
UvA-DARE is a service provided by the library of the University of Amsterdam (https://dare.uva.nl)

UvA-DARE (Digital Academic Repository)

Capitalist discipline: on the orchestration of corporate games

Wassenberg, A.F.P.

Publication date
2011

Link to publication

Citation for published version (APA):
Wassenberg, A. F. P. (2011). Capitalist discipline: on the orchestration of corporate games.
[Thesis, fully internal, Universiteit van Amsterdam].

General rights
It is not permitted to download or to forward/distribute the text or part of it without the consent of the author(s)
and/or copyright holder(s), other than for strictly personal, individual use, unless the work is under an open
content license (like Creative Commons).

Disclaimer/Complaints regulations
If you believe that digital publication of certain material infringes any of your rights or (privacy) interests, please
let the Library know, stating your reasons. In case of a legitimate complaint, the Library will make the material
inaccessible and/or remove it from the website. Please Ask the Library: https://uba.uva.nl/en/contact, or a letter
to: Library of the University of Amsterdam, Secretariat, Singel 425, 1012 WP Amsterdam, The Netherlands. You
will be contacted as soon as possible.

Download date:26 May 2023

https://dare.uva.nl/personal/pure/en/publications/capitalist-discipline-on-the-orchestration-of-corporate-games(e301f259-3182-46e3-9d69-fea0f2576fe2).html


CAPITALIST DISCIPLINE 

 261 

Chapter 9 Consequences: On the Drift of Discipline 
 

9.1 Recapitulation: the spell 
 

“Isn’t there something you [the Finance Minister] can do to order us [the banks] not to take 
all these risks?” How to fathom the animation of the swings of capitalist discipline without 
resorting to the metaphysics of “animal spirits” or the more homely physics of “greed”? 
Maybe helpful is to imagine a collector who just has run into a fake Vermeer or Picasso in 
his private collection. What to do? Likely he will try to get rid of the lemon as quickly and 
discretely as possible. That’s the reason why fakes travel faster than solid bodies. The 
swings of capitalist discipline have much to do with this: the willing suspension of disbelief, 
followed by the willing transfer of self-disbelieved beliefs. This may be, in a nutshell, the 
“spell” of capitalist discipline: not false consciousness but false consonance. 

At the end of the journey we present the answers to the questions formulated at the 
beginning. The foregoing can be summarized as follows. The Leitmotiv of our journey is the 
quest for a micro-foundation of the discipline of undisciplined interests in modern capi-
talism. Capitalist discipline is the explanandum. Capitalist discipline stands for the variable 
capacity of the social order to produce and reproduce credible internal and external 
commitments ( The term “reproduction” is meant to be free of static connotations: order 
may be preserved by creating new combinations of resources and partnerships; and the 
preservation of order may be the upbeat to disorder, triggering a new round in the quest for 
social order).Strategic moves and countermoves, based on the logic of the actors, constitute 
the micro foundation. The logic of games (meso level movements) and the logic of social 
order (macro level regimes) are the cumulative result of the logic of the actors (micro 
level).On the other hand, once socially “constructed”,  disciplinary regimes (macro level 
order) and  dito arrangements (meso level games) feedback on strategies and stratagems 
(micro level choices). 

 Our study commenced with the conjecture that the (re)constitution of the negotiated 
order of modern capitalism rests on a mix of Schellingian & Schumpeterian skills for 
creating new combinations of partners & resources. The viability and stability of these com-
binations rest on the credibility of commitments. The latter rests on two essentials: the 
representativeness of the players – assumed to be based upon their internal mobilization-
potential and cohesion – and reciprocity – argued to be based upon the players’ external 
mobility-potential and indispensability. Both are essential for the (re)construction of politi-
cal-economic order in so far as mobilization and mobility differentials “decide” about the 
ratio of “creative” destruction versus obstruction-powers in the political economy. In our 
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argument it is the relative distribution of creative destruction and obstruction-powers that 
figures as the single most important predictor of the way rival firms and rival states handle 
the quest for discipline. 

