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Chapter 2 Revisited: The New Industrial State 
 

2.1 Introduction: on errant spirits 
 

How firms and nations handle the antinomy of chauvinist versus comprehensive rationality 
varies with the spirits of capitalist evolution. The spirits vary with structures of ownership 
and control, that is, what controlling interests perceive as critical resource-dependences. 
Critical or vital are those dependences that are seen as directly related to the core com-
petence of organizations. Core competences are defined by the dominant coalitions of 
interests that decide about the course of an organization. An organization’s sense of direc-
tion, derived from its self-defined core competence, leads to a selection of core compe-
titors, that is, a selection of rivals that serve as a benchmark for comparing and assessing an 
organization’s performance and the sustainability of its ambitions. The selection of core 
competitors, in turn, leads to the identification of core complementors, that is, the dominant 
alliances of a private, public or semi-public signature with whom organizations think to 
preserve or strengthen their identity and ambitions or, more fundamentally, to alter their 
course and competence and to recast the rules of rivalry and cooperation. 

Whether this three-step sequence of competence, competition and cooperation is self-
made, that is, autonomously selected by the players, or should rather be seen as super-
imposed from the outside, e.g., dictated by “technological imperatives”, “market impera-
tives” or some other driving meta-force, constitutes one of the puzzles to be addressed in 
this study. Our earlier sketches of the “strategy traps” and the paradoxes of egoist versus 
comprehensive rationality suggest another way of looking at the duality of subjective choice 
and objective outcome. One possibility to clarify this point is to look at historical variations 
in the methods, and unexpected outcomes, of handling strategy traps. Not longer than a 
generation ago the typical recipe for handling the dilemmas of path dependence and 
competitive anticipation were epitomized as the logic of “coordination by annexation & 
hierarchization”. Chandler, the icon of this current, ascribes the growth of the giant enterprise 
at the start of the century, invented primarily in the United States but rapidly spreading 
across the rest of the Western world, to the relentless search for “efficiency”. According to 
this business-historian the efficiency-drive was inspired by cost-based competition. The 
“imperative” of cost-reduction is supposed to have been the response to the evils of “cut 
throat” or “ruinous” competition. During the upswing of the business-cycle, according to 
this account, the more cost-efficient firms accumulate a reservoir of slack resources that 
grants them a larger staying power than their less efficient rivals during the downswing. 
Costs can be reduces by increasing through-put, that is, by accelerating the speed and 
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increasing the volume of production flows. In this view size is not a cause but a conse-
quence of speed and volume: “[…] decreases in unit costs (often identified with economies 
of scale) resulted far more from the increases in the volume and velocity of throughput 
than from a growth in the size of the factory or plant” (Chandler, 1977: 281). 

Volume and velocity could only be achieved by introducing new devices of organiza-
tional control, that is “by creating an administrative hierarchy operated by many full-time 
salaried managers” (Chandler, 1977: 236) incorporating the complete chain from basic re-
sources to production and distribution, from retailer to the ultimate consumer (Chandler, 
1977: 283). In Chandler’s account the need for vertical chain-control is reinforced by the 
incidence of excess-production, especially in industries with firms that face high fixed costs. 
High fixed costs, combined with overproduction and sticky wages (in case of well-organi-
zed labor unions) are bound to end in cutthroat competition, that is, in price wars and 
profit squeezes. The only way to counter the downward spiral of the tragedy-of-the-
commons is external discipline by chain-control and internal discipline–by-hierarchy. Hence 
the rise and spread of the large, vertically integrated firm. 

The Chandlerian canon of coordination by “annexation & hierarchization” has found 
its sequel in Galbraith’s eloquent account on the rise and ramifications of the “techno-
structure” in modern capitalism. The author of The New Industrial State (1968) takes advan-
tage of a broader conceptualization of the embeddedness of market-dilemmas and 
response-dynamics by stressing the role of the state and organized interest groups in the 
solution of competence and competition dilemmas, thus offering a more explicitly political-
economic interpretation of the transformation of capitalist order. While Chandler describes 
the size-follows-efficiency sequence and the subsequent rise of managerial hierarchy, 
Galbraith stresses the size-follows-technology nexus and the subsequent rise of planning 
hierarchies. The bridge between the two can be formulated as follows. Where the efficien-
cy-drive inspires to size cum mass-production, and the latter to the introduction of large 
scale technology, it is technology that in turn asks for the domestication of external 
resource-dependences. Summarizing the causal chain, it is the search for efficiency that 
generates the quest for control and it is control that transforms the game of competing-for-
competence into the game of competing-for-dominance. Earlier and subsequent studies 
(Jacquemin, 1977; Piettre, 1955; Shonfield, 1969; Chamberlain, 1962; Chandler, 1984; De 
Jong, 1992) can be seen as preludes and variations on the thesis that competitive pressures 
foster collusion and centralization, the more so when switching and anticipation costs 
appear to be high (as in capital and technology-intensive industries). The origin of the thesis 
can be reduced, borrowing Galbraith’ (1968) grammar, to the iron laws of “the 
technological imperative”. 
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Technology means the systematic application of scientific or otherwise organized intel-
lecttual capital to practical tasks. From this principle follow six “imperatives” (Galbraith, 
1968: 23-32). First, an increasing span of time associated with the need to divide and 
subdivide tasks, separates the beginning from the completion of any task. The more 
sophisticated the production process, the farther back the application of knowledge will be 
carried. The longer, accordingly, the time between the initiation and completion of any task. 
Second, and apart from variations in output, there is an increase in the capital that is 
committed to production. The application of knowledge to subdivided tasks involves 
machines, and machines involve additional investments. Third, with increasing technology 
the commitment of time and money increases the inflexibility of productive tasks. Know-
ledge and equipment are useful only for the tasks as they were initially defined. Changing 
tasks require new knowledge and new equipment. Fourth, technology requires speciali-
zation and specialization requires the ability to organize and employ information or to apply 
experiential routines. Fifth, the inevitable companion of specialization is organization since 
the need to bring the tasks of specialists to a coherent result requires coordination. So com-
plex, indeed, will be the job of coordinating specialists that there will be an increasing num-
ber of “specialists on organization”. Technology, organizational complexity and fixed rou-
tines go hand in hand. Sixth, from the combination of the time and capital that must be 
committed, the inflexibility of this commitment, the needs for larger organizations and the 
problems of market performance under conditions of advanced technology, comes the 
necessity for planning. 

 
“The more sophisticated the technology, the greater, in general, will be all of the 
foregoing requirements […] Planning is both essential and difficult. It is essential 
because of the time that is involved, the money that is at risk, the number of things 
that can go wrong and the magnitude of the possible ensuing disaster. It is difficult 
because of the number and size of the eventualities that must be controlled 
(Galbraith, 1968: 29-31). 

 
With the need for controlling the number and size of eventualities enters the state for 
sharing and absorbing major risks. The state can provide or guarantee demand, directly or 
indirectly. It can under-write the costs of research and development. Or it can make skilled 
and scientific labor available. 

