso-movements and macro-motion. 
 
Figure 1.2 The framing of discipline: a double-loop causation 
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1.6 Recapitulation and preview 

 
The ambition of this study is to devise a micro-foundation for explaining the macro-swings 
of capitalist discipline. That ambition implies a deconstruction of so-called systemic “impe-
ratives” and “compulsions” into testable propositions about the logic of the moves and 
countermoves of the players that play a decisive role in the constitution of the negotiated 
order of modern capitalist “pyramids”. So, the lead-question in this expedition is how 
disciplinary arrangements arise and spread into regimes and dissipate again. Understanding 
the forces of the emergence, dissemination and dissipation of disciplinary arrangements is a 
precondition for understanding the capacity of modern capitalism to discipline itself. 

Commitments 
Symmetry, scope and duration 
of disciplinary arrangements 

Codes 
The rules that discipline 
interorganizational rivalry, 
collaboration and compliance 

Conditions 
The framing of discipline as a 
function of the (a)symmetry of 
interdependences 

Consequences 
The intended versus non-
intended reframing of initial 
conditions (da capo) 



CAPITALIST DISCIPLINE 

 13 

The lead-question can be dissected into three main issues, to wit: the urge, the room 
and the capacity for discipline – each of them to be situated at distinct but interlocking 
levels of accumulation. One of our upcoming tasks is to find out how the interlocks work 
precisely between these three, equally real manifestations of social reality. The urge for disci-
pline refers to the forces that “push” the quest-for-discipline: as argued earlier it is primarily 
the clash between selfish/local versus systemic/comprehensive rationality that produces the 
sort of strategy traps that, sooner or later, force actors to look for realignments of their 
partially complementary, partially competing interests. The room for discipline refers to 
forces that “pull” interdependent actors into specific directions when looking for disci-
plinary solutions for, or more often: immunization against the undesired casu quo counter-
productive con-sequences of unfettered selfishness. The room for discipline identifies the 
objective entry and exit conditions of the arena that enable specific responses to the urge-
for-discipline. How interdependent actors respond to the push and pulls of discipline is a 
question of responsiveness, where the latter term – minding the pitfalls of assuming “hyper-
rationality” as opposed to path-dependent “rationalizations” – refers to conditional reflexes 
rather than rational responses. The task is to find out about the conditions upon which 
these reflexes might be based. 

Situating the need, the room and the capacity for discipline at different levels of 
analysis, comprises the essence of a nested games-perspective: order and disorder at the 
regime-level is the cumulative outcome of lower level bargains. Endorsing a multi-level 
perspective avoids two (opposite) sorts of the so-called “fallacy-of-composition”. First, a 
multi-level framework steers clear from catapulting micro-motives into meso-arrangements 
and macro-regimes without properly deconstructing the mechanics of dissemination, structuration and 
disordering of institutions. Catapulting is a specimen of the fallacy of psychological reductionism. 
Second, the framework avoids the assumption of the pre-existence of “systemic impera-
tives”, “compulsive affinities” or other “aggregates”, without properly identifying and dissecting the 
filiations between the momentum of macro-regimes, the movements of meso-arrangements and the moves and 
countermoves at the micro-level. Postulating, instead of explaining, macro-characteristics as a 
causative force is a specimen of what might be called the fallacy of sociological or psycho-
logical parachutism (viz. the “effectiveness-is-efficiency”-illusion lurking in beliefs in the 
“competition” between, respectively “convergence” of institutional regimes and the 
“osmosis” of market-and-state in modern capitalism (more about these “parachutes” and 
“catapults” in Chapters 2 and 3). 

By respecting the nestedness of the negotiated political-economic order, we think to be 
in a better position to disentangle the turns by which lower-level responses to inherited or 
anticipated conditions of interdependence may imperceptibly drift into non-intended casu 
quo counter-productive escalations of commitments and sorts of regime-transformation at 
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higher levels; levels that sooner or later are bound to backfire at lower-level arrangements 
and stratagems – like a river, not knowing about the cascade waiting around the corner that 
she is feeding herself. 

A convincing way to examine the foregoing assertions and conjectures is to forge a 
laissez-passer to the corridors where the actual decisions and non-decisions are made. How-
ever, in order to understand what one may come across there, we first need an interpretative 
framework, inspired by the best that the (divided) academy of political-economic sociology 
and organizational-institutional economics has to offer on the “state of the art”. This is 
what we endeavor to do hereafter: assembling the scattered insights and evidence on the 
games organizations play in situations of interdependent choice, and look at them through a 
new prism – the nested games of capitalist discipline and diplomacy – a construct that 
might be helpful for a better understanding of the lessons organizations learn or – for 
reasons to be spelled out later – can afford not to learn from their own maneuverings. 

Regarding the lessons to be learned from models, invented to detect order in a reality 
that presents itself “from the balcony” as a disorderly theatre, philosophers seasoned in the 
fabrics of fact and foible may offer assistance. Borrowing from Umberto Eco, as the reader 
knows a master of SEMs (Spurious Epistemology Matters), we dare not trifle with a wink in 
the final dialogue between William and Adso, respectively the principal and the agent in The 
Name of the Rose (Harcourt & Secker, Warburg, 1983: 492): 

 
William: ‘I behaved stubbornly, pursuing a semblance of order, when I should have known well that 
there is no order in the universe.’. 
Adso: ‘But in imagining an erroneous order you still found something...’ 
William: ‘What you say is very fine, Adso, and I thank you. The order that our mind imagines is like a 
net, or like a ladder, built to attain something. But afterward you must throw the ladder away, 
because you discover that, even it was useful, it was meaningless.’ 