We propose to label the perspective adopted in this study a political economic game-
theory. Political because the anatomy of power and authority constitutes the basis of the 
analysis. Economic because the circulation of resources – financial, intellectual and relational 
assets – play a critical role in the explanation of the transformation of disciplinary arrange-
ments. And a theory of games because strategic choice by organizations is assumed to be 
based on what others are expected to do or refrain from. What follows is a resumption in 
dynamic terms of the problem we began this expedition with, to wit: micro rationality – the 
logic of the players – does not perforce lead to meso, respectively macro rationality. For a 
dynamic rehearsal of that key-note we propose to reconceive the logic of the respective 
subgames – from Conversion and Cooptation to Containment and Consolidation (see for 
their initiation Chapters 7 and 8) – by reconsidering them as the subsequent stages of a cycle. 
As the argument goes, each stage conveys distinct characteristics in terms of arena, agenda 
and timing, resulting in different sorts of disciplinary arrangements with their own specific 
diplomatic signatures. As a consequence, the systemic level of analysis – call it the logic of 
the supragame – will be reconceived of as the recycling of the respective subgames. The pre-
ceding chapters detailed the specifics of the subgames. The main question that remains to 
be answered is: what are the forces that push the transition from subgame to subgame? It is 
here that we arrive at the heart of the expedition: what drives the pulse and pace of the 
carousel of capitalist order and disorder? 

 
In a schematic fashion our Leitmotiv is cut up in three logical steps: explaining the supra-
game by exposing the logic of the subgames; explaining the subgames by exposing the logic 
of the actors; and finally, explaining the logic of the actors by exposing the need, room and 
capacity for self-discipline. By explicitly granting equal explanatory status to these three 
interacting levels of causation, our methodological position subscribes to an interactionist 
point of view, as opposed to a methodological individualist (“agent”-driven), respectively in-
stitutionalist (“agency”-driven) perspective. The reasoning, again in a schematic fashion, runs 
as follows. The carousel of discipline takes off with a plot: the propensity for overgrazing 
and/or underinvestment due to preemptive instincts. Hence the adage we started with: 
caveat preemptor. The cycle collects its self-propelling momentum from a twist, to wit: the 
propensity to hedge the risks and regrets around contractual hazards. The latter constitute 
the core of our thrift-axiom, that is the propensity to economize-on-commitments: at the 
roll-out of the cycle downstream (from producers to customers) and in subsequent stages 
respectively upstream (from producers to suppliers) and sideways (from producers to 
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producers). The carousel is driven by a couple of constants: in the beginning figures the 
collective temptation of “sharing the spoils” (see the “Icelandic domino” or “Paulson 
cycle” in Chapter 1, representing the prototypes of this sort of tacit understandings or con-
sonance). The temptation, however, is bound to be accompanied by tacit concerns about 
eventual “holdups”, inherent to the incompleteness of contracts. As long as reasonable 
doubts about the final outcomes of the carousel are spontaneously suspended (more, 
however, about this “spontaneity” later) the collective illusion holds on. Contractual 
incompletenesses are endemic – for reasons to be elucidated below – but the hazards that go 
with them are asymmetrically distributed: in each phase of the cycle figure stage-specific 
captive versus non-captive combinations of resources-and-partners, generating an uneven 
partitioning of the divides between value-creation versus value-appropriation. Hence a 
second, more compelling adage: caveat captor. 