“Technological compulsions, and not ideology or political wile, will require the firm to 
seek the help and protection of the state” (Galbraith, 1968: 32). “Compulsions” compel the 
state to assist in stabilizing demand and supply. Irreversible commitments of time and capi-
tal mean that the needs and whims of consumers must be anticipated – “by months or 
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years” – and that resources, skills, materials, equipment, dealers and so on, will be available 
in due time, long enough and at remunerative costs. Exercising control over demand and 
supply means substituting planning for the market. According to Galbraith there are three 
ways of replacing the market by the “authoritative determination” of prices and of quanti-
ties to be sold or bought. First, the incorporation (“vertical integration”) of suppliers and 
outlets, thus converting the uncertainties of external negotiation to the certainties of internal 
decision-making. “Nothing […] better explains modern Industrial policy in regard to capital 
and labor than the desire to make these highly strategic cost factors subject to purely 
internal decision” (Galbraith, 1968: 39). Second, markets can also be controlled by reducing 
or eliminating the independence of action of those to whom the planning unit sells or from 
whom it buys. Large and technology-intensive firms always have the possibility of supplying 
a material or component to themselves. The option of internalizing upstream-markets is an 
important source of power for controlling non-internalized markets. And vis-à-vis 
consumers, large technology-intensive firms share a common interest in securing stable 
prices: “it is to the advantages of none to disrupt this mutual security system. (P)rice reduc-
tions [...] might provide further and retributive price-cutting. No formal communication is 
necessary to prevent such actions; this [...] arouses the professional wrath of company coun-
sel [...] Thus do size and small numbers of competitors lead to market regulation” 
(Galbraith, 1968: 41). 

Third, there can be a “matrix of contracts” by which large firms eliminate market un-
certainty for one another. In a world where exacting technology with extensive research and 
development means long production runs and large capital commitments, state procure-
ments and grants guarantee fixed returns for main producers. The main producers share 
their secure returns with a selective circuit of suppliers, as long as this “extended family” 
abides to the rules of the system. Thus, “(I)ndustrial planning is in unabashed alliance with 
size [...] (R)eciprocal absorption of market uncertainty by contracts between firms all favor 
the large enterprise” (Galbraith, 19687: 43). 

Whereas scholars in the Chandler-tradition hold that size, annexation and hierar-
chization are in the service of volume and velocity – epitomized in the dictum “structure 
follows strategy”, where “strategy” essentially aims at “efficiency” – in Galbraith’ capitalist 
logic size, annexation and accommodation with the state, organized labor and other firms 
are said to follow the imperative of “effectiveness”, that is “size [...] is (not) in the service of 
monopoly or the economies of scale but of planning. And for this planning – control of 
supply, control of demand, provision of capital, minimization of risk – there is no clear upper 
limit to the desirable size” (Galbraith, 1968: 87-8; italics added). 

In Chandler’s chronicle efficiency losses that might follow from (over-)sizing and hier-
archy are kept at bay by “revolutionary” new organizational devices, such as “diversi-
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fication” and “multi-divisional control” structures (Chandler, 1977). In Galbraith’ view, al-
ternatively, there are virtually “no limits” to corporate growth because size is believed to be 
a precondition for effectiveness. Effectiveness means ascertaining “freedom from outside 
interference” (Galbraith, 1968: 97), where the “outside” ranges from labor and the state to 
suppliers of capital, customers and rival oligopolists alike. All subscribe to the proverb “size 
and associated power in one place make it necessary elsewhere” (Galbraith, 1968: 205), be-
cause only size guarantees the new industrial complex the required level of return which 
secures its autonomy and hence survival. Thus, the discipline of the Galbraithian industrial 
order is based on an organically shared interest of capital, labor and state in averting any-
thing that may frustrate the imperative trinity of technology, complexity and size. The trinity 
explains the greatest miracle of capitalist discipline (in fact Galbraith’ “solution” for the 
“clash of rationalities” sketched in Chapter 1): 

 
“[...] no matter how great the rivalry between firms or how carefully cultivated are 
the institutional feuds and dislikes, […] using prices as a weapon of competitive 
aggression […] is exorcised by the strongest canons of corporate behavior. It is a 
tribute to the social capacity of man that such mutually destructive behavior is so 
successfully banned” (Galbraith, 1968: 202). 

 
As we know now (since, for example, Paulson’s complaint in his memorable On the Brink, 
quoted in Chapter 1) other social capacities of man have not failed to challenge this back-
handed compliment. Galbraith’ imagination offers ingenious interpretations of the possi-
bility of an “organic solidarity” between contending interests and of the possible recipes for 
coping with the intricacies of the “competition-trap”. What it does not, however, is provide 
insight into the forces that “effectively” appear to challenge the logic of the New Industrial 
State. Again (as in the Marx and Schumpeter-heritage of looking for endogenous explica-
tions of the sources of regime-change) the challenge came from within, so not from 
“ideology or political wile” (because it is ideology that “merely” rationalizes the machinery 
of rivalry and accommodation ex post, though admittedly eventually adding to its momen-
tum). Otherwise stated: the rhetorics of action and reaction represent the spinning; but it is 
the logic of action and response that constitutes the engine of regime-change. 

The justification for dwelling at some length upon Galbraith’s chronicle of the “inevi-
table” osmosis of private, public and semi-collective powers is that it can be re-read, at 
hindsight, as a convincing treatise on the gradual elimination of “countervailing forces”; 
forces that the author, in his earlier writings (Galbraith, 1952), held responsible for the 
“self-correcting” capacity of capitalism. Returning to his earlier work helps to spot the 
principles that undermine the validity of his later generalizations on the putative “ultra-
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stability” of the New Industrial State. As far as we may take the “osmosis” of the state, the 
unions and the educational estate and their subservience to the “requirements” of the 
“technological imperative” cum “corporate canons” as the run up to the eclipse of the coun-
tervailing forces of capitalism in its early-modern years, we are about to discover the 
“requirements” of how a political and economic order may lose its capacity to presage, and 
thus to respond to fundamental changes in the conditions and codes of rivalry and 
cooperation. Not acknowledging the evidence that techno-bureaucratic overstretch is bound 
to breed financial-economic escapism and freebooting, is the price to be paid for believing in 
unidirectional rather than dialectical “imperatives”. For instance, in a chapter on the “Futu-
re of the Industrial System” Galbraith foresees “a close fusion of the industrial system with 
the state”, to such an extent that in due time “the industrial system will not long be regar-
ded as something apart from government” (Galbraith, 1968: 399). Such an extrapolation, 
apart from underestimating the revealed capacity of financial “systems” to spoil the public-
private “harmony” by redistributing the hazards, carries on the tradition of presenting the 
nation-state (and its supra-national annexes and ramifications) as a coherent strategic entity 
investted with a non-disputed identity and authority. This practice, even in the case of large 
domestic markets, stands in the way of seeing how the international escapism of “the” 
industrial-financial complex – already taking-off around the late 1960s – started to erode, 
slowly but steadily, the capacity of the state to perform precisely that what the state in “mo-
dern capitalism” is required to perform. How the Old discipline, by overstretching the reci-
pes of vertical annexation and horizontal accommodation among firms and between firms, 
state and unions – sows the very seeds of its own demise and gradually gives way to the 
New discipline – by recombining and leveraging the old recipes – is the subject of this book. 

 

2.2 Old versus New discipline 
 

A recollection of the emergence and subsequent evolution of the large corporation would 
not be complete without briefly mentioning the legacy of a third family of explanations of 
the rise of “organized capitalism”. It is an interpretation that sees the spread of the giant 
enterprise primarily as instigated by the want to construct a check on the power of organi-
zed labor. Especially in periods of price and profit reductions due to excessive (“undisci-
plined”) competition, firms have an interest in trying to break labor’s resistance to wage 
cuts and lay-offs. Centralized oligarchic firms operating in concentrated oligopolistic mar-
kets are supposedly in a better position to challenge labor’s fighting spirit than fragmented 
capitalists. As we will see in Chapter 5, this seems a curious interpretation in the light of the 
neo-corporatist literature arguing that centralized labor, flanked by macro-Keynesian inspi-
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red welfare-states, tends to opt for (associations of) centralized managerial capitalism in a 
trilaterally shared desire for economic stability and social reliability. Both managerial-tech-
nological capital and organized labor should therefore be seen as co-sponsors, rather than as 
opponents or victims, of the large, vertically integrated and horizontally collusive firm 
(Shonfield, 1969). Not without irony, it is the allegation of competitive weakness that in more 
recent assessments has become associated with the symbiotic “iron triangle” of state, labor 
and managerial capital. At variance with (“new”) institutionalist arguments on efficiency and 
effecttiveness and contrary to class-struggle views on the capitalist impetus to the “ineluc-
table” and “unlimited” growth of the firm, currently favored interpretations envision the 
bureaucratic symbiosis/institutional rigidity/competitive weakness-correlation as the chief 
rationale for rethinking and redressing the giant corporation in our days. Conventional wis-
dom can be summarized as follows: 
• ascertaining reciprocity by maximizing the scale of horizontal coalitions between cen-

tralized peak-associations and vertical alliances, with the central state serving as a 
primus-inter-pares; 

