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Chapter 3 The Masks of Rationality 
 

3.1 Corporate rationality: the looking glass-self 
 

In Chapter 1 we outlined the issue of this study, to wit: the twists of order and disorder in 
the organization of economic life. Chapter 2 presented a retrospective on the academic 
reception during the last quarter of the past century, of the organization of “modern” capi-
talism. Besides we learned how business leaders, themselves assembled in the European 
Roundtable of Industrialists, related the deficiencies in “European” productivity and com-
petitiveness to a lack of “concerted responses” to political and socio-economic “un-
certainties”. Inspired by the summary of empirical findings on corporate cross border 
movements in Chapter 2, this chapter suggests an alternative interpretation of the links 
between micro-choices, meso-arrangements and macro-order. 

When industrialists assert that “uncertainty is the enemy of investment” they usually 
do not refer to the stochastic properties of the world in general. What they have in mind, 
instead, is primarily the uncertainty that follows from the behavior of their counterparts, like 
competitors, customers, suppliers, banks and others, like fiscal and regulatory authorities. 
Strategic uncertainty relates to the quality of unpredictability that is associated with the inter-
dependence of choices by organizations that, for the realization of their own preferences 
and interests, depend on what others do or choose not to do. In this sense it is not 
uncertainty as a generalized condition – the “state-of-the-world” – but the distribution of un-
certainty that counts in situations of interdependent choice. When others are more depen-
dent on a specific organization than the latter on them, uncertainty can be the stimulus 
(rather than the enemy) of investment. Then, but only then, the dictum holds: “impre-
dictability is power” (Hirschman, 1970: 50). In all other situations some form of coor-
dination is required to fight the uncertainties of inter-dependent choice. The preferred sort 
of coordination varies with the kind of interdependence organizations face, for instance 
technological, commercial or social contingencies. So next to the distribution of uncertainty, 
coordination varies according to the substance of uncertainty. The responses to the inter-
dependence of choice range from the internalization of external dependences (via the 
acquisition or encapsulation of competitors, suppliers and buyers) to the externalization of 
internal dependences when activities are spun-off to the environment, and organizations 
concentrate on their so-called “core” businesses – to the effect of making others dependent 
on their (self-professed) distinct competencies. In between internalization and exter-
nalization we find a number of less radical alternatives. They are less radical in several 
respects: the extent that partners have a say in each other’s choices, the spectrum of activities 
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in which partners coordinate their choices, the intended duration of the coordination, the 
explicitness of protocols for conflict mediation, the exclusivity of the coordination, and the 
irreversibility of collaborative agreements. Examples of tight-knit contractual forms include 
joint ventures, joint re-search and development agreements, minority participations, and 
consortia. More informal, loose-knit forms are collaboration between customers and 
suppliers, integration of systems, licensee agreements, cartels and tacit tuning. 

Collaborative agreements in information technology, chemicals, new materials, bio-
technology, autos and aircraft – negligible before the mid 1970s – experienced a spectacular 
spurt since the last quarter of the past century (be it with cyclical ups and downs: see e.g. 
Hagedoorn, 1993 for the period 1970-1993 and Roijakkers & Hagedoorn, 2006, for more 
recent statistics). 

Several rationales for this sort of “strategic alliances” can be distilled from the press 
releases and annual reports that companies publish themselves (Gulati & Singh, 1998: 794; 
Hagedoorn & Schakenraad, 1990: 13). Recast in terms of Thompson’s (1967) classification 
of different sorts of interdependence (originally designed in an intra-organizational context, 
but applicable for inter-organizational settings as well), three rationales can be distinguished: 

1. Reciprocal interdependence, related to (fundamental and applied) research and develop-
ment. R&D collaboration aims at the reduction and spread of risks and costs. 
Additional motives may be tacit learning, synergy effects and keeping up with the 
evolution of complementary and cross-industry technologies. 

2. Sequential interdependence, related to the time-lags between exploration and exploitation. 
These include interest in the (protected, shielded, tacit) commercial and/or tech-
nological skills of a partner, a way to omit research & development costs or to 
shorten the time lag between invention and market introduction. But also efforts to 
slow down the life cycle of a specific product-market combination may belong to this 
category. 

3. Common pool interdependence, related to market and technology access, for instance for 
the sake of monitoring emerging technologies, internationalization trends, and the 
ease of entering foreign markets. 

 
Harrigan (1988) conducted a survey from joint ventures to less tight-knit forms of coope-
ration between companies in a cross-sample of all industries in the United States from 
before 1975 until 1984–1986. This survey concludes that the tendency towards the forma-
tion of alliances can be reduced to two sets of variables: customer profiles and competitor 
characteristics. Interaction between the two sets of attributes are said to explain the content 
and form (focus, duration and residual partners’ autonomy) of “effective cooperation 
strategies”. For the demand-side: the bigger the sophistication and negotiation power of 
customers and the stronger the standardization of markets, the stronger the tendency 
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towards intensive but flexible partnerships. And for the supply side: flexible alliances emer-
ge when intense mutual rivalry coincides with highly specialized asset configurations (mostly 
intellectual capital) and a high degree of technological innovation and a high capital-to-labor 
ratio (Harrigan, 1988: 145-56). 

What about the risks of “collaborative failure”? Some argue that failure can be avoided 
if there exists “complete clarity about goals and strategies of the collaboration and about the 
relation between the parties involved, particularly the people involved” (Van der Geest, 
1989: 1173). Or, alternatively, in case of the public/private collaborative ventures in indus-
trial policy making we came across in Chapter 2: close and stable forms of concerted action 
can be expected where “[...] the causal world is well under-stood, [...] decisions have predict-
table consequences, and [...] it is easy to know who has competence and expertise” (Olsen, 
1981: 510-511). Are these conditions satisfied in a world wherein rival firms and rival states 
claim flexibility for themselves while expecting fixed commitments from their counterparts? 
[It is instructive to confront the rationale of the claims of flexibility-cum-predictability with 
(what is usually called) the “rationality” of strategic alliances that we come across in the 
literature.] Porter, 1980; 1986; Imai & Itami, 1984; Kreiken, 1986: 289; Thorelli, 1986; 
Morris & Hergert, 1987; Van Tulder & Junne, 1988: 244; Harrigan, 1988; Jarillo, 1988; 
Jorde & Teece, 1989; Ohmae, 1989; Borys & Jennison, 1989; Hamel, Doz & Prahalad, 
1989; Van der Zwan, 1989; Bowersox, 1990; Harrigan & Newman, 1990; Hagedoorn & 
Schakenraad, 1990; 1993; Gerlach, 1992; Sachwald, 1993; and Nooteboom, 1999 relate the 
formation of alliances to: 
• Changes in strategic positions that firms cannot achieve on their own; 
• Technological innovations that lie beyond the reach of individual firms; 
• Revitalization efforts in mature and new take-offs in emerging industries; 
• The shortening of the life-cycle of products and processes and the acceleration 

from research and development to commercialization; 
• Deregulation and privatization; 
• The blurring of territorial and geo-political boundaries; 
• The blurring of functional (technological, administrative and organizational) 

boundaries between industries and sectors; 
• The integration of regional markets. 

 
The available statistics suggest that specific (combinations of) factors may be more pro-
minent in the early stages of the evolution of an industry than in later phases. Others point 
to the salience of differences that originate from the distinction between early adopters 
(firms, industries, nations) versus late followers (Nelson, 1995; Sorge & Maurice, 1993; 
Hagedoorn, 1993). 
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Furthermore, statistical patterns vary with the extent of concentration of industries 
(Dunning, 1993). Table 3.1 demonstrates the spectacular growth of the number of colla-
borative agreements during the last decades of the past century. As the table shows, techno-
logical complementarity and the reduction of the time-lag between innovation and comer-
cialization, have become more important over time. 
 
Table 3.1 Strategic alliances: 1970-1989 compared 
Number and motives 1970-79 1980-84 1985-89 Total 

Number of alliances 804 1552 2630 4986 

High costs/risks 7% 6% 7% 7% 
Lack of financial resources 2% 4% 4% 4% 
Technological complementarity 14% 27% 34% 29% 
Reducation innovation time span 14% 21% 31% 25% 
Basic R&D 2% 4% 5% 4% 
Market access/structure 33% 34% 31% 32% 
Monitoring technology/market entry 11% 12% 11% 11% 

Source: Hagendoorn& Schakenraad, 1990b: 15. 

 
Comparing 1970–79, 1980–84 and 1985–89, the overview suggests that rationales like the 
reduction of costs/risks, increasing the financial scope, pooling fundamental R&D-efforts, 
access to new markets, and monitoring new technology/market entries, hardly gained in im-
portance. Part of this unexpected result disappears when we focus on technology-specific 
contrasts within and across industries. Technological complementarity appears to be parti-
cularly prominent in medical technology, aviation and heavy energy. On the other hand, 
market access and market structure seem to be important rationales for collaboration in all 
industries. 

Summing up the spectrum of self-reported rationales for inter-firm cooperation, the 
following portrait emerges. Market-driven agreements prevail in automotives, chemicals, 
consumer electronics and nutrition; the same holds, be it to a lesser degree, for computers 
and micro-electronics. Technology-driven collaboration, on the other hand, is observed prima-
rily in biotechnology, computer software and aviation/defense (Hagedoorn & Schakenraad, 
1990: 18). 

Motives for collaboration provide information about essential ingredients of a model 
of strategic choice: they inform about the acclaimed rationality of collaborative action among 
firms. However, what lacks in this portrait from the “looking glass self”, is at least as impor-
tant as self-declared motives: firms must have the room and the capacity to convert their 
ambitions into industrial and corporate realities. For as long and as far as the first condition 
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– the self-reported need for concerted action – does not imply or guarantee that the other 
two conditions – the room and capacity for concerted action – are also satisfied, we still miss 
an inclusive, “all round” theory for explaining the factual incidence and variability of 
cooperative ventures. For arriving at such a theory, two clearances are in order: 

First, establishing the need for strategic choice and coordination by reducing a non-
refutable proliferation of alleged collaborative motives to a narrower set of basic push-
factors that prompt the need for collaborative action (viz., the subjectively felt threat of the 
strategy-trap, that is a shared concern about the pending “tragedy-of-overgrazing” in 
mature industries, struggling with excess-capacity, price-erosion and takeover fights versus 
its opposite, a potential “tragedy-of-undergrazing” in emerging industries, looking for indis-
pensable partners for a successful break-through). 

Second, determining the room and capacity for strategic choice and coordination by 
identifying a shortlist of pull-factors that enable the search for collaborative action (viz., the 
objectively demonstrated bargaining power of the respective players, explaining the robustness 
of mutual commitments, the perceived equivalence in the allocation of contractual hazards, 
and other essential features of the way competing interests respond to the supposed need-
for-coordination). The following section provides an, admittedly rudimentary, overview of a 
number of disciplines – from behavioral to institutional economics and organization socio-
logy – that profess to inform us about the need, room, and capacity for strategic choice and 
the coordination of economic life. 