One may wonder whether there exist recipes for breaking the spell of the “false” 
consonance. Theoretically the Faustian spell may be repudiated by the mobilization of 
“countervailing powers”. Against the backdrop of the foregoing a reappraisal of Galbraith’ 
original ideas on the subject suggests that for the rendering of countervailing powers we likely 
have to look for other levels of conflict articulation and interest intermediation than the 
systemic level the author of the New Industrial State was dwelling upon. The preceding 
chapters, reconfirmed as we have seen by more recent lessons, suggest that it is inadvisable 
to invest too much confidence in the prudential or corrective powers of the “newer” 
Industrial state. States, in an analogous if not complementing fashion, appear to be equally 
susceptible as its private counterparts and their associates for contractual hazard, and thus 
for the discrete charms of the Faustian spell (electoral sensitivities of democratic states tend 
to corroborate rather than counter the trained myopia of taking the adjacent links rather 
than the complete chain of interdependences as a point of reference). Top-down attempts 
at the tightening of existing codes of corporate conduct fail to deliver what they pretend if 
they do not address the bottom-up workings of the logic-of-cohabitation among rival states 
and rival firms, that is: at the ground level where the conditions of interdependence dictate 
the games organizations play. It is there that we have to look for the origin, and thus for the 
room for remediating the trampoline of capitalist discipline. 

For an adequate understanding of the derailments of economic order we do not have 
to choose between the doctrines of “market” versus “state” failure. The real spell appears 
to be a co-product of the logic of interaction of the two: rival firms exploit the margins of 
discretion stemming from the rivalry among states (and among regulating agencies within 
each of them); on the other hand, rival states (and their agencies) benefit from the compe-
tition among firms who appear not to be equals in terms of their exposure to relational and 
reputational “holdups”. What has to be broken is the false, while short-cyclical consonance, 
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respectively contamination of public and private interests. (Epitome for the “conso-
nance/contamination”-thesis are the abortive attempts to arrive at effective supranational 
monitoring and sanctioning standards for cross-border banking operations, aptly 
summarized in a dictum (reportedly voiced by Axel Weber, president of the German 
Bundesbank, quoting a colleague in the Financial Times, 23 April 2009: “Banks are 
international in life but national in death”). 

The only way out of the spell lies in changing the barriers that obstruct the migration from 
subgame to subgame, that is, somewhat paradoxically, in boosting rather than arresting the 
cycle. The name we propose for this supragame is meta-competition: breaking the spell by 
promoting the “competition” between the respective subgames by easing the transition 
among them – what in fact boils down to permitting more symmetric and more timely exit 
opportunities for those who find themselves hostages in specific stages of the cycle. (Need-
less to repeat that not games are competing but actors, differing in their freedom to enter or 
leave the games). Attempts to change the subgames themselves are costly and probably 
counterproductive in a political-economic order otherwise based upon the self-acclaimed 
preservation of the “freedom to contract”: as demonstrated in Chapter 1, overgrazing due to 
the competition-trap as well as undergrazing due to the competence-trap remain self-
inflicted events. As we argue further on, the countervailing role for what we propose to call 
a “Devil’s advocate” is to take sides with those who regret their self-made entrapment in 
specific stages of the supra-cycle and seek to escape from there. The crux of the role of a 
Devil’s advocate is to sharpen a society’s sense of anticipation of potential capture and to explore 
the room for creating more balanced power relationships among captors and captives by 
enlarging the latters’ chances of migration from subgame to subgame. 

The novelty of this study lies in singling out some affinities between Schumpeter and 
Schelling, with Galbraith somewhere in-between – notably regarding a shared taste for the 
dialectics of countervailing powers in the “taming” of capitalist instincts. The upshot of 
their imaginary conversation is remarkably fit for an update of our understandings of the 
cyclical logic of cohabitation among antagonists that continue to need one another for the 
materialization of their own ambitions. This mutual indispensability of a kind is the breeding 
soil for what inspired Schelling to his seminal ideas on the “precarity” of partnerships 
among “incomplete antagonists”. For a better comprehension of what may come from the 
“incompleteness of contracts” we therefore propose to start from Schelling’s idea of the 
“incompleteness of antagonisms”. (It should be noted, against what we said about the cycli-
cal convertability of competitors and complementors, that it might be more accurate to speak 
of “proto-agonists” than of – complete or incomplete – “antagonists”). 