• ascertaining representativity by maximizing inclusivity, that is “consonance” in the 
aspiration of unions as well as financial and managerial-technological capital and 
the state to internalize their external contingencies; 

• keeping internal divides at bay by centralization and hierarchization, while accom-
modating external rivalries by sector-segmentation and subsidized regulation, such 
as cartel-formation in for instance the steel, shipbuilding and railway-industries; 

• assigning the state as last resort for defending the sovereignty and supremacy of their 
own techno-industrial and agro-industrial complexes; 

• and, finally, a continuous oligarchization of the tripartite (Continental style), respect-
tively bipartite (Anglo-American style) arrangements for serving the “national” 
interests of the techno and agro-industrial complexes. 

 
The gallery has found its way in numerous chronicles, from Michels’ (1968) “iron law of oli-
garchy” to Crozier’s “bureaucratic phenomenon”. It has been laid to rest in the manage-
ment lore on “corpocracy”. Moss Kantor (1990: 353-4) popularized vintage corporate 
bureaucracy as based upon: 
• position, in that authority derives from position; 
• repetition, seeking efficiency through doing the same thing over and over again; 
• rules, defining procedures and rewarding adherence to them; 
• status, where pay is position-based, positions are arrayed in hierarchies, and greater 

rewards come from attaining higher positions; 
• formal structure, designed to channel and restrict the flow of information; 
• mandate, strictly circumscribing the action arena of bureaucratic territory; 
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• ownership and control, rewarding repetition, rules and routines as opposed to 
experimentation and learning. 

 
What is reported here about the “inert giants” of corporate capitalism has been told, largely 
along similar qualifications, about the inertia of trade-unions and welfare-state bureau-
cracies. A widely accepted view holds that these particulars have eroded the capacity of or-
ganized capitalism and its companion – the welfare-state – to recognize timely early dissent-
ters, to assess their impact on the viability of the prevail-ling regime and to respond ade-
quately to intelligent escapes from the iron troika of concentration, centralization and 
routinization. In our grammar, the Old discipline, by trying to overcome the competition-trap 
through annexation-and-oligarchization, drifted imperceptibly into the competence trap. When 
pushed too long and on a too massive scale, annexation and oligarchization lead to institu-
tional autism. Autism, in turn, leads to a loss of “responsiveness” for organizations and 
regimes alike, that is, to institutional sclerosis. 

At the meta or regime-level the phenomenon has been referred to as the competitive 
or adaptive “weakness of strong ties” (Granovetter, 1973). At the meso or sector-level the 
documentation ranges from the restructuring rigidities of the steel industry (Grabherr, 1993: 
255-77) to the abortive efforts to rationalize and modernize the shipbuilding industry 
(Wassenberg, 1983). At the micro or organization-level the loss of responsiveness is often 
referred to as a predisposition in which the exploitation of existing resources and entren-
ched routines takes precedence over the exploration of new resources and recipes. The 
reported reasons for the law-of-exploitation driving out the drive-for-exploration are 
diverse. They range from competence-traps based on technological path-dependence 
(Levitt & March, 1988; March, 1991; Arthur et al., 1987) to the increasing returns on 
learning-by-using and repetition (Arthur, 1989; Wernerfelt, 1984). Typical industries and 
sectors exist in which first movers decide upon investing in critical competences without a 
priori knowledge on how these strategic investments will influence uncertainty in an indus-
try. Listening to one of the proponents of this (clearly non-Galbraithian) stand in modern 
strategy analysis: “When the evolution of technology, consumer demand, and production 
technology cannot be influenced by first-moving firms, whether or not first-moving efforts 
will be successful is indeterminate” (Barney, 1997: 110). 

What all these variations seem to unify is the result: “core capabilities” and “compe-
titive advantages” may turn into “core rigidities” (Leonard-Barton, 1992), “first mover dis-
advantages” (Wernerfelt & Karnani, 1987), and “entrenched routines” (Nelson & Winter, 
1982; North, 1981), eventually ending in competitive obsolescence and corporate death. 

The phenomenon has been observed, moreover, for the level of analysis between 
micro-organization and macro-regimes, for instance where firms, unions and local autho-
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rities work together in long-established, regional networks. In the case of close knit relation-
ships “[…] strongly embedded regional networks insidiously (may turn) from ties that bind 
into ties that blind. [...] Too much embeddedness [...] may promote a petrification of the 
supportive tissue (of networks) and, hence, may pervert networks into cohesive coalitions 
against more radical innovations” (Grabherr, 1993: 24-6). 

The dilemma is a reminder of the classical sociological discussion on the “duality” of 
institutional arrangements, simultaneously enabling and constraining social choice and 
change (Giddens, 1979: 69). The competence-trap originates from the same duality. How to 
exploit current capabilities without losing sight on the needs for exploration, that is, the 
capacity and the will to challenge the comfort of inherited and time-honored competences. 
The balancing act echoes the related dispute about the functions and dysfunctions of insti-
tutional “rigidity”: 

 
“(I)n a world of uncertainty, where the probabilistic calculus is ruled out, rules, 
norms and institutions play a functional role in providing a basis for decision-ma-
king, expectation and belief. Without these ‘rigidities’, without social routine and 
habit to reproduce them and without institutionally conditioned conceptual frame-
works, an uncertain world would present a chaos of sense data in which it would be 
impossible for the agent to make sensible decisions and to act” (Hodgson, 1988: 
205). 

 
Not much sympathy with this view on the latent functions of routines, habits and insti-
tutions seems to be preserved – at least in present day’s rhetorics (as opposed to practice). 
Concerns about institutional rigidities and the secular loss of competitive acumen prevail 
instead. Apparently, the pendulum has swung towards the other end. The result is utter 
confusion. For instance: whereas uncertainty gathers momentum nationally and inter-
nationally, managerial and political lore has a keener eye for the dysfunctions of social rou-
tines than for its functions. Or, whereas societies and economies have become rather more 
than less technology and knowledge-intensive, the Galbraithian mystique of the “techno-
logical imperative”, asking for size, centralization and stability, somehow has yielded to the 
counter-canons of the “market imperative”, asking, instead, for down-sizing, simplicity, de-
centralization and, in particular, the praise of “flexibility”. In the meantime, however, mega-
mergers and acquisitions and ever widening webs of “strategic” partnerships experience an 
all-time high. 

The resulting intellectual embarrassment leads to caricatural prophecies and precepts. 
Among them we find the hype called “hyper-competition”. In D’Aveni’s (1994) idolization 
the doctrine is based on the idea that such a thing as “sustainable” competitive advantage 
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does not exist. Only “temporary” advantages can be created. Nothing lasts. In a world 
where sustainable advantages are non-existent, firms (and nations?) know only one recipe 
for survival and fortune: disrupting their own advantages and those of their competitors. In 
the gospel of “hyper-competition” organizations are constantly identifying and creating new 
opportunities. The only thing that is sustained is the momentum of building capabilities for 
speed and surprise. “Punch and counterpunch” tactics have to see to it that, by shifting “the 
rules of competition, signal strategic intent to dominate, and confuse or overwhelm com-
petitors” (D’Aveni, 1994: 343), competitors’ responses are pre-empted, molded or directed 
to one’s own (temporary) advantage. The name of the game: “market disruption” (D’Aveni, 
1994: 310-16). D’Aveni’s manifesto offers the following apodictics: 

 
Capitalism untamed: the new iconography 

Chivalrous age has come to an end. The gentility of tacit collusion and avoiding head-on 
competition has gone. The days in which it was uncouth to destroy a competitor are gone. The 
world of strategy has moved to a new view where winners take all and combatants of unequal 
weight use any tactic available to them [...]. 