 

3.2 Theories of choice and coordination: a broken mirror 
 

Two obstacles complicate the intended clearance. First the problem of academic frag-
mentation: the study of corporate conduct and structure is dispersed across several divi-
sions of sub-disciplines that work from completely different premises on agents and agency. 
Assumptions on agents refer to models of organizational choice: what makes organizations 
search and settle for a particular strategic trajectory? Assumptions on agency, on the other 
hand, relate to “generative principles”, that is models of organizational causation: what makes 
organizations find themselves in a particular trajectory? Models are academic constructs, in-
dispensable for the simplification of reality. Model-specifications reduce the complexity of 
social reality by singling-out specific variables and their relationships, deliberately leaving-
out other variables and conditions, in order to explain the “essence” of the phenomenon at 
hand. Problems arise when models turn imperceptibly into forms of “cognitive capture”, 
that is fail to recognize the declining empirical utility of analytical simplifications and what 
should be done to repair the explanatory limits of the selected model-specifications. 
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The latter leads to a second obstacle: what seems to have been abandoned or just 
faded away, fore-most in the applied versions of social science (say “strategic management” 
manuals), is the kind of intellectual curiosity that wants to know how micro-strategies feed 
meso-games and how these games tally up into different sorts of meta-order – the 
“discipline of discipline” – and how, inversely, meta-order feeds back on meso-games and 
micro-stratagems. To anticipate the conclusion of this multi-disciplinary excurse: each of 
the theoretical models reviewed in this section has its distinctive strengths in “framing” 
specific parts of the issues of strategic choice and the coordination of economic life, but 
none of them covers the complete picture of the links between the respective “frames”, 
that is the multi-level, multi-stage and recursive dynamics – from micro-choices to macro-
order and back. 

Consider first the problem of academic fragmentation. On the one hand we come 
across approaches that treat corporate behavior as a matter of purposeful strategic choice, 
inspired by (ultimately) one sort of rationality, e.g., the restless drive for efficiency. The 
drive for efficiency is inspired by the drive for (ultimately) profit-maximalization. The only 
limits to maximizing behavior are the cognitive limits to rationality. Internal and external 
monitoring and metering problems make for imperfect responses to environmental threats 
and opportunities. An example is the so-called transaction-cost approach in organizational 
micro-economics (e.g., Williamson, 1975). Another, somewhat older branch within the 
family of organizational-economics, starting from a similar, voluntaristic (“free will”) notion 
of strategic choice, be it constrained by the informational limits of rationality, is the Beha-
vioral theory of the firm (e.g., Cyert & March, 1963; Thompson, 1967). In the latter, the 
assumption of mono-rationality embodied in the firm as a unitary actor, is replaced by more 
complex details on organizational decision-making. Satisfying and problem-driven search 
are substituted for maximizing and metering, and dissenting preferences embodied in 
variable intra-organizational coalitions are substituted for consensual corporate targets and 
unitary direction. In this train of thought, the internal determinants of biases in the mobile-
zation of organizational resources arouse more intellectual curiosity than the rational-choice 
approach wants to acknowledge. The explanation of the effectuation of strategic choice takes 
precedence over postulating the efficiency of organizational choice. 

Combining the two parochies on the basis of their views on “choice” (and admitting 
for more subtle mixes of unitary versus pluralistic rationality than is shown in our briefing 
above), the two traditionals may be classified as “Habitus”-models. They can be easily con-
trasted with “Habitat”-models (see Table 3.2 below for an approximative classification). In 
the latter it is the (structural or institutional) environment that must carry the burden of cau-
sality in explaining corporate behavior and organizational evolution. Habitat-approaches 
range from neo-classical industrial economics, explaining organizational strategy and boun-
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dary-choice from competitive pressures cum market structures (e.g., De Jong, 1992; Schenk, 
1973), to the business-historical and evolutionary branches of institutional economics (e.g., 
Chandler, 1977; Nelson & Winter, 1982). The latter explain corporate dynamics from a 
broader set of environmental pressures and institutional responses than the structure of 
competition only. What differentiates “industrial” from “institutional” economists is the 
allowance for a narrower, respectively broader set of determinants of corporate perfor-
mance, that is, for a possibly wider spectrum of rationalities that ultimately decide about 
organizational search and institutional survival. Again, more subtle mixes or hybrids exist 
among and between the two parochies than is suggested above. Besides, we may find a 
number of authors that feel more or less at ease in or between either of the two divisions of 
“agency”. What complicates the life-in-between, however, is that agency versus agent-
theories do not subscribe to the same or similar agenda of the kind of phenomena they 
claim to explain (cf. Groenewegen, 1996). Some attempt to elucidate organizational moves 
and motives at the micro-level. Others aim at the explanation of movements and momen-
tum at the macro-level of institutional and regulatory regimes. Though authors that sym-
pathize with a “pluralist” stance (cf. Groenewegen & Vromen, 1996) provide useful entries 
for level-specific parts of the analytical puzzle, they fail to deliver a comprehensive 
explanation of the processes of institutionalization and de-institutionalization, that is the full 
cycle of the cross-level repercussions of lower-level choices and higher-level arrangements. 
What we want to make clear at this point is that there does not seem to be available a 
coherent and clearly demarcated body of theorizing and research that elucidates how 
“Habitat”-imperatives impinge, in a selective fashion, on “Habitus”-choices and, inversely, 
how “Habitus”-particularities accumulate, again in a selective way, into “Habitat”-like com-
pulsions. What the two modes – Habitus versus Habitat – may learn from one another is 
how some players in the political-economy are better positioned to select and orchestrate the con-
ditions that imperatively govern the strategic choice of others; and why and when the resulting order at 
the macro-level (re)conditions the maneuverability of some or all of the players – leaving aside, for 
now, the issue of the players’ internal capacities for strategic choice (more about that later). 
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Table 3.2 Theories of choice and coordination: the broken mirror 

  Agency  
Ag

en
ts

 

 Habitus-models Habitat-models 
 Efficient choice: Market imperatives: 

Unitary rationality 
“Firms economize on 
transactions” 

“Structure of competition 
determines strategic choice” 

 Effective choice Evolutionary imperatives: 

Pluralistic rationality 
“Dominant coalitions search & 
satisfice” 

Environment selects survival 
of fittest choice” 

 
With this juxtaposition of voluntarist (Habitus) versus determinist (Habitat) theories of the 
organization of economic life, we have landed in the middle of the level-of-analysis dispute. 
In order to bridge the gap between the two divisions of “agency” and at the same time find 
a satisfactory trade-off between the methodological rigor of “unitary rationality” and the 
empirical realism of “pluralist rationality”-assumptions, we have to look for a hybrid, that is 
a paradigm that may restore the crumbled conversation. Elements for bridging the respect-
tive levels of analysis may come from a more precise specification of the explanatory reach 
of agent-“sensitive” versus “insensitive” explanations of institutions and institutionalization 
(cf. Hodgson, 2006: 16-7). Such a specification may start from economic-sociological theo-
ries of embeddedness (Granovetter, 1985). Embeddedness provides a useful starting-point 
because attention is paid to the issue of inter-organizational dependence, the characteristics 
and consequences of loose versus tight coupling (Gilsing & Nooteboom, 2005), the role of 
power and the codes of inter-organizational reciprocity associated with loose-knit versus 
tight-knit networks. Theories of embeddedness sensitize for the “inner circles” of political 
economic order, such as the existence of affiliate ties, creating zones of economic life 
intermediate between anonymous markets and vertically integrated firms; long-term 
relationships, relying on diffuse sets of obligations extending over time; and “symbolic sig-
nification” infusing “intercorporate relationships with symbolic importance, even in the ab-
sence of formal, legal arrangements or contracts” (Gerlach, 1992: 4). 

A serious set-back, however, as we will find out later, is that researchers working in 
this mode appear to be more interested in the embeddedness-of-choice, as opposed to the 
practicalities of the uses-of-embeddedness. In that sense they tend to subscribe to the agent-
“insensitive” branch of institutionalist theory: they fail to identify how, when and why orga-
nizations differ in their responses to the same opportunities and constraints “imposed” by 
institutional embeddedness. They therewith lose sight of the privileged role of specific 
“agents” in the orchestration of corporate games. A second set-back is the “horizontal” bias 
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in the extant interpretations of embeddedness: the concept usually refers to the (density, 
number, strength, etc.) of the links between organizations. What tends to disappear from 
this “flat” representation of the world is a third dimension: the stratification of organiza-
tions in a world wherein higher-level institutional arrangements condition lower-level or-
ganizational responses, and lower-level responses recondition higher-level orderings. 
Therefore we prefer to speak of the “nestedness” – and the selective uses of nestedness or 
orchestration – instead of “organization” and “embeddedness” of organizational behavior. 

For remediating these passive and horizontal biases and, simultaneously, addressing 
the disputes about unitary versus pluralist rationality – ideally: maintain the rigor of axio-
matics without sacrificing the realism of both intra and inter-organizational stratagems – 
game-theory might be an attractive venue. The attraction lies in the definitional attributes of 
a game: “The essence of the ‘game’ is that it involves decision-makers with goals and object-
tives whose fates are intertwined. They have some control, but the control is partial. Each group 
of individuals faces a cross-purposes optimization problem” (Shubik, 1967: 240; italics added). 

This is what strategic interdependence amounts to: “each party has partial control over 
its own consequences and partial control over the consequences of the other party. Payoffs 
for one cannot be dissociated from choices of the other. [...] In negotiations [...] the collec-
tivity determines the payoffs for each party.” (Raiffa et al., 2002: 82-3).Yet, as will be ela-
borated extensively later on, in order to make the best of what might be expected from the 
potential contribution of game-theory, several flaws in its current make-up have to be 
addressed. To mention the most important of them: in game-theory actors are treated as 
internally homogeneous, undifferentiated parties (though possibly endowed with more than 
unitary rationality) but with uniform or consensual perceptions of external threats and 
opportunities, and thus assumed to respond to external challenges and dilemmas with a uni-
form repertory. In addition, the conditions and codes of the game are assumed to be fixed, 
thus allowing only the resulting pay-offs to be the variable outcome to be explained. As will 
be expounded more thoroughly below, our use of game-theory starts from opposite onto-
logical premises. In terms of the analytical C-4 scheme introduced at the end of Chapter 1: 
not just Commitments but also Conditions and Codes are essential stakes of the games of 
political-economic ordering, and should therefore be treated as dependent variables, open to 
manipulation for the players – at least for some of them. 