The political economy-of-cohabitation presented in the preceding chapters has 
pointed out the voids of the two main Gestalts in the academic literature on strategic 
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behavior and institutional forms, earlier labeled as the “Habitus”, respectively “Habitat” 
schools of thinking. What strikes is what both leave untouched, in spite of what they 
declare to aim at in their respective research-agendas, to wit: the explanation of the ratio-
nality of strategic choice and the selection from alternate forms of institutional 
coordination. What remains untouched is the puzzling interplay between micro-organi-
zational choices and macro-institutional consequences, that is an exploration of the 
mechanisms that expose the pulse and pacing of economic organization and disorganization. 
The main reason for this “forgotten chapter”, so we surmise, is a lack of sensitivity for the 
crucial role of structural asymmetries and cyclical changes in the mobility of resources and/or 
partners in the explanation of the orchestration (rather than “organization”) of capitalist 
discipline and undiscipline. As argued in the foregoing, our nested economics annex politics 
of cohabitation-framework aims at a dynamic relinking what became  separated by those 
who study the macro “institutions” of capitalism and those who look primarily at the micro 
“organization” of economic life (without spelling out its macro-consequences). 

Habitus-models overlook modern manifestations of an old topic: the separation of 
ownership and control (for the original canon see Berle & Means, 1932). In modern repre-
sentations the divide is presented in terms of conflicts of interest between “principals” 
(shareholders) and “agents” (executives) (for the “modernization” of the “1932-canon” see 
Jensen & Mecklin, 1976). 

Apart from what has been said before on the separation-issue, three essentials remain 
uncovered in the literature on corporate governance and associated (residual) appropriation 
concerns. First, by assuming a monolithic and static definition of “the” interests of “the” 
principals, principal-agent analysts seem to be apprehensive for the need for monitoring 
and constraining the discretionary margins of agents only, whilst there is ample and cumu-
lative evidence (apparently since some thirty years: see North, 1981; and Levi, 1988) to be 
concerned about the need for constraining the principals as well. 

Second, and not unconnected to the foregoing, how distinct is the distinction between 
principals and agents? From “ barbarians at the gate “ (see the narrative by two Wall Street 
journalists, Burrough & Helyar, 1990, about the whereabouts of activist shareholders, hedge 
funds and private equity) – principals have seen themselves systematically promoted to 
barbarians “inside the gates” – to the practical effect of wiping out the distinction between 
principals and agents (see the blossoming documentation on this secular travesty of 
corporate control and the spoils: Cohan, 2008; Tett, 2009; and more recently Akerlof & 
Schilling, 2009). As a result, the eye of the real battle for corporate command-and-control 
remains virtually invisible in academic premises. 

By eliding over the “battle of the principals” the corporate-governance literature, 
including transaction costs economics (Tce), overlook another problem: with the blurring 
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of the “gates” of organizations enters a legal fiction: Who are the real “inmates” of the firm, 
and who the “outsiders”? The result is the birth of the “virtual” or “phantom” firm or 
holding, that is an entity – though posing as something with authoritative command over its 
“own” resources – has lost its capacity to act as a sovereign actor. (As argued earlier, the 
adage “economizing on transactions” loses for this reason much of its directivity as an 
explanatory compass, and should therefore be replaced by the axiom of “economizing on 
commitments”, what practically means: hedging transaction-costs by shifting them to 
complementors and competitors, for instance in exchange for yield-sharing or other 
market-splitting arrangements – the more so when the visibility of the “costs-of-transacting” 
can be shifted to the future.) 