The most aggressive firms realize that they are in the midst of a head-to-head, fight-to-the-
death, global business war. They are now adopting a new ideology more appropriate to the 
hyper-competition environment of all-out war [...]. 

The business environment today is as untamed as the Wild West. Entry barriers and deep 
pockets ride through the sagebrush. It takes a new breed of rugged and fearless competitor to 
survive: kill or be killed [...]. 

Anti-trust laws served to protect the underdog competitor from what was labeled a 
“predatory” firm. Yet it is this hypercompetitive predatory firm that survives in today’s world. 
Managers must, therefore, reconsider the following strategic frameworks and maxims: 

 
 Commitments tends to make the firm inflexible and predictable. In hyper competition the 
flexible, unpredictable player has the advantage over the inflexible, committed opponent […]; 

 Managers need to plan to be opportunistic and flexible because long term success depends on 
a series of short-term advantages, the exact nature of which cannot always be seen at the 
outset [...]; 

 Consistent strategies of being a follower or fist mover are too static in hyper competition. 
Companies shift from being first movers to followers and then back to first movers [...]; 

 Even the most persistent entry barriers and strongholds are beginning to fall. In hyper 
competition the best barrier to entry by new companies or expansion by existing players is for 
the company to move aggressively from advantage to advantage. 

 Players that has to be treated with care are suppliers and buyers. In hyper competition the 
advantage does not go to firms that squeeze dealers and suppliers but to firms that enlist 
them in the effort to create new advantages [...]. 

 During the 1980s American corporations became leaner. Now they must become meaner, 
adopting a hypercompetitive intent to dominate [...]. (D’Aveni, 1994: 342-55) 
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It remains unclear, however, whether this portrait of the Rambo-economics of modern 
capitalism is meant to be an unagonized reappraisal of existing practices or that it should be 
seen as an (American) idealized design for competitive rearmament. Whether Real-politik or 
wishful-thinking, the message may trigger a chain of self-destroying prophesies. Where capi-
talists expect that some subscribe to the canons of hyper competition, cooperative agree-
ments will be difficult to maintain. Where all decide to follow them, capitalist order comes 
to a virtual stand-still. So does hyper competition. This is not to say that D’Aveni’s cynicism 
about cooperative agreements in a hypercompetitive world is totally unwarranted. As he 
argues, “There is room for pacts and treaties in hyper competition, but these are not an end 
to competition […]; they are, instead, part of the escalation of conflict” (D’Aveni, 1994: 
334). Since “hyper competitors will take advantage of industries with less aggressive players 
the way wolves attack sheep” and “today’s partners [...] often become tomorrow’s compe-
titors [...]”, cooperation should primarily be seen as “an effective part of aggressive hyper-
competitive strategies” (D’Aveni, 1994: 338-9), apt to: 
• Gang up against other groups, because this may be the only way to confront larger 

rivals and alliances with deeper pockets; 
• Limit the domain of competition, for instance by competing on quality or know-how 

in exchange for forestalling competition on prices, costs, or competition in 
specific geographic areas; 

• Build resources from cash to competences that companies do not have in-house; 
• Buy time, for instance when a weaker competitor will cooperate with a stronger 

one to keep from being swept away or to build up sufficient resources for an 
attack in due time; 

• Gain access into a market thus far untried or inaccessible for other reasons; 
• Learn new competences or get insight in one’s rivals’ competences and routines. 

 
Whatever the mix of strategic intents, cooperation under the new dynamics of strategic 
maneuvering “cannot be used to dampen competitive rivalry because the only effective 
strategy in hypercompetitive environments is one of dynamic, aggressive movement up the 
escalation ladders” (D’Aveni, 1994: 339). 

Skepticism about D’Aveni’s talent for distinguishing fact, fantasy and proof stems, 
apart from the self-destroying potential of his concept of hyper competition, from more 
preponderate considerations as well. First, we learn nothing about the internal properties 
and prerequisites of the players that are invited to join the hyper competition game. Orga-
nizations are black boxes, a tabula rasa without memory and without disputes or doubts 
about a proper assessment of internal strengths and weaknesses and external threats and 
opportunities. Organizations are hyper-rational, internally undivided and externally perfect 
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lonesome wolves. Second, nothing is said about switching and anticipation costs in this 
hyper-unstable world of über-competition. Path-dependences built on past competences and 
routines do not exist. The competence-trap is irrelevant and core-rigidities do not count 
because nothing lasts. Nor is there a competition-trap since unitary, rational lonesome 
wolves have perfect foresight through prompt punch and counterpunch responses. No-
thing lasts since everything happens stante pede. Thus, in the instantaneity of hyper compe-
tition there are neither anticipation nor feedback-costs, for a simple reason: timing drives 
out time in a world thriving on speed-and-surprise only. 

Subscribers to this kill-or-be-killed scenario live in a world apparently untouched by the 
lessons learned on the questionability of the under-socialized conception of “economic 
man” in neo-classical economics and the over-rationalistic conception of “efficient man” in 
the (admittedly somewhat less unworldly) world of institutional economics. A proper un-
derstanding of the problems of past and future dependences and empirical evidence on 
possible solutions for the dilemmas of exploitation-versus-exploration, have to come from 
other sources. Two competing approaches can be called upon. One is a proximate, the other 
an escapist answer to the odds of the competence and competition-trap. To the proximate 
variety belongs the concept of “flexible specialization” and its subsequent revision and ex-
tension under alternative headings such as industrial districts, the new competition, 
business-systems and the embedded firm. Flexible specialization is an alternative formula 
for industrial modernization that competes with the formula that dictates the Old discipline, 
that is, the Chandlerian-Galbraithian canon of mass-production. Flexible specialization is 
(according to Piore & Sabel, 1984: 17) “a strategy of permanent innovation: accom-
modation to ceaseless change, rather than an effort to control it, this strategy is based on 
flexible – multi-use – equipment; skilled workers; and the creation, through politics, of an 
industrial community that restricts the forms of competition to those favoring innovation.” 

What theories on the worlds of flexible specialization (Piore & Sabel, 1984), industrial 
districts (Marshall, 1961), the new competition (Best, 1990), business systems (Whitley, 
1992) and the embedded firm (Grabherr, 1993) share, in spite of their diversity, is the 
rehabilitation of the notion of Wirtschaft und Gemeinschaft, that is, a sense of “community” as 
a vehicle for collective action and value appropriation and as a device for overcoming or 
disciplining the double strategy trap. By bringing the firm back in as a composite actor 
(rather than as a unitary black box) and re-aligning firm, industry, and patterns of industrial 
policy in a functional-regional texture of ongoing transactions, the above-mentioned ap-
proaches may be called theories of institutional “proximity”. Institutional proximity restores 
what the mainstream in economic theorizing has separated, if not dismissed as irrelevant: 
the question whether structural entities (webs of interdependences) coincide with cultural iden-
tities (webs of mutual understandings), with a larger capacity for encompassing as opposed to 
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individual rationality – or not. The capacity for encompassing rationality increases when ac-
tors operate in clusters of preferential exchange often linked together over the course of 
decades (Gerlach, 1992: 4). Proximate responses to the strategy trap have in common that 
they reject the notion of “social atomization” implied by models of perfect competition, 
where the latter stands for models that conceive economic order as a concurrence of “tem-
porary exchanges of convenience among faceless traders” (Granovetter, 1985). 