In the preceding sections enough has been said about the limits of schools that take 
exogenous forces – be it “market-structure”, “techno-structure” or “evolutionary selection” 
– as a necessary and sufficient explanation for the “imperative” coordination of economic 
life. More should be said now on the second divide, that is the way received science treats 
the problems of strategic choice and rationality. The branch that we classified above as 
Transaction-costs economics appears to be the most rigorous corner amid the diaspora of 
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Habitus versus Habitat-views, since it considers itself still as fitting in with the methodic 
strictures and premises of neo-classical reasoning and ontology (Groenewegen & Vromen, 
1996: Chapter 19: 365, speak of “the new orthodoxy” in the theory of the firm). We there-
fore propose to start our academic excursion in that corner, in order to see how an infusion 
with insights from a “nested-game-theory may lead to a more satisfactory model for analy-
zing the “governance”-implications of the spiraling of meso-games from micro-stratagems 
to the swings of order and disorder in the macro-organization of economic life. 

 

3.3 Rational choice: economizing on transactions 
 

Industrial and technological change generate mixes of deliberate and spontaneous changes 
in the dependence structures of industries, vertically as well as horizontally. Changes in de-
pendence structures alter interfirm relationships. Daems, on empirical grounds (Daems, 
1983: 35-54) and Williamson, on deductive and research-programmatic grounds (William-
son, 1975; Williamson & Ouchi, 1983) predict a transition from market-type contracting 
(between autonomous organizations) to hierarchical forms (in which the initially autono-
mous partners are incorporated) whenever inter-firm relationships are characterized by (1) 
uncertainty, (2) recurring transactions and (3) the degree to which durable transaction-
specific investments are required to realize least-cost supply. 

The discriminatory power of these variables is based on the behavioral assumptions of 
“bounded rationality” and “opportunism”. As Williamson & Ouchi (1983: 16-7) explain: 

 
“Whereas bounded rationality suggests decision-making less complex than the usual 
assumption of hyper-rationality, opportunism suggests calculating behavior more 
sophisticated than the usual assumption of simple self-interest. Opportunism refers 
to “making false or empty, that is, self-disbelieved threats or promises”, cutting 
corners for undisclosed personal advantage, covering up tracks, and the like [...]. (I)t 
is not essential that all economic agents behave this way. What is crucial is that some 
agents behave in this fashion and that it is costly to sort out those who are 
opportunistic from those who are not” (italics in the original). 

 
One source of opportunism, identified by Williamson as “information impactedness”, 
seems especially informative for our understanding of (the transactional varieties of) the 
monitoring and sanctioning of inter-organizational conduct. Williamson (1975: 31) circum-
scribes “information impactedness” as: “a derivative condition that arises mainly because of 
uncertainty and opportunism, though bounded rationality is involved as well. It exists when 
true underlying circumstances relevant to the transaction, or related sets of transactions, are 
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known to one or more parties but cannot be discerned by or displayed for others.” The 
attention for monitoring this sort of contingencies qualifies the Transactionalist approach as a 
potential candidate for, at least partially, explaining the propensity for hierarchization of 
initially market-like relationships: 

 
“Faced with bounded rationality on the one hand and the proclivity for some human 
agents to behave opportunistically on the other, the basic organizational design issue 
essentially reduces to this: organize transactions in such a way as to economize on 
bounded rationality while simultaneously safe-guarding those transactions against the 
hazards of opportunism” (Williamson & Ouchi, 1983: 17). 

 
In the case of recurring, uncertain and idiosyncratic exchange-relationships – where “idio-
syncratic” stands for irreversible transaction-specific investments – “hierarchy” is presented as 
a superior formula for economizing on transaction costs – as opposed to market-contrac-
ting between non-integrated, autonomous actors – because incorporation is thought to re-
present more “sensitive governance characteristics and stronger joint profit-maximizing 
features”. 

Daems, working within the confines of the same transactional approach, adds a third 
organizational formula to “markets” versus “hierarchies”, that is, the “federative” form. In 
terms of (1) the structuring of the conditions of ownership, (2) the distribution of joint returns 
and (3) the enforcement of inter-organizational compliance, interfirm federations (F) repre-
sent a different arrangement, somewhere between the Williamsonian extremes of market 
and hierarchy (M&H). The concept of a federation – in our parlance an inter-organizational 
network without clear-cut and undisputed hierarchical prerogatives, but ruled by the more 
or less compelling, if not coercive rules of a negotiated order, however spontaneously 
established – comes closer to the real-life practice of corporate and industrial strategies than 
the M&H-extremes. A second reason to dwell somewhat longer upon Daems’ extension 
and refinements of transactionalist economics is the author’s use of the term “concerted 
action” in the disaggregated sense of “inter-firm coordination”. Extending and applying the 
term, interchangeably with the traditional meaning of public-private coordination, provides 
us with a “unified” grammar for exploring the relationships and interactions between the 
two worlds of coordination. 

Reasoning from the three “critical dimensions” of ownership, returns and compliance-struc-
tures mentioned above, Daems (1983: 39ff) delineates a “market” as a structure of inter-
action in which there is (1) no shared ownership, (2) separateness in the distribution of 
returns, while (3) prices play the role of compliance-mechanism. At the other end of this 
three-dimensional space, we find a “hierarchy” in which there exists (1) consolidated 
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ownership, (2) a pooling of returns for the corporate partners, and (3) formal (legal) rules 
for the supervision of joint production and distribution by the respective establishments 
etc. The intermediate form, a “federation”, is defined as a construct in which the respective 
organizational participants remain: (1) statutorily independent, but engage in (2) pooling 
returns (pooling may take several forms: sharing profits, dividing markets, joint acquisition 
and allocation of orders, and so on). Concerning (3) the principle of compliance in the fede-
rative case, firms rely on “joint decision-making” for coordination, allocation and moni-
toring of participants’ conduct. 

Following Daems, “(c)artels are federations, but not all federations are cartels”. Other 
examples, to be found in Europe and Japan, are firms which are linked through extensive 
interlocking stockholdings (“financial groups”) and/or interlocking directorates. In short, all 
these varieties of inter-firm coordination can be called “federations” as long as the network-
coordination does not rely on a central administration office to supervise the group 
members. 

Daems supposes or postulates on the existence of “institutional competition”, appa-
rently not as a nominalist metaphor but as a realist fact of economic life: “Institutional 
arrangements (markets, hierarchies, federations), very much like technologies, compete with 
one another. In a competitive world with free institutional choices these institutions will 
survive that promise the highest net return to the co-operating units in the long run” 
(Daems, 1983: 44). Taken as an axiom, the supporting reasoning sounds convincing: “If no 
benefits can be obtained from concerted actions there is no point to use scarce resources to 
organize an institutional arrangement be it a market, a federation or a hierarchy for the 
exchange of information and the enforcement of contract” (Daems, 1983: 41). 

Why, then, is it that under certain conditions concerted action is organized by means 
of hierarchies, and under other conditions federations and markets are used? In order to 
“organize” his case, Daems points to the same determinants that Williamson used for ex-
plaining the emergence of other coordination and compliance mechanisms taking 
precedence over market-contracting as a means of coordination, namely: (1) the degree of 
uncertainty involved in fully completing the transaction, (2) the size of transaction-specific 
investments, and (3) the frequency of recurrence of the transaction. 

The higher the values of these “independent” variables, the more pressing the need for 
reliable information-exchange and inter-firm compliance in that industry. “Hierarchy” may 
be expected when uncertainty, transactional frequency and the size of transaction-specific 
investments reach their highest values; “market” is preferred when these variables assume 
their lowest score, and “federations” in between. Since Daems assumes that the three 
institutional alternatives differ in their effect on the “joint return to concerted action” (1983: 
41), he can formulate his law of the “competition among institutions”: assuming (for the 
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sake of simplicity) equal installing and operating costs, H will be preferred to F, and F to M 
only, and only if the former communicates information better and/or enforces compliance 
more effectively. The author’s adstruction: 

 
“The greater the amount of resources that is irreversibly committed for specific or 
transacting-specific purposes the more the need exists for tight compliance. Since 
hierarchies, for a variety of reasons, have superior enforcement mechanisms and in-
formation networks, it seems plausible to postulate that consolidated ownership and 
supervision will be more used in industries where the co-ordination, allocation and 
monitoring processes of concerted actions are subject to considerable uncertainty or 
require resources for highly specialized and unique uses” (Daems, 1983: 43). 

 
Yet, since a good length of time doubts have arisen about the declared superiority of 
“hierarchy” as an unbiased information and enforcement vehicle, for several reasons. First, 
we can refer to the growing, rather skeptical literature on the inertial forces of the 
“bureaucratic phenomenon”. Next, inter-organizational stability tends to widen the margins 
for intra-bureaucratic competition: the external stability reached by oligopolization or 
cartelization breeds internal rivalries between factions (cliques of functional, professional or 
sector-specific chiefs with their immediate subordinates) competing for prominence in the 
“dominant coalition” at the top of the organizational pyramid. Phrased in terms of a para-
dox: the more effective hierarchy appears in controlling inter-organizational opportunism, 
the higher the probability, in extremis, that intra-organizational opportunism and “rational 
egoism” become substituted for its external analogues. Internal opportunism, in turn, tends 
to destabilize external commitments, in the sense of affecting their credibility and time ho-
rizon. As we will see, linking in this manner the contrary dynamics of external and internal 
“rational egoism” comprises the hard core of a realist negotiated-order theory of the firm, 
its confines and its external relations (ranging from partners and sponsors to rivals). 

Apart from the foregoing, serious doubts should surround Daems’ assumption that 
there exists such a thing as free competition among “institutional alternatives” (even if we 
accept, for the sake of simplicity, his axiomatic proviso of “equal installing and operating 
costs”). First of all: institutions do not compete; actors do (eventually mixing or, more intri-
guingly, alternating institutional alternatives). It seems rather rash, furthermore, to assume a 
free floating demand and supply for institutional substitutes, characterized by “complete 
transparency” of the costs and benefits associated with each alternative; no “hidden de-
fects” or externalities – or at least no information-costs for acquiring insight into those 
defects casu quo effects; uninhibited “mobility” and prompt “delivery” of the substitutes 
once decided upon (perfect substitutability); and no vested interests in, or oppositions 
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against, the proposed reorganization of existing institutional arrangements. It is not without 
irony that those who subscribe to the transactionalist view consider the market-based form 
of contracting “too rudimentary” to be of any help in understanding and monitoring the 
subtleties of vertical contracting or idiosyncratic exchanges (that is, exchanges in the case of 
high levels of uncertainty, information impactedness and irreversible, transaction-specific 
investments). Given such an outlook on the organization of economic life, one wonders 
how a “market” might ever be able of handling a hyper-idiosyncratic transaction such as the 
“decision” to switch from one institutional arrangement to another. In short, trust in a sort 
of Invisible hand governing the enlightened competition among institutional substitutes, 
does not seem to be readily justified. 