 
Calling William and Adso to witness, we propose to mount the rungs before considering 
abolishing the ladder. The first segment of the ladder is devoted to the construction of a 
model on the orchestration of capitalist discipline (the “view from the balcony”). A second 
junction details the parameters of the games organizations play, to wit: conditions, codes and 
commitments. The final segment reconsiders the consequences of corporate games for the 
swings of capitalist discipline in dynamic terms: a reinterpretation of nested games and the 
negotiated order as a cyclical phenomenon. If these are the junctions that constitute the 
folding ladder, the rungs are: 
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Chapter 1 The Quest for Discipline wherein we outline the contours of our 
expedition, that is, explaining the swings of capitalist discipline at the macro-regime level 
from micro-choices and meso-arrangements. 
 Chapter 2 Revisited: The New Industrial State contains a retrospective on the 
organization of “modern” capitalism according to some traditionals in the descriptive 
economic-institutional literature. These capita selecta give an impression of what has changed 
in the ordering of economic life since the last quarter of the past century. 
 Chapter 3 The Masks of Rationality reviews the range of rationality assumptions 
underlying the prevailing interpretations of the organization of economic life. The chapter 
proposes an alternative grid, to wit: the prism of the negotiated order of capitalism as a set of 
nested games. 
 Chapter 4 Cohabitation analyses two generics of the “logic-of-cohabitation” in nested 
games, to wit: accommodation and containment. 
 Chapter 5 The “Framing” of Discipline shows the dual use of the concept of 
framing: as an analytical construct and as a self-fashioning social activity. The closer the two 
uses coalesce the more realist, we think, a verstehende theory of the negotiated order. The 
chapter documents the causes of regime-change, that is, change as the consequence of the 
reframing of discipline. The reframing refers to changes from “first-mover/market sharing” 
to “footloose-mover/market transforming” games, and from discipline based upon direct 
“conduct-control” to the indirectness of “context-controlling” stratagems. 
 We use the study of so-called “neo-corporatist regimes” as a comparative litmus test of 
the explanatory power of game-theory since these studies come closer to the prospects of 
game-theory – more than its pluralist or comparative-institutionalist counterparts – given 
the space both neo-corporatist and game-theory devote to the arch-dilemmas of “collective 
action”. 
 Chapter 6 Conditions: The Anatomy of Negotiating Power refines the basics of 
nested games, along two lines: the structure of negotiation power and the structuration of 
order. The chapter will address the multi-level manifestations of political-economic order. 
Second, the chapter redresses the omission of arena and agenda-substitution and the negation 
of temporal asymmetries in the mainstreams of game-theory and strategy-analysis. 
 Chapter 7 Codes: Houdini versus Ulysses sketches the contours of a center-piece in 
the analysis of the logic of cohabitation among rival firms and rival states, to wit: the shuttle-
logic of capitalist discipline. The chapter provides a taxonomy of negotiated orders in a 
comparative set-up by translating mobilization and mobility-differentials – the bases of 
negotiation power – into a taxonomy of (sector-specific) games. Morale: the more lopsided 
the distribution of mobility and mobilization-options, the less representative and reciprocal 
the commitments among states, sector-associations and firms, and thus the more precarious 
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the “pyramids” constructed from them. 
Chapter 8 Commitments: The Essence of Discipline is key to the orchestration of 

corporate games. The chapter addresses a forgotten chapter in the analysis of competition, 
cooperation and compliance, viz., the issue of strategic “responsiveness”. Under versus over-
responsiveness are considered to be the drivers of the swings of capitalist discipline. As it 
turns out, under versus over-responsiveness is not a psychological phenomenon but a 
specimen of organized intelligence: it identifies the causes and consequences of the innate 
propensity of organizations “to influence, to outguess, or to adapt” to the most adjacent links 
of their chains of interdependence, rather than to take the chain-as-a-whole as their strategy 
compass. 

Chapter 9 Consequences: on the Drift of Discipline concludes the William-Adso 
“ladder”. Stripped to its essence the thrust is a three-step spiral: thrift (“economizing-on-
commitments”) triggers shuttles (“horizontal and vertical partner-switches”); shuttles generate 
drift (“the non-intended/ cumulative consequences of intendedly rational choices”); and drift 
reinforces thrift (“da capo”). 

The swings of capitalist discipline are the cumulative outcome of the displacement of 
collateral hazards. Collateral hazards arise from imbalances in the creation versus capture of 
economic value. The benefits of the imbalances accrue to the players with superior 
negotiation power. Negotiation power builds upon a combination of creative destruction 
and obstruction powers. Both are subject to the elementary thrift-axiom: “minimizing the 
costs to oneself of binding others”. 

The concluding chapter corrects for the comparative-static bias in the taxonomy of 
disciplinary games that we presented in Chapters 7 and 8. This is done by reconsidering the 
games in cyclical terms, and tracing the impact of the divides between value creation and 
appropriation for the recycling of collateral hazards. Hazard-free societies do not exist; what 
does exist, however, is the possibility of countering the cycle by a more balanced division of 
the capacity to reciprocate the hazards. 

The chapter concludes with the most inarticulate corner of our framework, to wit: the 
identification of the determinants of organizational self-discipline – the urge to bind oneself – 
and its foundation: organizational responsiveness. 

In the Epilogue we invite the reader to reflect on the normative implications of the 
notion of responsiveness and to look ahead at research-directions in which to extend the 
explanatory reach of our work. Envisaged this way Umberto Eco’s “ladder” turns out to be 
an extendable one – therewith rejoining the Wittgensteinian witz resounding in his, not-
necessarily finite tale. Says indeed W.H. Auden in his At last the Secret is Out: “There’s always 
another story – There is more than meets the eye”. 