The entity cum identity-quest is less easy to answer in the escapist response to the 
dilemmas of specialization and competition. To this category belong strategies of cross-
national and cross-regional coordination, such as mergers, alliances and other, more infor-
mal forms of networking and clustering. Since the latter phenomena represent a more 
drastic repertory than the “proximate” response to the dilemmas of the strategy-trap – both 
in absolute and relative terms, such as assets, size, geographical span, technological re-
shuffles and the reproduction of corporate elites and prerogatives – the analysis of the esca-
pist variety deserves somewhat more space. 

 

2.3 The escapist itinerary 
 

After two decades of restored belief in the market as a superior recipe for allocating and 
combining resources for competing uses, the idea of concerted action seems to recover 
somewhat from its loss of credit. The reason must be the rediscovery of the deficiencies of 
the market as a means of coordination. Both intra-regional and cross-national efforts at co-
ordination may serve as an antidote against the specialization or competence-trap. But in an 
internationalizing setting they are arguably not an adequate answer to the competition-trap. 
Due to the troika of liberalization, deregulation and privatization the competition-trap, 
though in design domesticated within its sub-national confines, tends to re-emerge, even-
tually in more virulent shape, at the cross-national level. Could this explain the search for 
new modes of concerted action? 

The classical antidote against the competition-trap is public and/or private hierarchy. 
Experience with the deficiencies of both market and hierarchy must have inspired to the 
rediscovery of a third trajectory: concerted action. The term used to be reserved for the en-
compassing macro coordination of public and private preferences and interests. Due to 
changes in the international political economy, inducing radical changes in the way rival 
states and rival firms have to manage their dependences, the new recipes for concerted 
action do not resemble the old. 

States and firms are indispensable allies, but the substance of indispensability and the 
codes of coping with them, have changed: 
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“Firms are competing for world market shares as a means to wealth and survival. But 
whereas the state needs the production for the world market to be located on its 
territory, no matter who is organizing it, the firm needs the production for the world 
market to be under its ultimate control no matter where it is located [...]. 

These are conditions that lead to both co-operation and conflict. There is a 
complementarity of interest when the state can secure the location and the firms can 
establish the control. There is a conflict when the firm decides that it prefers another 
location (and can overcome the exit barriers) or when the state seeks to restrict how 
the firm exercises its control” (Stopford & Strange, 1991: 211-2). 

 
The antinomy is clear, yet unclear remains what more precisely firms and states may want to 
“control” and, more essentially, what the concept of control exactly means in terms of 
space and time. Numerous are the reports on the loss for national states of territorial 
control over economic activities (Marks et al., 1996; Scharpf, 1990; Streeck, 1996). As a con-
sequence, some speak of the rise of the “virtual state” (Guéhenno, 1993; Rosecrance, 1996). 
Equally numerous are the volumes documenting the increasing internal and external mobi-
lity of firms. Mobility blurs the boundaries between their functional, sectoral and territorial 
manifestation. As a consequence some come to speak of the rise of the “virtual firm”. What 
kind of “concerted action” do we expect when virtual states meet virtual firms? Virtual 
governance? What that possibly means, becomes clearer when we listen to the advocates of a 
rejuvenation of the old practices of concerted action. The novelty this time is that the 
advocacy comes from the corporate Olympus itself. 

A platform publishing regularly on social and political-economic issues is the European 
Roundtable of Industrialists (consisting of the leading executives of some 40 of Europe’s largest 
companies). Two decades ago, the Roundtable raised a series of “urgent” European pro-
blems and offered possible remedies for Europe’s recovery: 

 
Europe: How to beat the Crisis 

Europe has become a high-cost, low-growth economy that is not adapting fast enough and is 
therefore losing its competitive advantage to more dynamic parts of the world. As a result it has 
too many people out of work. Concerted action is urgently needed on a wide range of solutions, 
both short and longer term. A return to more rapid and sustained economic growth should be 
the central target of policy. The single most immediate stimulus to growth would be to bring the 
dynamism back into world trade and to stimulate vigorous action by European industry to 
penetrate the more open markets. Special interests can no longer hold the global economy to 
ransom. The second element of growth must be a substantial increase in investment in Europe, 
which will only materialize when people believe that growth is back on the agenda and that 
Europe is well placed to win a stronger share of world business. The fundamental issue, if 
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Europe is to return to sustainable growth led by exports and investment, is the competitiveness 
of European industry. 

With respect to competitiveness three factors require urgent attention. First, factor costs 
are too high: labor, transport, energy, financial and other costs have to be brought down. Plans 
exist to modernize Europe’s infrastructure but there is no sense of urgency to put them into 
action. Patchworks of national monopolies stand in the way of European efficiency, as though 
the “single market” did not exist. The single market itself is a vital tool of cost reduction but 
much still needs to be done to realize its full benefits. 

Secondly, there is enormous scope to simplify government and reduce the excessive over-
head of bureaucracy: the aim of Europe should be to reduce the degree of control; industry is 
hampered by cumbersome rules and an increasing burden of employment regulation at both 
European and national level. 

Thirdly, European industry has to improve the quality of products and processes: un-less 
Europe is at the leading edge of innovation and technology, it cannot pay its way in the modern 
world. Two steps are needed, calling for closer cooperation between government, industry, and 
academic world. One is to mobilize Europe’s massive scientific resources and put them to work 
in a more systematic way. The huge cost of technical projects today often exceeds what single 
companies or even countries can do on their own. The second is to pay closer attention to 
lifelong education and training. 

As regards the role of government and business, the Roundtable makes the following 
observations. Government and industry should try to find a way to work more closely together. 
Neither can handle the crisis on its own. What government should do is to enable industry to do 
its job, especially by action leading to the three “supra” goals of lower costs, fewer regulations 
and higher quality. 

Uncertainty is the enemy of investment. Uncertainty is said to be fuelled by exchange rate 
instability, changing political priorities and unpredictable proposals on trade policy, competition 
policy, taxation and energy costs. Governments should therefore demonstrate their commit-
ment to consistent economic policies that will generate confidence in Europe as a good place in 
which to invest. Another task for government is to cut the level of waste which eats away at the 
economy. Too much output goes through the public sector, too much activity is distorted by 
state aids and monopolies, too many resources are transferred from the productive parts of 
society to the unproductive. What is needed to reduce public spending is not public poverty but 
lean government based on value for money. 

Commenting on the role of business, the Roundtable sees it as the task of every single 
company to raise its quality, lower its costs and break into new markets. Governments cannot 
achieve this, all they can do is creating the enabling conditions for stimulating entrepreneurship. 
The responsibility of industry is to generate business and so to create wealth. Wealth will lead to 
job creation if the costs are right, the skills are available and the labor markets function properly. 
While big companies, included the members of the European Roundtable, can do much to set 
the flywheel of the economy moving, it is the small and medium companies which have the 
greatest potential for job creation. 