The transactional approach professes to explain why certain industries are charac-
terized by higher degrees of concentration and large size. Apart from what was said before, 
the most serious objection against the transactionalist view remains that more flexible 
varieties of concertation, for example strategic alliances, and variations to horizontal inte-
gration, from mergers and joint ventures to mere tactical coalitions between competitors, are 
not mentioned and must therefore remain unexplained. Being disappointing in “width”, the 
transactionalist view seems to miss also something in “depth”, that is, the dimension ex-
plaining how the processes of close versus remote “control” between firms elapse. After all, 
between a rational insight (identifying the “need” to choose) and the actual deployment of 
that insight (earlier referred to as the “room” and “capacity” for strategic choice) there are 
interstitial obstacles and surprises, in particular when firms in a small-number setting either 
wait for each other (the tragedy of the fallows) or seek to materialize their micro-rational 
predilections simultaneously or pre-emptively (earlier referred to as the the tragedy of the 
commons) – in short the obstacles versus opportunities that we earlier identified as the urge 
for strategic choice. What lacks, in short, is a proper feeling for the “Embeddedness of 
firms and the role of supporting institutions. Institutional selection and evolution appear to 
be extremely complex phenomena. Research suggests, to say the least, that ‘institutional sur-
vival’ cannot be reduced to matters of ‘comparative efficiency’ alone” (Nelson, 1995:176-7). 

The argument seems even stronger in case of institutional revolution where markets 
replace hierarchies or where federative forms drive out market-like transactions. The trans-
action costs approach gains in realism and explanatory power when the concept of 
appropriability is subsumed under the determinants of the “choice” between M versus H 
versus F. Appropriability refers to the degree in which firms and states can keep the fruits 
of their “creative” moves and combinatory movements to themselves and do not have to 
be apprehensive for “free riders”, that is, imitators who try to by-pass the risky/costly 
stages of search and development-on-their-own-expenses (examples may be found in 
Bhide, 1986; and more principally in Teece, 1990). The main argument for including appro-
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priability in the analysis might be the hypothesis that the urge-to-merge or to adopt a 
centralized “holding” structure (the H-option) in-creases along with the degree of co-
specialization, the frequency of transactions and a decreasing number of potential partners, 
a fortiori if the “internalization” menu professes to control for the “free rider”-temptation. 

The issue of institutional “choice”– or closer to practice: changes in the mix of institu-
tional alternatives – gains in salience with the introduction of complex new technologies – 
while asking for standardization, certification and coordination with (future) component 
suppliers and demanding customers. This is the “tragedy of the fallows”-setting that implies 
a critical minimum of parallel and complementary choices by rivals and symbionts alike: ex 
ante, in the form of joint activities related to “pre-competitive” cooperation (for instance in 
the case ofcommon standard-setting), and ex post, in the form of “post-competitive” 
coordination (ranging from production-sharing and market-splitting arrangements in ma-
ture industries, e.g., Renault teaming up with Suzuki and Daimler Benz, to “black versus 
white knight”-coalitions in takeover tournaments). 

The latter, in order to reap the fruits of “Schumpeterian” creativity, are the players that 
succeed in finding a workable trade-off between the mobilization of a critical minimum of 
supporters (“inclusivity”) while preserving a maximum of appropriability (“exclusivity”). 
The trade-off is an instructive specimen of the “mission” of strategic choice: how to see to 
it that anticipations (the “sous-entendues” in Chapter 1) are coordinated in situations where 
individual rationality leads to collective irrationalities, while simultaneously maximizing one’s 
“exclusive” share of the spoils from coordination. Individual rationality in a capitalist universe en-
courages proprietary strategies but winner-takes-all stratagems in a nested political economy 
are apt to degenerate into a self-defeating scenario: without proper institutional cocoons 
competitive advantages are either bound to die in splendid isolation or to evaporate in 
competitive imitation. 

When, for whatever reasons, horizontal concentration nor vertical integration are 
attainable for “internalizing” the dilemma of inclusivity versus exclusivity, the only practical 
solution is to share appropriability with a critical minimum of others. Sharing appropriability 
means creating a community-of-fate, that is creating inter-firm constellations in which en-
lightened self-interest teaches some modicum of other-directedness. The empirical literature 
abounds with examples, from horizontal cartels and joint ventures to vertical and diagonal 
alliances, for instance sub-contractor networks or hierarchies, demonstrating that it con-
cerns neither an ephemeral nor a transitional phenomenon. The transaction costs literature 
does not contain information on this variety of “rational altruism” nor does it provide 
information about the “federative” solution for the quasi-internalization of external trans-
actional dilemmas (such as the appropriability-versus-critical mass of followers’ trade-off). 
Since the “hybrid F”-form cannot be equated with full-fledged internalization (“pure H”) 
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nor with full-fledged externalization (“pure M”) but nonetheless exposes elements of con-
strained or contained opportunism, “orchestration” might be an adequate generic label for 
earmarking this variety of inter-organizational discipline. Joint resources-mobilization – ran-
ging from pooled to sequential to reciprocal resource-dependencies – lies at the heart of a 
realist theory of strategic choice and order, the essence of which is the coordination-of-
anticipations. 

 
On the coordination of anticipations, among rational egoists 

In more recent writings in the transaction-cost tradition the existence of hybrid forms between 
“hierarchy” and “market” is acknowledged. Hybrids, however, tend to be treated as something 
of a transient nature. Williamson, for instance, qualifies forms of interfirm cooperation as 
“temporary” (Williamson, 1995: 32, introducing the “T”-form, where T stands for transitional), 
suggesting that sooner or later either the efficiency-drive will prompt a transition towards full 
integration (the “H”-option) or the costs of integration and efficiency-losses due to bureaucratic 
inertia and the diseconomies of scale will stimulate a transition towards arm-length transactions 
(the “M”-option). Apparently, the “federative” cluster or consortium-option is not considered to 
be a serious and sustainable candidate for handling competitive and symbiotic inter-
dependencies. The main reason for dismissing the federative form as a viable alternative is said 
to be the “unsatisfactory state of theorizing on T-forms” (Williamson, 1995: 32). The latter 
assessment may turn out to be a self-defeating criticism while stemming from the credentials of 
transaction costs theorizing itself, in particular from the way the issues of opportunism and 
appropriation are treated. “Opportunism” and its derivative, “information-impactedness”, are 
said to be based on a “relatively unflattering behavioral assumption” (Williamson, 1995: 29), 
leading to informational asymmetries that may be exploit-ted to the detriment of those who do 
not know the “true underlying circumstances relevant to the transaction” (Williamson, 1975: 
31). It remains obscure why the pejorative connotations of opportunism and information 
asymmetry are emphasized in a theory of opportunism-controlling behavior where explanations 
in terms of commitments, that is, threats-and-promises as for instance normally used in theories 
of international trade or industrial relations bargaining, seem to suffice. 

In international and industrial relations-theorizing the management of “opportunism” is 
basically considered to be nothing more than the management of the credibility of commit-
ments, especially in situations of info-asymmetry and uncertainty about parties’ real stakes and 
the sustainability of their comparative endowments. From an interaction perspective, the cre-
dibility of commitments is based on power. Flattering or unflattering behavioral assumptions are 
to a large extent irrelevant when power is defined as the capacity of an actor to make the best 
for him or herself of the room for strategic choice of his or her opponent(s). 

Given the relational character of power, especially in a context of inter-firm and market-
versus-state interactions, bargaining power can be seen, then, as a function of the (reputational 
and real) costs to oneself of imposing a loss of strategic and tactical choice upon one’s bar-
gaining-partner(s). Or, alternatively, in terms of the Concise Oxford Dictionary’s (1981: 1138) 
definition of “strategy” in more adversarial settings: as the costs to oneself of the “art of so 
moving [...] as to impose upon the enemy the place and time and conditions for fighting 
preferred by oneself [...]”.No assumptions about the moral predispositions of the transacting 
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actors are required; testable propositions about the material and reputational dispositions of 
the interacting co-actors suffice to understand the social fabric of credible commitments and to 
explain from the returns-on-commitments the sustainability of a specific negotiated order. (In 
later publications Williamson’s appreciation of the “state of T-theorizing” may have gotten a 
slightly more constructive bent (cf. Aoki, 2003, who expects a more “institutionally coherent” 
reappraisal of the “federative” or “T-form” of corporate governance when “games” are substi-
tuted for “transactions” as the principal unit of analysis), but the crux of our argument remains 
out of the genetic and empirical scope of “core” transaction-costs analysts, to wit: the increasing 
permanence of impermanent relations in a negotiated order primarily driven by the “shuttle”-
logic of corporate games and the associated “drift” of the organization of capitalist order). 

From an interactionist, negotiated-order perspective the sustainability of a specific social 
order has, more than with anything else, to do with the appropriability of the returns on 
commitments. The meaning of this issue changes radically when – as opposed to what is allowed 
for in the transaction costs theory of the firm and its competitive habitus – the quest for 
appropriation is envisaged from an interaction costs perspective. Lifting the axiom of rational 
egoism from the discrete firm to the level of federations of firms (and firms versus non-market 
players) sensitizes for methods of coordination-among-egoists – for instance regarding the safe-
guarding of relational rents and first-movers’ advantages based on tacit “federative” under-
standings and faster learning routines – that are per definition absent or at best “transitional” in 
the transaction costs view on the discrete firm. (As we will see further-on, the issues of 
opportunism and the appropriability of relational rents gain added significance in the recently 
reiterated debate on different “varieties of capitalism” and the eventualities of institutional 
“convergence”. Where the debaters stand in this discussion, has everything to do with their 
stance on the federative versus atomist firm). 

 

3.4 Strategic choice: economizing on interactions 
 

The neo-classical heritage leaves us with two more fundamental flaws. First, non-addressed 
remains the unhelpful tradition to equate the “markets versus hierarchies”-dichotomy with 
extra-, respectively intra-organizational phenomena. The convention is unhelpful because 
on the one hand intra-organizational domains may be dominated by competitive, market-like 
relationships and extra-organizational domains on the other may be dominated by virtually 
hierarchical relationships (as exemplified by the tightly orchestrated “pyramids” of sub-
contractors, customers and financial intermediaries to be found in Japan and elsewhere in 
the Asian region). It is therefore more informative to investigate the differing degrees of in-
terpenetration and contamination of markets and hierarchies, as well as to explain the level of 
aggregation at which we expect to find specific “concubinages” of markets-cum-hierarchies – 
rather than continuing to treat the two as mutually exclusive polarities. 

Second: the preoccupation with why-questions risks to take off with a fallacy of com-
position and to land in a fallacy of functionalist teleology. The first proviso asserts that 
collective outcomes (such as institutional “arrangements”) cannot be directly related to indi-
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vidual motives (“economizing”). The second caveat states that governance arrangements that 
eventually appear to be superior, for instance in terms of the containment of opportunism 
or the enhancement of appropriability, cannot be equated with the intent of the arrangeurs to 
curb opportunism or maximize appropriation. It is wise to refrain from confusing the appa-
rent outcomes of orchestration with the putative drives behind the orchestration. As 
announced before, not why but how institutional arrangements emerge, respectively 
disseminate and dissipate, must be the organizing question. 
 

Strategic choice versus economic order: a preview 
The coordination of expectations and anticipations among “rational egoists” and the “capacity 
to bind oneself” play a key-role in the formation and replication of political-economic order. 
Until recently the neo-classical consensus asserted that the “international financial system”, 
including hedge funds, private equity and institutional investors, would ultimately serve as a 
disciplining force for correcting the problems of excess-capacity and over-crediting in the real 
economy. The first decade of this century has learned otherwise. 

Benefiting from hindsight, the coercive deficiency or “veto”-power of the nodal players in 
the international banking system sheds another light on Galbraith’ prediction (see Chapter 2) 
that for the foreseeable future “the industrial system will not long be regarded as something 
apart from government”. What according to this vision used to be seen as the “osmosis” of 
private with state interests, may in reality have to do with a (largely inadvertent) escalation-of-
commitments, resulting eventually in an increasingly asymmetric division of obstruction power 
in modern industrial-financial systems – more than with techno-economic “imperatives” and 
“compulsive affinities” between market and state players, both allegedly searching for “size and 
predictability”. As we surmise, the main reason for not discerning these pushes and pulls behind 
the twists of capitalist discipline is the omission to distinguish between the cumulative but 
distinct “logics” of actors, arrangements and regimes. 

 
The links missing in the “rational choice” alias “efficiency” canon can be summarized as 
follows. First, the canon does not specify the antecedents of rationality, that is, the full sequen-
ce from intent and opportunity to realization. At variance with theories of the firm that 
relate the imperfections of rationality to the bounds of human cognition, our conception of 
bounded rationality is based on the (cumulative) imperfections that result from structural (as 
opposed to psychological) impediments in the chain from the ex ante perceived to the ex 
post demonstrated rationality of strategic maneuvers. To avoid confusion with current conno-
tations we may dub this conceptualization of the bounds of rationality “path-dependent 
rationality”, that is rationality as an amalgam of historical investments and “inherited” 
search and selection-routines. Second, the canons of rational choice fail to specify the 
consequences of path-dependent rationality, that is, how the ex post effectiveness (casu quo 
ineffectiveness) of strategic maneuvers feeds back into a reinforcement (casu quo 
readjustment) of the initial strategic menu (learning versus unlearning). For the sake of 
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semantic symmetry, the latter may be called path-dependent rationalizations (rather than 
rationality in the conventional sense). 

As argued above, a full reconstruction of the twist of antecedents and consequences of 
path-dependent rationalizations is indispensable because between a strategic intention and 
its actual implementation there are numerous obstacles and surprises. By short-cutting 
intents and outcomes “purist” transaction-cost perspectives are unable to explain why firms 
under invariant transaction-specific conditions (such as “bounded rationality”, “oppor-
tunism”, “asset-particularism”, “appropriability” etc.) do change their preferred mixes of 
horizontal coordination (vis-à-vis rivals: from cross-sourcing to collusion) and vertical con-
certation (vis-à-vis suppliers and customers: from out-sourcing to co-makership and co-
design). Firms change their combinatory preferences in response to their rivals’ and allies’ responses on the 
formers’ initiatives. Even in the “federative” make-up, transactionalists treat external factors 
and actors basically as unresponsive entities. The transactionalist paradigm, in short, is an 
autistic paradigm. 

It makes sense, therefore, to look for a more radical revision of the (new-) insti-
tutionalists’ legacy. Such a revision has to shed light on two neglected but vital issues in the 
explanation of organizational strategies and tactics: first, the quest for remediability – referring 
to the desire to minimize the constraints or maximize the renegeability of yesterday’s 
choices – and second, the quest for mimetic control, referring to the desire to control for the 
self-frustrating effects of present or future imitators. 

 
Two faces of the strategy-trap 

Mimetic control refers to the competition-trap, arguing that one may occasionally imitate exem-
plary competitors but has to prevent that others will try to catch the same train (too soon). 
Otherwise the tragedy-of-the-commons demands its toll. 

Remediability, on the other hand, refers to the competence trap: how to see to it that a 
firm’s competence comes to meet a favorable and self-sustaining or expanding architecture of 
suppliers, customers and non-market sponsors (in time) but does not mutate into an immutable 
competence (over time). Otherwise the tragedy-of-the-fallows awaits its toll. 

 
For understanding the problem of remediability it may be more helpful to envisage trans-
action costs as a consequence, rather than as the cause of specific institutional arrangements. 
As will be elaborated more fully in the chapters hereafter, institutional arrangements are 
webs of tacit understandings and (pre-)commitments that are a reflection of the distribution 
of bargaining power in a political economy. If we take as our unit of analysis the webs of 
understandings-and-commitments (rather than the discrete transactions, as is done by sub-
scribers to the transaction costs-school) the “costs of transacting” are a function of the 
degree of asymmetry in bargaining power between incumbent and/or prospective trans-
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actors, rather than a function of the intrinsic or “objective” properties of the transactions 
per se. From a bargaining-perspective “asset-specificity”, “opportunism”, “appropriability”, 
“remediability” and “mimetic control”, are the consequences of historical decisions by 
organizations to opt for specific mixes of in and out-sourcing instead of the antecedents of 
past boundary choices. Historical choices cum anticipation on future contingencies lead to 
path-dependences, that is, to the quasi-objectivation – a “matter of faction” – of trans-
actional attributes or dimensions. In other words, the attributes that figure as a priori given 
or exogenously determined in a transaction-costs perspective, become endogenized in a nego-
tiation-power annex negotiated-order perspective. (Needless to stress that our argument 
about the “self-made” character of asset-specificity, appropriability and the like, has to be 
read as an assertion of analytical priority and not as a claim of descriptive precedence.) 
Once endogenized and “empowered”, the adage “economizing on transactions” comes to 
mean “economizing on commitments”, that is, colloquially, minimizing the costs to oneself of 
limiting one’s own and others’ maneuverability. By focusing on maneuverability, the analysis 
shifts from the quest for efficiency to the quest for effectiveness as the foundation of a 
theory of choice-and-order. Effective choice stresses the basically relational nature of what-
ever matters in a strategic setting: the choice of boundaries, competencies, competitors and 
partners. Both the issues of mimesis and remediability call attention to the elementary 
datum that transactional efficiencies depend on interactional effectiveness, that is, on what 
others will do (or fail to do) by way of imitative or supplementary responses to one’s own 
strategic or tactical choices. 
 

Maneuverability 
An example may illustrate the difference in the heuristic reach of the two perspectives 
contrasted above. General Motors has always practiced, from the 1920s to the present, the dual 
use of external, from time to time even sole-source suppliers of automobile frames and modules 
in competition with completely internalized divisions that manufacture exactly the same frames 
and modules (Coase, 1988). Since the “technical/intellectual/constructive” specificities, and thus 
the “transactional” parameters of the situation do not discriminate, explaining the 
“concurrence” of internalization and externalization must be something of a puzzle to the 
transactionalists. From a bargaining perspective, however, dual use is a perfectly under-
standable practice: negotiations with subcontractors are more comfortable when, in case of 
protracted disagreement about prices, qualities or delivery time, a buyer may credibly threat to 
do the job by himself, both in terms of demonstrable in-house expertise (offsetting the 
“information-asymmetry”-aspect of bargaining power vis à vis specialized outsiders) as in terms 
of demonstrable in-house capacity (solving the “immediacy” – alias “ease-of-substitution” – 
aspect of bargaining power). Galbraith attributes this practice in general to “the need of (the) 
techno-structure for freedom from outside interference” (Galbraith, 1968: 97) and more in 
particular to the desire of the integrated, large size firm of “eliminating the independence of 
action of those to whom the [firm] sells or from whom it buys.[...] Should it be necessary to 
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press matters, General Motors, unlike the dairyman, has always the possibility of supplying a 
material or component to itself. The option of eliminating a market is an important source of 
power for controlling it.” (Galbraith, 1968: 39-40, further extending his argument to “the 
provision to itself of its own supply of capital”, the “control of the labor market” and the 
“elimination of price-competition” among rival firms: “No formal communication is necessary to 
prevent such actions; [...] Everyone knows that the survivor of such a contest would not be the 
aggressor but General Motors.” (Galbraith, 1968: 41; italics added). 

Explaining boundary-choice in terms of bargaining power and the search for 
“effectiveness” in the orchestration of markets seems so self-evident that one wonders why 
Occam’s razor has not driven out the rationalistic overstretch implied by paradigms inspired by 
the neo-classical firm and its relentless dedication to “efficiency”, that is the firm casted as a 
“Robinson Crusoe” caught in his insular games against nature. 

 
The amendments proposed above do not start from the assumption of “perfect clarity 
about ends, strategies and resources” of the actors, even less from the presumption that the 
conditions are met that Olsen (1981) enumerates as the prerequisites for successful 
multiparty collaborative policy making, to wit: a segmentation of “well-defined and stable 
interests”, “stable rules about who participates and which problems and solutions are 
relevant” and the existence of arrangements that “prevent policies from becoming large 
garbage cans (and) from becoming fortuitous results of the intermeshing of loosely coupled 
processes” (Olsen, 1981: 510-511). Our amendments start, instead, from the opposite: the 
need to accomplish a critical minimum of coordination of mutual expectations in spite of 
the virtual absence of clarity about ends, rules and resources and a generalized strategy of 
ignoring the interaction effects. In such a constellation one may expect, indeed, a sort of 
“Gresham’s law” in which strategic bargaining modes drive out the norms of rational 
problem solving. Scharpf (1985) has described the displacement effect for the prevailing 
style of decision making in European collaborative agreements and its consequences: 
 

Rational versus strategic choice 
“In ongoing joint-decision systems, from which exit is excluded or very costly, [...] pressures to 
reach agreement will be great. The substance of agreement will be affected, however, by the 
prevailing style of decision-making. In its ability to achieve effective responses to a changing 
policy environment the ‘bargaining’ style is clearly inferior to the ‘problem solving’ style. But the 
preconditions of ‘problem solving’ – the orientation towards common goals, values and norms – 
are difficult to create, and they are easily eroded in cases of ideological conflict, mutual distrust 
or disagreement over the fairness of distribution rules. Thus, reversion to a ‘bargaining’ style of 
decision making [...] seems to have been characteristic of the European [Union] ever since the 
great confrontations of the mid-sixties. The price to be paid for that is not simply a prevalence of 
distributive conflicts complicating all substantive decisions, but a systematic tendency towards 
sub-optimal substantive solutions” (Scharpf, 1985: 40; italics in the original). 
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The crux, of course, is that in multilevel collaborative games the distribution of entry and 
exit costs is rarely, if ever, equal for the respective participants. In a world in which strategic 
aims and resource-endowments appear to be contingent matters, organizations do not 
search for predictable but negotiable environments. They avoid or withdraw from 
non-negotiable environments (when they have “access to exit”-opportunities; neither Habi-
tus nor Habitat tell us much about the preconditions, and consequences, of “negotiability” 
and “responsiveness”). How organizations will take up a position against the environment 
depends on where they happen to place the boundary of their own competence/mission. 
Boundary-choices are a mixed outcome of the past and future. Where organizations 
“stand” in terms of competence-claims and missionary ambitions depends on where they 
“sit” (current commitments); where they “sit” depends on where they come from (historical 
commitments); but the purport of where they come from depends on where they go to 
(anticipated commitments will frame the reappraisal of historical lock-ins). Considered this 
way environments are created by organizations as much as organizations are created by 
their environments. The reflexive nature of past and future commitments complicates the 
analysis of the duality of choice and order. On the one hand, organizations make use of their 
embeddedness in a strategic or opportunistic way. On the other hand, as stressed before, 
the reflexivity or nestedness of the uses-of-embeddedness can never be left out with impunity 
under conditions of interdependent choice. 