The Roundtable concludes by formulating a plan for action. To achieve Europe’s goals for 
many years ahead, the continent needs a long-term cooperation between government and 
industry based on a commitment to common goals. For rebuilding confidence, political leaders 
are asked to do three things: first, to commit themselves to a “Charter for Industry” setting out a 



CAPITALIST DISCIPLINE 

 32

strategic approach to economic recovery and listing specific policy priorities; secondly, to set up 
a “European Competitiveness Council” representing Industry, government and science to advise 
on and monitor the detailed implementation of the “Charter”; and finally, to put the “Charter” 
into full effect by means of “practical policy decisions” to rebuild the competitiveness of Europe. 
(ERI, 1993) 

 
Back to the future, after having listened to the “Lisbon agenda” (adopted for a 10-year 
period in 2000, on Europe’s (renewed) intention to boost its “competitiveness”), the appeal 
sounds strikingly familiar. So do the underlying calls for “concerted action”. However, how 
reliable are charters and agreements based on hyper-mobile allies? And what about the 
scope and duration of the “mandate” that the Round-table exerts over its members when it 
comes to commitments? An intriguing facet of the Roundtable’s assessment of Europe’s 
strengths and weaknesses, is the disparity in concreteness between the claims addressed at 
political leaders and the European Commission versus the counter-performance offered in 
return by the captains of industry themselves. Compared with the requests for firm 
“political leadership” and solid “public commitments”, the specification of the role of 
industry remains somewhat less firm and solid. The incongruity stems from the contractual 
logic of capitalist discretion that expects a stronger sense of collective discipline from the 
volonté général than the captains of industry, seeing them-selves as opportunity-driven 
individualists, are willing to offer in exchange. Such a division of labor may stand in the way 
of a productive dialogue. For example, the more serious we take the professed delegation of 
“job creation” to small and medium enterprises, given the prophesized tendency to out-
sourcing and flexibilization of the big enterprise, the more problematic will become the task 
of public authorities (and other interested stakeholders) to identify and locate the industrial 
partners with, or by whom, the proposed “concertation” has to be put into effect. 

Rational actors are interested in predictable counterparts. Predictability depends on the 
nature of the industrial orbit in which companies invite politicians, public officials, unions 
and others like universities to play their “enabling” role. As long as the non-market players 
remain insufficiently informed about the responsiveness of the market players, that is, infor-
med beyond the capitalist reassurance that proper conditions will elicit proper entre-
preneurial responses – requests for proactive policies are bound to remain a blind date. 

European concertation in the formation of industrial strategies takes place in a setting 
of nested games. European strategies are the result of the interaction of rival states, from 
within and beyond the European Union, competing for privileged transactions between 
governments and firms. Government-business transactions are a function of inter-firm 
strategies. The latter, denoting the permanently changing blend of cooperation and rivalry 
between competitors, suppliers and customers, are governed by the hazards of international 
competition. National, regional and global industrial strategies, in other words, constitute a 
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multilevel political economy: three distinct, yet interacting transactional games – played at 
different levels of interest aggregation with different time spans of accountability. Since the 
protagonists in this multi-level theatre are not symmetrically positioned, neither in terms of 
their subjective loyalties (multiple) nor in terms of their objective maneuverability, mutual 
accountability remains something of an ill-defined flying object. Where strategic priorities 
and their interactions drift, mutual accountability tends to recede; where accountability 
recedes, coordination may fail to materialize. Figure 2.1 summarizes the argument: 

 
Figure 2.1 Maneuverability and the time-span of accountability 

 
The specifics of the configuration of maneuverability, accountability and the timing of feed-
back governs the decision of each of the players whether or not to invest in collaborative 
ventures. Since, in the view defended here, the consistency of (European) industrial-political 
strategies depends on the substance of national strategies, and national strategies, at the end 
of the day, depend on international inter-firm strategies, our study proposes to start with 
inspecting the inner circle of the nested games, that is corporate stratagems and tactics (for 
a similar stance on analytical and empirical priorities, see Cowling & Sugden, 1999). Under-
standing the micro-logic of intra and inter-firm behavior enhances our understanding of the 
chances of public-private intermediation at higher levels of interest aggregation against 
wider time spans of accountability. Inversely stated: the farther our assumptions are remo-
ved from the empirical texture of intra and inter-firm strategies and tactics, the less likely it 
is that public and private objectives, how-ever rationally conceived, will have the impact that 
its subscribers profess to be aiming at. Let’s look from this perspective at the theory and 
practice of coordination in European industrial policy making. 

(1)
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2.4  The rhetorics of “common” markets 
 

The discussion on the revitalization of the European economy is embedded in a broader 
discourse: the reconstitution of institutional arrangements, known under labels such as 
deregulation, privatization and the harmonization of competitive conditions. The re-
appraisal and repositioning of institutions mean different things to different stakeholders. 
To some the exercise amounts to removing the barriers to trade within the European 
Union, harmonizing standards and opening up public procurement programs to European 
competition. To others, more ambitiously, the challenge should rather be the construction 
of a coherent European entity able to defend its economic sovereignty vis à vis foreign eco-
nomic powers. Both interpretations may turn out to be mutually supportive as far as the 
objective of removing technical, administrative and legal obstacles, should be seen as a 
necessary precondition for the latter ambition: strengthening the sense of European direc-
tion and cohesion by promoting the coordination of public policies and private strategies. 
Both interpretations prove to be counterproductive as far as networks of European-Asian-
USA inter-firm-linkages open the possibility that non-European allies of Europe-based 
multinationals will benefit as much as the Europeans are said to gain from the leveling of 
the barriers to trade inside the EU. In the years that immediately preceded the professed 
“1992-completion” of the internal market, the available statistics show how European 
multinational firms meet one another in numerous EU-sponsored collaborative R&D pro-
grams while cooperating, at the same time, in strategic alliances with non-European multi-
nationals in various sectors: from ICT (Wassenberg, 1991) to a broader array of “core tech-
nologies” in which, for instance, Van Tulder & Junne (1988: 233) find a predominance of 
EU-USA (59 percent) and EU-Japan (23 percent) strategic partnerships, clearly outnumbering 
the total of intra-EU collaborative agreements (18 percent). The following Exhibit illustrates 
how the investment in and outflows across EU-borders – linking European with non-Euro-
pean firms – obtained its impetus already as early as the period in which the European Round-
table of Industrialists launched its above reported wake-up call. 
 

Capital mobility 
Direct foreign investments by Asian firms in the European Union increased from 100 million dollar 
in the period 1989-1992 to $ 800 million in the years 1992-1994 (UNCTAD, Financial Times, February 
28, 1997). For the period 1992-1994 a total of 664 American and Japanese companies, ranging 
from headquarters, production plants and R&D-centers to distribution and call centers, settled in 
Europe (Buck Consultants International, NRC-Handelsblad, March 23, 1995). Sachwald (1993) 
concludes from reports on competition policy in the European Union that the propensity to 
cooperate between European and non-European firms – through mergers, acquisitions and 
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majority participations – is significantly higher, and has grown ever more rapidly, than their intra-
European and national equivalents (see Table 2.1). 
 
Table 2.1 Propensity to industrial inter-firm cooperation* in the European Union (1983-1990) 

Reach 1984 1986 1988 1990 
1984/ 
1990 

National 0,31 0,23 0,21 0,17 0,21 
Intra-EU 0,31 0,38 0,21 0,27 0,25 
Trans EU 1,04 0,90 0,48 0,48 0,70 

*) Defined as the ratio of the number of companies to the number of mergers, acquisitions and 
majority participations. Figures in bold (last column) are the averages for 1984-1991. 
Source: Sachwald, 1993: 33. 

 
A couple of years onwards the UNCTAD World Investment Report 1996 finds for Western Europe that 
majority-shares in cross-border sales of firms amount to $ 50 billion and purchases to $ 66 billion in 
1995. Though much of the merger and acquisition (M&A) “boom” mentioned in the UNCTAD 1996-
report can be accounted for by intra-EU deals, a rapidly growing share is due to cross-border M&A 
operations across the Atlantic by leading EU and US-firms. The highest cross-border activity was 
observed in energy distribution, telecommunications, pharmaceutical and financial services. Corpo-
rations headquartered in the USA, Germany, UK, Japan and France accounted for two-thirds of the 
total global of $ 271 billion of the outflow and $ 203 billion of the inflow of foreign direct 
investments in 1995. The bulk of these activities consisted of cross-regional intra-firm transactions 
among affiliates of US, Japan and EU-based transnational companies. Intra-firm transactions from 
USA-parent companies to EU-located US-affiliates amounted up to 25 percent of US–EU trade. 