We presume that our capitalist discipline and diplomacy-framework, explaining the 
emergence of negotiated orders from the sequence of nested games, disentangles at least 
part of the puzzle. One of the assets of the discipline and diplomacy-perspective is its bent 
to correct for the technology-based and physical capital bias that predominates the literature 
on “path-dependence”. In line with the recent revival of interest in the embeddedness of 
the firm (Grabherr, 1993; Whitley, 1992), the perspective adopted here suggests a broader 
conception of possible “lock-ins”: it includes, besides the technological and financial con-
straints imposed upon managerial discretion, the intangible assets and liabilities embodied in 
intellectual and institutional capital (“competence” and “connectedness”). However, in or-
der to trace the consequences of this extended range of lock-ins for the need, room and 
capacity for strategic choice, it will be necessary to translate the facultative connotations of 
“embeddedness” into a more directive “theory-of-entrapment” that explains – rather than 
postulates or takes for granted – the making of lock-ins, that is: a model that demonstrates 
the (in the cumulative sense) self-made nature of historical and future constraints that con-
dition the room for strategic choice and, eventually, recondition the future need for coor-
dination. An example: 
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Disciplinary instincts 

At the end of 1996 Philips requested the European Commission to open an inquiry into the 
lawfulness of a 10 billion (then) francs subsidy for Thompson Multimedia by the French state. 
The French firm suffered huge losses during the last years and faced bankruptcy. If the subsidy 
could not be revoked, Philips, like others around that time facing a depressed consumer 
electronics market, would at least press for a substantial capacity-reduction by Thompson 
Multimedia. 

Yet, what in this case restricted Philips’ freedom to claim full redress or compensation 
from its (ailing) French rival, were the sizeable interests of the Dutch firm in the French market. 
The turnover of Philips’ in France, including televisions, semi-conductors, mobile telephones and 
lamps, amounted to 22 billion francs. Philips had to see to it that Thompson’s fate would not be 
relegated to Dutch intransigencies. 

Under some conditions capitalist diplomacy teaches the containment and accommodation 
rather than elimination of a rival. The next Chapter elucidates this sort of “self”-discipline, and 
specifies the generative conditions. 

 
As argued before, under conditions of interdependent choice, entailed a mix of pliable and 
pragmatic codes of fair play and uncertainty about the returns-on-commitment, rationality 
is bound to be a contingent, that is interactive instead of linear phenomenon. “Contingent” 
rationality depends on what other organizations do or decide to refrain from – reacting or 
anticipating on what their counterparts (are expected to) do or refrain from. Under 
recursive cum small-number game conditions it is non-informative to speak of goal-
“directed” behavior. In such a context strategic behaviors are at most goal-“seeking” and 
“suggestive”, that is, meant to provoke “informative” counter-behaviors. 

 
Boeing contra Airbus 

For some time the US-based 60 percent market-share leader in the global commercial aircraft 
industry, Boeing, confirmed its intention to launch a plus-500 seats “super-jumbo”. Its chief rival, 
the EU-based Airbus-consortium, announced similar ambitions. With an eye on the astronomic 
costs of R&D for developing a super-carrier independently, in addition to entailing a serious risk 
of excess capacity in case of double market-entry, Boeing and Airbus discussed several times the 
feasibility of a joint project. The talks failed. (“In hindsight, it was an effective, though not 
necessarily intentional, move by Boeing to delay Airbus’s efforts”, The $ 1 Trillion Dogfight, The 
New York Times, March 23, 1997). Boeing decided to quit on the base of negative market pro-
spects. Airbus, contrarily, declared to go ahead, reportedly on the base of positive expectations. 

Interpreting the dissenting prognoses as a “chicken-game”, in which the suggestion of sta-
mina and the power of self-fulfilling prophecies are more consequential than objective staying 
power and real intentions, two, equally abortive possibilities remain. Option one: suppliers and 
customers trust in Boeing’s foresight and will refrain from anticipatory investments in the 
project. Option two: suppliers and customers distrust Boeing’s foresight and expect, instead, 
that Airbus’ feeling for the future is sound, and thus will stick to its initial plans. In the latter 
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case, airlines and suppliers facing a prospective monopolist on the wide-body market may have 
to decide to refuse Airbus’ offer and keep away from the plus-500 segment. 

Right or wrong, Boeing’s message will have the same effect in either case: Airbus’ dream, 
however sound per se, may fail to materialize. Sometimes, what catches the eye of the believer, 
is real in its consequences. Sometimes, suggestive moves pay. (In the Airbus-case it did not: 
Boeing’s deterrence failed, the A-250 was built and passed a successful take-off.) So, again: 
under what conditions do suggestive moves and countermoves pay? 

 

3.5 Towards a new prism 
 

It is only by observing the response of one’s rivals and allies that organizations come to 
learn about the mixed implications of the “imperatives” of competitive and symbiotic de-
pendence. The response of “third” parties provides information about the presence or 
probability of eventual strategy traps and delineates the room for escape from there. The 
different guises of “rationality” that we surveyed in this chapter – from the neo-classical 
orthodoxy of equilibrium analysis to the sorting out of “efficient governance” forms in 
evolutionary economics – are not readily helpful in unraveling the intricacies of the links be-
tween organizational choices, inter-organizational coordination and the momentum of 
economic order. Even game-theory (at least in its general make-up) fails to be of much 
assistance in answering the questions that we presented as “the quest for discipline” 
(Chapter 1) and further dressed as the “orchestration” of modern capitalism (Chapter 2). 
What we propose to replace is the binary (“cooperate or defect”) and two-actor logic of ele-
mentary game-theory by a three-dimensional – horizontal, vertical and temporal – and third-
actor logic-of-coping with the dilemmas of interdependent choice. 

Incorporating in the analysis the timing and sequence of horizontal moves and vertical 
movements in three-actor settings, allows for switching coalitions and alliances. Since the 
sheer threat of switching may (under specifiable conditions) suffice as a leverage for enfor-
cing discipline, a different spectrum of disciplinary games arises. The spectrum ranges from 
direct conduct-control of firm-to-firm and firm-to-state transactions to the more indirect for-
mula of context-control. In the latter case it is the indirect orchestration of the entry and exit-
conditions of the game that takes precedence over the direct orchestration of the punch-and-
counterpunch of the players. Conduct-oriented games follow a “first mover takes all”-
formula in a fixed frame: positioning occurs within a single, self-perpetuating game. Context-
oriented games follow a “footloose mover takes all”-formula in a movable setting of shifting 
coalitions and alliances: repositioning occurs between games. Conduct-control in a triadic 
setting means embarking on tight-knit, tripartite agreements – or more properly: bilateral 
transactions “disciplined” by the shadow of a third party. (The neo-corporatist repertory that 
we come across in Chapter 5 is a prototype.) Context-control, instead, means entering into 
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non-hierarchical, loose-knit triangular agreements through impinging upon one’s counter-
parts maneuverability – that means by manipulating alter’s nestedness – rather than by disci-
plining his or her conduct directly. (The escapist repertory of European industrial strategy 
formation, analyzed in Chapter 2, is an exemplary case.) 

Conduct-controlling stratagems belong to the sort of regime that we characterized as 
the Old discipline: the gradual annexation and hierarchization of the Invisible hand by a 
Visible one, that is (à la Chandler and Galbraith in Chapter 2) a fixed and visibly oligarchic 
cartel of actors with uncontested internal mandates – operating in clearly marked domains. 
Context-controlling stratagems, then, constitute the New discipline: a largely informal, 
essentially non-recorded ordering – let’s call it the Prompting hand – molding an invisible, 
movable theatre of powers with ill-defined identities and discretionary mandates – ope-
rating in ill-defined domains. For properly understanding the orchestration of the cohabi-
tation of rival firms and rival states under conditions of the Old versus the New discipline we 
need an alternative prism: a theory of games that explains the activism of the framing of 
games. When we compare first with footloose-mover games we see different sorts of strata-
gems, resulting in different sorts of disciplinary arrangements due to different forms of 
contractual incompleteness and hazards. Typically, as foreshadowed in the concept of the 
“shuttle”-logic of corporate games, footloose games organize horizontal discipline by means 
of vertical alliances, and vertical discipline by horizontal divides and the threat of coalitional 
switches. As we will see more precisely in the coming chapters, the more international the 
arena, the more credible the threat of partner-substitution and, therefore, the greater the 
salience of indirect instead of direct governance. Stated otherwise, the controlling of the 
nodes of networks – by indirect rule, for example by teaming up with one’s partner’s rivals or 
one’s rival’s partners – waives the necessity of direct rule. And reversing the reasoning: 
changing the parameters of nestedness entails change in the rules of the game, and changing 
the rules feeds back upon the parameters of nestedness. The following précis summarizes the 
credentials of the new perspective we propose: 

 Organizations shift from strategies to stratagems whenever there exist serious ex 
ante constraints on the possibility of monitoring and sanctioning the behavior of 
others (e.g., competitors, suppliers, buyers, opponents and others that in any way 
may facilitate or constrain the discretionary freedom of organizational choice). 
 When neither market (M: the Invisible hand) nor hierarchy (H: the Visible hand) 
are able to produce an effective solution for the dilemmas of path-dependence and 
the tensions between individual versus collective rationality, hybrid arrangements 
enter: coalitions and alliances. Both M-failure and the inability to arrive at impe-
ratively coordinated H-solutions have to do with combinations of information-
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asymmetry, contested competences and uncertainty about strategic interaction-
effects. 
 Coalitions and alliances may be called “strategic”, not because of their strategic 
intent (more often than not they are driven by signaling considerations for the sake 
of provoking counter-responses) but because of their implications. Implications are 
“strategic” because of the paradoxes that result from the potential clashes between 
individual and encompassing rationality: micro-rational moves and movements may 
be “efficient” but in case of counter or me-too-strategies by others, that is: if 
defensive or offensive anticipations and imitations are the rule rather than the 
exception, micro-efficient behaviors eventually cumulate into meso or macro-ineffective 
outcomes, that is outcomes that backfire on the canons of micro-“efficiency”. We 
dubbed this paradox of self-defeating rationality the “competition”, respectively 
competence-trap. 
 Inspecting the body of knowledge on strategic management, industrial organization 
and, more recently, the sociology of the “embeddedness” of firms and federations, 
surprisingly little energy is invested in identifying the possibly perverse causes and 
consequences of the “coordination” of strategies. As a consequence we do not 
learn much about the processes of strategy-drift resulting from firm-to-firm and 
firm-to-state encounters. Any robust theory of concerted action should therefore 
start at this Archimedean point: how do strategically dependent organizations cope 
with the dilemmas of the clash between individual versus shared rationality? 
 Coordination is the result of the “structuration” of strategies. In its external 
manifestation structure-formation refers to the degree in which past, present and 
future dependences between organizations represent barriers to horizontal and/or 
vertical mobility. Exit and entry conditions provide information about the freedom 
of choice organizations have in their strategic positioning and posturing. From the 
conditions of maneuverability follow the codes and commitments governing the 
games-of-coordination. 
 Structure-formation in its internal manifestation refers to the degree in which 
organizations face mobilization-barriers. Where the external dimension informs 
about the discretionary room for strategic choice, the latter provides information 
about an organization’s capacity to exploit or stretch that freedom, that is the 
“distinctive” acumen by which organizations effectively use the entry and exit 
options externally offered or imposed on them. 

 Note that our view differs from “strategic group”-analysis which conceives of entry or exit barriers as 
clusters of statistical commonalities, grouping firms in terms of similar scale, image, capabilities and 
historical investments (Mascarenhas & Aaker, 1989; Hartigan, 1975; Hatten, Schendel & Cooper, 1978; 
Harrigan, 1985; McGee & Thomas, 1986). Our negotiated order perspective focuses on a community-
of-fates rather than a commonality-of-traits, that is (1) on the configuration of horizontal and vertical 
dependences (in terms of techno-financial, intellectual and relational capital), as well as (2) on the 
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intended anticipation costs and non-intended consequences of the interaction effects that condition 
the current and future freedom of movement of the individual actors. 

 Whereas the mainstream-literature on organizational behavior stresses the cognitive 
limits of the managerial brain in matters of strategic choice, the capitalist discipline 
& diplomacy approach stresses the intra and inter-organizational correlates of ratio-
nality: an organization’s “sense-of-direction” and “responsiveness” are considered 
to be a function of the (historical) composition and stability of the dominant coa-
lition within an organization (that is its de facto command and control-structure). 
The composition of the dominant coalition results from what an organization 
considers to represent its distinctive competence, which in itself is the recursive 
result of coalition-formation in earlier stages of an organization’s life-cycle. Second, 
and even more essential: the stability of the dominant coalition, which explains its 
internal mobilization potential, is the co-result of the effectiveness of the search for and 
selection of external partners. Figure 3.1 comprises the hypothesized interactive-
cumulative dynamics of coalition, alliance, and regime-formation. 

 
 

 Figure 3.1: Nested games and regime structuration: a first cut 
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 As mentioned before, the portfolio of external relations is subjected to specific 
time/space constraints, that is, “barriers to mobility” that determine the costs of 
forming new and the costs of breaking away from existing “lock-ins”. Both path-
dependence and the strategy-trap conspire to what is regarded the basic drive 
guiding search-and-selection behaviors in small-number games: “economize-on-
interactions”. This axiom tells more about the logic of organizational moves and 
cross-organizational movements than its somewhat narcissistic counterpart in 
transaction-cost economics; “narcissistic” since the latter aspires to explain the 
specimens of strategic choice, like internalization-versus-outsourcing decisions, 
solely from the point of view of the acquiring or hollowing firm, that is, without 
taking into account the countervailing powers-and-preferences on the side of intra-
organizational factions or external actors that fear to be taken-over or pushed-off, 
that is, without discounting the barriers-to-externalization by reluctant internal 
stakeholders or the resistance-to-annexation by those that see themselves chosen as 
prospective takeover targets. 
 On the continuum from tight to loose-knit “solutions”, economizing-on-interactions 
entails the complete spectrum of incorporation, encapsulation, satellitization or 
more Machiavellian ways of coping with the inconveniences of the confrontation 
with past and future dependences. The task is to find out which scenario takes 
precedence when, and why. 
 A subsidiary task, as we will see, is to spell out why, in terms of de facto 
commitments, the “subjective” intent of economizing does not necessarily always 
end in an “objective” economy of intentions. The latter adage is illustrated by the 
“multilevel theatre” of European industrial strategy formation: collaborative 
agreements at the meso-level, initiated for correcting prisoner’s dilemmas at the 
micro-level, produce macro-games at the global level, but once produced the global 
game starts to restrain, if not undo the rationale of the meso and micro-games – in 
the paradoxical sense of becoming the “prime mover of its own causal ante-
cedents” (cf. Elster, 1978: 121-2; 1986: 202-10, 217-8; and Giddens, 1979: 211). 
 By way of conclusion: a “nested” negotiated-order perspective facilitates the inte-
gration of different levels and units of analysis, while aiming to remediate the odds 
of academic fragmentation. The first claim argues that the analysis of the processes 
of search, selection and consolidation should start at the “source”, to wit: the logic 
of strategy-formation (micro-level: the actors). However, the latter will not be grasped 
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without discounting the dynamics of strategy-dissemination (meso-level: the 
arrangements) and the processes of strategy-drift (meta-level: regimes). Inversely, 
looking from the units of analysis: the momentum of a negotiated political-economic 
order (macro) has to be understood from the interactive/cumulative movements of 
organizations (meso) resulting from their intendedly competitive/collaborative 
moves-and-countermoves (micro). 

 

3.6 Summarizing, by looking ahead 
 

The interpretation of disciplinary regimes as a negotiated order of nested games intends to offer 
a springboard for lifting the unfortunate incommunicado that goes with academic frag-
mentation. Habitus-models are especially strong in tracing the role of opportunism and 
eventual hold-ups as a consequence of asset-specific investments. However, they will gain 
in realism as far as they take into account the possibility of a plurality of interests in the 
political constellation inside organizations that affect, in a constraining or enabling way, 
how external threats and opportunities will be perceived and weighted. Habitat-models, 
on the other hand, are helpful in the exploration of, for instance, the role of market and 
technology dynamics, provided they take into account the institutional arrangements that, 
in a constraining or enabling way, affect the room and capacity for strategic choice of 
individual organizations. 

What is empirically missing in both Habitus and Habitat-models, however, is the 
complete and continuing “cycle-of-cycles” that we visualized in Figure 3.1 above. In addi-
tion, for a pointed abstract of the conceptual incompleteness of the approaches reviewed in 
this chapter, it may be illuminating to confront the single-loop theories of choice-and-
coordination as exposed in the matrix of Table 3.1 (page 67) with the double-loop frame-
work which concluded our introductory chapter (see Figure 1.2, the C-4 frame: 
Conditions, Codes, Commitments and Consequences, Chapter 1, page 11). Rephrased in 
that grammar. 

Habitat models short-circuit “conditions” and “commitments” – in a straight dia-
gonal. As a consequence they expose a trained incapacity to see how specific “codes” (for 
coping with inter-dependence-dilemmas) may lead to non-intended and counter-pro-
ductive “consequences”. Habitus models, on the other hand, tend to conceive of a single-
loop diagonal from “codes” to “consequences”. They therewith either risk to land in 
regulatory illusionism – overlooking the need to explain the possibly wide margins 
between rule-making and rule-enforcement due to “comply-or-explain”-escapes in so-
called codes-of-conduct; or they risk to end in a teleological trap – leaving unexplained the 
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essence of disciplinary regimes, that is the variability of the credibility and duration of 
commitments. Our co-habitation model avoids both lapses, thus restoring the original 
mission, to wit: exposing the multi-level and circular logic of causation between organi-
zational moves, inter-organizational movements and what is hypothesized to flow from 
that: the ordering and disordering of disciplinary regimes. The following assumptions and 
assertions summarize the kind of synthesis we are looking for: 

 
Order as a set of Nested games 

•Disciplinary regimes are the cumulative outcome, definitely not the ex-ante intent of the push 
and pull-maneuvers among organizations (“ex post rationalizations”); 

•Push and pull-maneuvers are essentially strategies and stratagems for coping with the hazards 
inherent to competitive and symbiotic interdependences (“interdependent choice”); 

•Coping with interdependence implies changing the rules of rivalry by changing the rules of 
cooperation, that is by altering the stakes of the game: “diplomacy” is the continuation of rival-
ry by other means (“agenda-substitution”); 

•Changing the mix of competition and cooperation means reframing the set of insiders and 
outsiders (“arena-substitution”); 

•Reframing the set means changing the time-horizon of the game (altering the timing-of-
commitments, that is “horizon-substitution”); 

•Manipulating arena, agenda and horizon is a non-trivial option, especially in oligopolistic 
settings (“small number”-games); 

•In such settings “economizing-on-interactions” boils down to: economize on ambitions (agen-
da), economize on actors, be-they partners or opponents (arena) and economize on time 
(timing); 

•An adequate theory of “order as a set of nested games”, pretending to explain from within the 
substance and duration of intra and inter-organizational commitments has therefore to 
conceive of arena, agenda and time as a menu of strategic variables open to manipulation, 
rather than as a set of pre-ordained or exogenously determined parameters of the games of 
capitalist discipline & corporate diplomacy. 
 

The dark matter in this storyboard is the question of “manipulation” – our summary-term 
for mutations in the processes of search and selection in the “moralizing and rationalizing” 
(cf. Chapter 1) of disciplinary regimes. Compared to the encyclopedia of the Habitus versus 
Habitat interpretations reviewed in this chapter, our co-habitation approach feels most at 
ease with the ontological premises of “institutional theory” – from the founding fathers 
(Veblen, Commons and the Austrians) to its present-day heirs (North, Hodgson). 
 