Table 2.2 shows the cross-border in and outflows between the states leading the list: 
 

 Table 2.2 Foreign direct investment flows, developed countries, 1995 (billions of dollars) 

Country 
1994 

inflows 
1995 

inflows 
1994 

outflows 
1995 

outflows 
France 17.1 20.1 22.8 17.6 
Germany 3.0 9.0 14.7 35.3 
Japan 0.9 0.04 18.5 21.3 
United Kingdom 10.1 29.9 25.3 37.8 
United States 49.8 60.2 45.6 95.5 
Total 132.8 203.2 230.0 317.8 

Source: UNCTAD, 1996 
 

Around this time the 100 largest transnational corporations (excluding banking and financial 
institutions) had roughly $ 1.4 trillion worth of assets abroad, accounting for around one-third of 
global foreign direct investment-stock. Before the turn of the century, US-based transnationals 
considered Europe as the most important future investment location, especially in high-technology 
and consumer-goods. Inversely, EU-based transnationals saw the USA as its most appropriate 
location, whereas Japanese transnationals viewed Asia as the most promising location. (Their 
“Atlantic” colleagues would follow suit.) 
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Walter (1994) provides an overview of the participation of USA-firms in four EU collaborative 
R&D-programs (see Table 2.3). It is worth noting that these very programs – ranging from 
information-technology to telecommunications and advanced consumer electronics – were 
conceived as a “strategic EU-response” to the challenges posed by their US-rivals. 

 
Table 2.3 Participation by (European affiliates of) US-companies in collaborative R&D programs of 
the EU, 1984-1989 

R&D programs 
ESPRIT I & II RACE BRITE EUREKA 

HDTV  
ITT 
IBM 
At&T 
Digital 
Hewlett Packard 
Sybase 
Swift SC 
Moog Controls 
3M 
DuPont 
Dow Chemicals 
Honeywell 
Artificial Intelligence 
Babcock & Wilcox 
Cambridge 
Consultants 
Intersys Graphic 
Peat Marwick 
McLintock 

ITT 
IBM 
AT&T 
Hewlett Packard 
Texas Instruments 
GTE 
DHL 
DuPont 
Ford 

ITT 
Donnelly 
Ford 
Rockwell 
Lee Cooper  

ITT 
Captain Video 
LTV 
Covia  

Source: Walter, 1994 
 

Opinions diverge on the short and long-term effects of these company-led cross-border 
movements. Do foreign transplants and alliances erode the industrial integrity and strategic 
autonomy of the host “com-munity”, ultimately affecting its sovereignty in broader terms; 
or, to the contrary, is it a stimulus for corporate and industrial renewal, and thus the only 
appropriate response to the “imperatives” of inter-national competition and technology? 
Some relate the preference of EU-multinationals for non-Euro partnerships to the 
competitive disadvantages of “proximity”: 

 
“[...] the threshold for European companies to enter a cooperative agreement [with 
fellow Europeans] may just be somewhat higher than for American or Japanese 
companies. This may be one of the reasons why European companies reach more 
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agreements with American or Japanese partners than with other European firms. 
Negotiations with an American or Japanese prospective partner may be more 
straightforward and less filled with mutual mistrust than [...] with European pro-
spective partners. Negotiations between European firms can also be more difficult 
because their markets may overlap to a larger extent. As a result competition may 
dominate in their relationship leaving little room for cooperation” (Van Tulder & 
Junne, 1988: 221). 

 
Yet, intra-EU alliances continue to be realized. So the question remains: what are the causes 
and con-sequences of the enduring coexistence of Euro-chauvinist prayers and non-Euro cen-
tered practices? Some are skeptical about the possible consequences, for instance for the 
industrial-technological “sovereignty” of the European IT-industry: 

 
“[...] the accelerating pace of technological change in the IT industry, and the major 
advances being made by Japanese and American competitors in computers, semi-
conductors and fibre-optics, puts into question the ability of a program such as 
Esprit [the European Strategic Program for Research in Information Technology] to 
build and maintain an independent European technology base. R&D partnerships 
with world leaders and access to global markets will continue to exercise a counter-
weight to a European-oriented alliance strategy for many firms in the IT industry” 
(Mytelka & De la Pierre, 1987: 251). 

 
UNCTAD (1996), admitting the imponderables of the question due to the interaction-effects 
of trade, investment, infrastructure and national-regional particularities, prefers, predictably 
as a multi-govern-mental agency, a “neutral” stance and suffices to observe the tendency 
towards an increasingly “trans-national intra-corporate orchestration of investment flows”. 
Concerning the impact of, for example, Japanese transplants in the USA or the EU, some 
point to the fact that transplants add R&D facilities, showing the intent to produce pro-
ducts from design to final assembly. Even the affiliate supplier-firms move to establish 
R&D units capable of developing an infrastructure that provides the innovations needed 
for a dynamic industry (Kenney & Florida, 1993). Others doubt or dispute the intent of the 
transnationals to build fuller integrated production systems abroad and expect, instead, that 
transplants will function as branch plants, importing advanced parts designed and deve-
loped in the parent-country. Japanese firms, standing in a tradition of long term cooperative 
relations with suppliers and financiers (Gerlach, 1992), will see little incentive to risk dis-
rupting their domestic networks by shifting core and auxiliary facilities from Japan to the 
USA. They will transfer just enough to gain access to the consumer-market and the advan-
tages of lower labor costs (hiring non-unionized and less-militant workers only, as for in-
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stance since the Thatcher-era in the United Kingdom). As a consequence, the most sophis-
ticated products and production technologies that gives: 

 
“[...] an enormous competitive advantage in terms of cost, lead time and quality [...] 
are not being built in-house by the transplants assemblers, nor sourced from outside 
suppliers in the United States. They are being designed and largely manufactured in 
Japan in collaborative relationships [...]. The transplants are performing only assem-
bly and stamping” (Howes, 1993, quoted in Perruci, 1994: 164). 

 
The fear for “hollowing-out” haunts Europe as well. As we will see later, the resulting dis-
putes produce a moving mix of intra-Union campaigning and extra-Union scape goating. 
Whatever the difference in their origins, at the end of the day both reflexes merge in a 
common creed: a strong belief in the “efficiency” of ever increasing economies of scale 
justifying the “necessity” of further industrial-financial concentration in Europe. 

Nested games and a non-level playing field ask for a reconsideration of “European” 
industrial-economic games in terms of bargaining power. Non-level playing fields arise 
from the different degrees of freedom of manoeuvring for states, trade unions and firms. 
This is not to say that there are no limits – in the sense of diminishing returns – to the “un-
reserved” exploitation by firms of the bounds of national and European public powers. The 
limits reveal themselves in a practice that may be called “strategic dualism”. On the one 
hand, as shown in the grammar of the European Roundtable, firms call for “urgency” in 
Europe-centered responses to the threats of international competition. On the other, as 
illustrated by the data on cross-regional combinations, firms multiply and intensify their 
pre-emptive efforts in weaving webs of alliances with non-European partners. 

Repeated demonstrations of the credibility of this exit-scenario obviously add to the 
efficacy of the voice-scenario of multinational firms. In a setting of strategic dualism the 
rhetorical uses of the calls for “concerted action” may be as profitable – as a “perfect fake” – 
as the material uses of asymmetric re-source interdependencies. The complementarity of the 
two may help to explain what on the premises of “rational choice” will likely be dismissed 
as irrational, or at least inconsistent behavior. However, from the premises of strategic 
choice in a nested games-perspective, allowing for maneuvering in multiple arenas at the 
same time, the “impurity” and “inefficiency” of the dual use of intra-European mobilization 
cum extra-European mobility, is a specimen of rational, while demonstrably effective behavior: 
Whenever contending interests prove too contradictory to handle within a national or regional web of 
interlocking interests, they will be lifted out into a web of global alliances, eventually used as a leverage for 
counterbalancing or escaping from divides in the national and/or regional divisions of this mosaic of power. 