The rapport between the institutionalist legacy and our cohabitation-perspective emanates from a 
shared interest in the evolution of (in institutionalist idiom) “governance” regimes. The grand 
ambition of institutional theory is to offer a synthesis of the separate traditions in the study of 
change in the institutions of capitalism, such as theories that take, alternatively, efficiency 
considerations, technology imperatives, market power and control, the role of culture, or the state 
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as the primary driver of regime change. Among the premises of the integrative-evolutionary 
interpretation of institutional change that seem to concur most with our co-habitation perspective, 
are the following: 
 Political and socio-economic order are not “spontaneous” things (as for instance in Hume, Smith 
or Hayek; cf. Hodgson, 2006: 15); 
 For the sake of understanding regime-change, agent-“insensitive” explanations are preferred to 
avoid a voluntarist overstatement of the role of free will in the selection of institutional alter-
natives; see for instance Hodgson, 2006: 7, 16: “[...] avoid the conceptual problems of an account 
based primarily on intentionality[...]; face the possibility of the study of markets that focuses 
largely on institutions and structures, to a degree independent of the assumptions made about 
agents [...]; (thus) the explanatory burden is carried by system structures rather than the 
preferences or psychology of individuals”; 
 Determinist explanations are equally unadvisable: institutional evolution is a matter of “con-
strained selection”, that is, the interactive outcome of the strategic choices of a plurality of actors 
responding to one another’s choices; 
 And finally, for a proper understanding of institutional choice-and-change, we should not just 
look at inter but also at intra-actor controversies and interests (as for instance proposed in Nelson 
& Winter, 1982; and Hodgson, 2006: 10). 
 

Regarding change in institutional regimes two essential subjects remain under-addressed in 
the evolutionary economics of “governance” – to the effect of impairing its predictive po-
wers. One has to do with the identification of the actors and the other with the identification 
of the activism that is supposed to have – in our framework – a decisive say in the processes 
of search and selection “behind” the evolution of “governance” regimes. Both relate to the 
essence of capitalist discipline and the orchestration of corporate games, to wit: the mani-
pulation of arena, agenda and time. As a rule the principal actors in institutional economics are 
“producer” organizations and the “state” (Campbell & Hollings-worth, 1991). Between 
these two we find a category called “other organizations”, for instance: 

 
“Governance transformations are usually initiated by producers [...] who respond to 
new problems and opportunities that are created by changes in economic conditions 
and technology.[...] However, if the state initiates a transformation, it does so in re-
sponse to changes in domestic or international political-economic conditions. [Other 
organizations], including suppliers, labor, financial institutions, public interest groups, 
and consumer groups [...] typically respond reactively to producers [...]”. (Campbell 
& Lindberg, 1991: 328-9) 
 

Unfortunately, not only the residual category of “other organizations” but also the 
“producers” and the “state” are too much of an amorphous grouping to allow for testable 
propositions on their respective contributions to the transformation of “governance” re-
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gimes. It is mainly through historical case-studies that we learn – from case to case – about 
the wildly wide, mostly sector respectively policy-specific variability of who more precisely are 
the “instigators” versus “reactors” in the games of regime-trans-formation. This 
unsatisfactory state of affairs has partly to do with the preferred nomenclature: due to its 
legalistic connotations “governance”-theorists are inclined to look at the formal 
codifications-of-conduct (rule-making), while “discipline”, due to its sociological and 
political-economic roots, prefers to look at the informal practices and discretionary margins 
for rule-compliance versus evasion (rule-enforcement). Second, and perhaps more serious: not 
much transpires about the logic and the modes of operation of the search-and-selection 
processes that lead to change (or non-change) in disciplinary arrangements. The most we 
learn is that (Campbell & Lindberg, 1991: 331): “selection is [...] a process of muddling 
through [...], trial-and-error learning [...], deliberate negotiations [...], (and) elements of 
coercion through political and economic struggle”; or, alternatively: “the relative resource 
and power endowments of actors mediate the selection process by affording more richly 
endowed actors with greater capacities to implement the governance mechanisms of their 
choice.” (Campbell & Lindberg, 1991: 343; italics in the original) 
 
What is missing in these nearly-tautological (and semi-voluntarist) formulations, is a 
rudimentary notion of both the anatomy and the circulation of bargaining power and its 
potential consequences for the swings and/or mutations of capitalist discipline. Besides, the 
units of analysis remain unclear, for instance: “actors select new governance regimes” versus 
“interactions among labor, capital, and the state select the course of capitalist 
development”(Campbell & Lindberg, 1991: 351 respectively 353; italics added). It is one 
thing to assert that “institutions [...] facilitate and regulate the resources of power. A 
definition of institutions that ignores this fact fails to capture part of what is distinctive 
about institutions, namely that the mechanisms for limiting choices, including contractual 
choices, reflect the distribution of power” (Levi, 1990: 407). It is clearly another thing to 
identify the sources of this power and the forces of its reproduction or change, and more 
importantly: to identify and “locate” the instigators of institutional change or continuity. 

For this sort of critical links in a positive theory, our construct of a nested negotiated 
order offers suggestions for filling the analytical voids. For a nearer identification of the 
processes of search-and-selection and what in this chapter (by lack of a better term) came to 
be nicknamed the Prompting hand, we may start from another “old-timer” that – for reasons 
unknown – got lost in institutionalist translation, to wit: the dynamics of the mobilization of 
bias in the construction of political-economic order. The question relates directly to what we 
identified above as the “dark matter” of capitalist discipline and the orchestration of 
corporate games: who are the “semi-sovereigns” that are in a position to take the lead in 
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“moralizing and rationalizing” political-economic preferences and priorities by organizing-in-
and-out political-economic controversies? For obvious reasons the most ostentatious players in 
the game of regime-formalization (“endorsement”) are the front-stage players, that is, pro-
duction firms and specific state-agencies. However, for reasons suggested earlier, in the 
study of regime-formation (“enforcement”) it seems to make more sense to look at the 
backstage-whips that – for reasons to be spelled-out later – play a decisive role in the struc-
turing of the arena, agenda and timing of disciplinary games – in short, those that have a 
privileged say in the “mobilization of bias” in the de facto orchestration of firm-to-firm and 
market-to-state commitments. 

The original coining of the expression comes from Schattschneider (1960: 71): “All 
forms of political organization have a bias in favor of the exploitation of some kinds of 
conflict and the suppression of others because organization is the mobilization of bias” (italics in 
the original). The empirical problem with the power “to control the scope of controversy” is 
that, as a rule, the backstage-whips constitute a deliberately non-conspicuous and, say, 
amphibious complex – neither overtly public nor covertly private. At variance with the 
officially professed comparative diversity of corporate “governance” regimes worldwide (cf. 
Merlini, 1984; more about this in Chapter 5), our backstage-theatre relates to a surprisingly 
homogenous and congenial semi-sovereign elite – homogenous and congenial both in 
terms of its recruitment and mobility patterns (across public/private interfaces) as in terms 
of its amoral/professional creed. To paraphrase its tenets: “We have no permanent allies. 
We have no permanent enemies. We just have interests” (a US White House-lobbyist 
working on behalf of, among others, the pharmaceutical/-biotech and medical-devices 
industry pressing for deregulation of the drugs and devices-legislation, quoted in Miles, 
2001: 90). Or, alternatively, in the words of the US Secretary of Defense, Robert Gates, 
commenting on the diplomatic discomfort caused by the chronic scandalous of US-confi-
dentialities by Wiki Leaks, late 2010: “Some [...] do business with us because they fear us, or 
because they respect us. But most of them because they need us” (Washington Post, 6 
December 2010). 

Remains the intrigue that the orchestration-of-discipline is neither a formal state-
prerogative nor an informal operation of the Visible hand – even less a spontaneous 
product of the Invisible hand. As argued in Chapter 1, the “semi-sovereign” whips that 
operate at the backstage of disciplinary arrangements – credit raters and other reputational 
intermediaries, including law firms, head-hunters, investment bankers and pliable regulatory 
agencies – constitute an essentially non-recorded negotiated order, what definitely does not 
mean an unstructured, let alone undisciplined sort of order. While, for these very reasons, 
the “search & selection”-processes behind regime-formation are not readily accessible for 
survey-methods or statistical proof, this does by no means imply that the “mobilization of 
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bias” in the orchestration-of-discipline is inaccessible for empirical enquiry – as the 
following chapters will demonstrate. There we will see how the social fabric of capitalist 
discipline revolves essentially along three axes, to wit: the selection of the levels of 
aggregation for (1) the containment of controversy, (2) the manipulation of reputation, and 
(3) the accommodation of risk-appreciations. It is along these axes that the remixing of 
critical resources and partnerships is put into effect. These are, in our model specifications, 
the fundamentals of the “politics of cohabitation” in a nested negotiated order. 

The substance and stability of firm-to-state commitments is a function of firm-to-firm 
commitments. Together they breed the stuff from which the negotiated order of the 
political economy is made of. Moves and movements in the “first order”, firm-to-firm and 
intermediary circuits affect the negotiability of “second order” commitments in the market-
to-state circuits. That is the reason for thinking that the conditions and codes that deter-
mine the credibility of inter-firm commitments deserve analytical priority. As argued earlier, for 
a convincing explanation of the evolution of market and non-market commitments it is 
useful to distinguish between the need and the capacity for the coordination of economic 
activities. As documented in this chapter, both neo-classical equilibrium and evolutionary 
non-equilibrium analysis seem to hold, in spite of their divergent opinions on the meanings 
of economic “efficiency” and the nature of the underlying “stimulus-response” mechanics, 
that “need sorts out capacity”. A sociological view of political-economic ordering – starting 
from the embeddedness of choice and the nestedness of coordination – tends to attach 
more credence to the opposite: “need follows capacity”. 

The latter assessment hypothesizes that negotiated orders are typically based on ex 
post rationalizations rather than ex ante rationalities or the canons of Darwinian efficiency. 
The effectiveness of ex post rationalizations depends on the positions and reputations of those 
who articulate them – rather than on some allegedly objective demonstration of corporate or 
societal “needs”. Our positional-reputational view, focusing upon critical resource and part-
ner-dependences between rival firms and rival states and the mobilization of bias in the 
rationalization and moralization of the politics-of-cohabitation inspired by interdependent 
choice, brings the credibility of commitments – including the shunning or obstruction of 
commitments – back to the centre of the analysis. 

As we will argue in the chapters that follow, it is the accommodation and containment 
of risk-assessments that constitute the cornerstones of capitalist discipline. Risk-perceptions 
vary with accountability, and accountability varies with the room for monitoring and sanc-
tioning. Monitoring is related to the codification of conduct. But the pertinence of monitoring 
varies directly with the room for sanctioning. The pertinence of sanctioning varies with the 
room for the passing-on of contractual hazards. As long as the conditioning does not 
correspond with the codification, monitoring remains largely ineffectual for the control of 
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the swings of capitalist discipline. As we will see later, risk-perceptions are typically a short-
term affair, whereas the manipulation of reputations and changes in the level of interest-
aggregation and conflict-accommodation are typically long-term affairs. It is this temporal 
mismatch that has much to do with the main issue of this study: the swings of order and 
disorder in the organization of economic life. Chapter 4 elaborates on these conjectures and 
propositions by applying them to the economics and politics of industrial policy-making. 
The application serves as a nearer specification of what we see as two archetypal ingredients 
of the politics of cohabitation in nested games: to wit accommodation and containment. 