CAPITALIST DISCIPLINE 

 39 

The paradox in a nutshell: apart from providing temporary (precompetitive) exemp-
tions from the strictures of competition law, the access to communitarian funds is used to 
enter preemptive alliances with extra-European partners in order to continue or intensify 
the battle with intra-European rivals with other means. The self-defeating logic of this sort 
of game may be that, however rational from a micro-rational perspective, winning the battle 
inside Europe may be losing the war at the (in Ohmae’s terms, 1985) “triad power”-level. 
More about this specimen of the rationale ( in our grammar) of arena and agenda-substitution 
in Chapters 6 and 7. 

 

2.5 Some conclusions 
 

The issue of capitalist discipline is back on the agenda. After more than two decades of love 
songs on the “market” as a sufficiently efficient device for the organization of economic 
life, the “mixed market” economy seems to have recovered a bit from its loss of grace. The 
reason behind its cursory, if not reluctant rehabilitation may have been the discovery that 
fighting market “imperfections” at the national level may promote their unsolicited 
resurgence in a wider, cross-national setting. Long before Henry Paulson’s request “to save 
the free market from itself” (see Chapter 1), Umberto Agnelli, former president of auto-
producer Fiat and a prominent member of the European Roundtable of Industrialists, stated: 

 
“Europe needs planning capacities. The invisible hand of the market is not enough: 
we need an extra something (in the form of) major development projects. [European 
multinationals] have found it easier to reach understandings with American or 
Japanese companies [...]. They have rarely forged alliances with other Europeans. 
The result is that a ‘European industry’ does not yet exist [...].” (Excerpts from a 
transcript of Agnelli’s speech at the Collège d’Europe, Bruges, January 16, 1992). 

 
The aim of this study is to find out what the orchestration of conflict-and-accommodation 
among rival states and rival firms may look like in modern shape. The canonical response to 
market-failure is the substitution of some form of administered allocation of resources and 
partners for uncoordinated rivalry. However, subsequent experience with the “imper-
fections” of hierarchical control and command – especially in an internationalizing and 
technology-driven world – must have inspired to the rediscovery of the merits of mixed 
arrangements. “Mixed” forms of coordination and governance arise “[...] when there are co-
ordination problems markets in their pure form cannot solve and the pace of change – the 
rate at which new states of the world are being created – outpaces the adaptive capacities of 
hierarchies” (Sabel, 1993: 75). 
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The generic term that became in vogue for these mixed arrangements is “concerted 
action”, that is, arrangements for the orchestration of public and private interests allegedly 
situated “halfway” markets and hierarchies. According to academic convention “pure” 
markets are devices for coordinating interests and preferences among equals. In theory prices 
inform about costs and preferences. Exchanges between competitors, suppliers and cus-
tomers are based on the unrestricted freedom to change counterparts and preferences. In 
practice, however, there are numerous impediments that entail deviations from the ideals of 
perfect maneuverability and instantaneous, costless and symmetric information. Imper-
fections of this kind may be repaired by substituting (public or private) hierarchy for market 
exchanges. In the same academic idiom “pure” hierarchy stands for devices for the coor-
dination of interests and preferences among unequals. In theory authority is supposed to 
inform about competencies and compliance. Ex-changes between superiors and inferiors 
are based on the restriction of freedom to change counterparts and preferences. In practice, 
again, there are numerous deviations that bring with them contestable competencies and 
incoming compliance. The imperfections of hierarchy may be remediated by substituting 
(public or private) rivalry for hierarchy. 

Pure markets and hierarchies do not exist, except in axiomatic fantasy and popular 
rhetorics. Below the surface there is hierarchic peddling inside markets, whilst a closer look 
inside hierarchies reveals the omnipresence of internal rivalries and coalition-formation that 
one conventionally expects to meet in the market place. The two come and go like high and 
low tide: the search for remediating market failure leads back to regulatory control (Evans, 
1995) just as the search for correcting regulatory failure leads back to the market. Moreover, 
once created, markets tend to sort out a stratification of players with more and less power; 
once stratified it is difficult to say where the level playing field ends and the reign of power 
begins. Where market and hierarchy start to change hands, hybrid forms of orchestration 
emerge. In theory a “pure” federation of organizations is an assembly of unequal equals. In 
“federations”, as opposed to markets and hierarchies, trust instead of prices or authority, is 
supposed to inform about coordination and compliance (Bradach & Eccles, 1989; Gulati, 
1995; Gulati & Singh, 1998). According to the mainstream literature trust is considered to 
serve as an antidote against opportunism and other specimens of “rational egoism”, such as 
adverse selection (Balakrishnan & Koza, 1993) and moral hazard (Barney, 1997). 

In passing, in the context of the brief excursion into the recent history of the organi-
zation of “organized capitalism” in this chapter, it should be noted that it would be a mis-
take to suggest that the mixed form, halfway market and hierarchy, is something of recent 
date. It has a long standing but managed to pose, both under stable and recurrent crisis con-
ditions, as a national pact between public and private hierarchies – acting as an oligarchic-
oligopolist clearinghouse for the (re)consolidation of the status quo. When, however, 
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unruliness becomes the rule, the mixed form becomes a format rather than a form – not 
identifiable with a neatly defined set of players, accountabilities and playing fields. It 
becomes a format for rival firms and rival states for the creation and appropriation of value 
from changing combinations of resources and partners. The mixed form, in short, mutates from an 
institutional form to a vehicle for exploiting the negotiated order – be-it more and more 
without reinvesting the rents of coordination and compliance in the reproduction of that 
order. The aversion to reinvest the spoils stems from the strategy traps outlined in Chapter 
1 – for rival states and rival firms alike. Whenever states and firms are unable to control the 
collateral hazards arising from their preemptive reflexes (the “shadows of the future”) or 
path-dependences (the “shadows of the past”) they will prefer – as a rule – to shift their 
concerns about the tensions between value-creation and value-appropriation to others. Among 
the tasks of this study is the identification of the determinants of the room for sharing-and-
shifting the collateral hazards stemming from these tensions, and to trace its consequences 
for the self-discipline of capitalism. Reduced to the gist, as we will argue and illustrate in the 
following chapters, the room for sharing-and-shifting collateral hazards has to do with the 
distribution of negotiation power in social systems. Negotiation power, so we intend to 
demonstrate hereafter, is the single most important predictor of the way rival firms and rival 
states search for and select their way out from the contra-dictions between joint value-
creation versus disjoint value-appropriation. In that sense we sympathize with the dictum 
that “(a)ny theory of negotiation worth its salt needs to address the tension between 
creating and claiming value” (Raiffa et al., 2002: 86). Inter-corporate games and the twists of 
capitalist discipline are based upon mutations in the external room and internal capacity of 
organizations for redressing these tensions. 

Before delving deeper into the substance and the mechanisms of these mutations we 
must demarcate, more precisely, our own position in what we designated in Chapter 1 as 
the Achilles’ heel of economic order: the clash of rationalities. Much of present day analytical 
interpretations of the organization of economic life rest, implicitly or explicitly, on specific 
premises about the “rationality” of the processes of search-and-selection that are presumed 
to lead to specific forms of organizational choice and coordination in modern capitalism. 
By summarily contrasting the strengths and flaws of these interpretations we think to be in 
a better position to demonstrate the potential merits of another, more pragmatically inspired 
view, the essence of which may be comprised in three premises: “rationality” is an interactive 
affair, economic “order” appears to be a negotiated order, and the latter can best be seen if 
we look at it as a multilevel theatre, that is as a set of nested games. Chapter 3 explains. 