What adds to the loss of corporate identity and sovereignty is a third contingency that 
this “inside-out” perspective seems to overlook: the ownership and control of what? 
Principal-agent approaches are primarily about the (formal) ownership and control of 
financial assets, leaving unaddressed the ownership and control of two other, for a firm’s 
survival increasingly vital immaterial or “intangible” assets, to wit: intellectual and relational or 
network capital. Owning or controlling a firm’s “cash”-nexus does not imply ownership or 
control of its “brains” and/or “relational” nexuses. As far as not only “footloose” financial 
capital but also intellectual and/or network assets are observed to migrate across the 
boundaries of organizations – eventually without the consent of both principals and agents – 
these spillover- (brain drain) and crossover-hazards (relational drain) must affect a firm’s self-
“command” as a representative licensee (an unintended effect ignored by the literature on 
spillover-hazards, see Hamel, 1991; for an early, but rare, exception to this neglect of 
spillover-hazards in inter-firm – e.g., R&D – agreements, see Jacquemin & Spinoit, 1986). 
The phenomenon is particularly salient in knowledge-intensive sectors – like biotechnology 
(pharma), financial firms (orchestrating mergers & acquisitions in the real economy) and 
engineering “boutiques” (nano and medical technology) – all of them examples of (cross) 
sector hybrids of brains-and-connections that are increasingly migration-prone and 
decreasingly location-specific. Summing up: for tracing the locus of “Schumpeterian” com-
petences – that is: the capacity to cope with spillovers originating from new combinations of 
resources – we must look at other places than inside the gates of the “sovereign” firm. 

The foregoing identifies, from an “inside-out” perspective, the sources of the 
“imperfection” of contracts as the consequence of the uncertain status of organizational 
boundaries. Habitat models – the “outside-in” perspective – struggle with, or just deny, the 
problem of delineating the boundaries of the relevant domain (a broader concept than the 
proverbial “relevant market” in which organizations operate). At the highest level of 
aggregation, the Habitat-debate gets stuck between two counterpoints: supply versus 
demand-side economics. The trouble with the (neo-liberal) supply-side perspective is that it 
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largely ignores what its founding father Adam Smith in his Theory of Moral Sentiments had to 
tell about the need for regulation of “free” markets (cf. on this “forgotten chapter” Sen, 
2009). The trouble with the (neo-Keynesian) demand-side perspective is that it largely ignores 
what its founding father Keynes had to say about the need for constraining the leeway of 
unfettered financial speculation (cf. Skidelsky, 2009). What both sides in the battle-of-
economists seem to forget is the role of clustering or nestedness in their explanation of the 
organization of economic order and disorder: the “[...] network structure of the economy 
has not been incorporated into macro-economic analysis” (Colander et al., 2009: 14). 

Even at less abstract levels of aggregation, for instance in industrial-organization and 
behavioral economics, focusing at firm-to-firm interactions and market structures, the 
mainstream does not address the consequences of cluster-formation among competitors 
(incumbents versus new entrants), complementors (suppliers and customers), sponsors 
(credit raters, law firms, investment bankers) and the impact of the malleable per-
missiveness of regulatory institutions – thus leaving to others the proper demarcation of the 
inner and outer confines of the relevant circuits in which firms operate. As a consequence we 
learn, again, too little about the main issue: how disciplinary arrangements handle the 
problem of the “incompleteness-of-contracts-among-incomplete-antagonists”, and how 
these might affect the sustainability of economic order. 

 
Clusters: an antidote against contractual hazards? 

Notable exceptions to the neglect of clusters and inter-firm loyalties and learning from co-
specialization are Van Tulder & Junne (1988), Best (1990), Kester (1992), Porter (1998), and 
Nooteboom (1999). Yet, mainly because of a predominant focus upon the competitive advantages 
of geographical proximity, allegedly fostering a higher sense of inter-actor commitments (see for 
instance Saxenian, 1994, and the growing empirical documentation on so-called “industrial 
districts”, such as the knitwear-industry around Modena and the automotive industry around 
Baden-Württenberg, in Grabherr, 1993: 204-251) – none of these studies addresses the challenges 
for the sustainability of inter-firm loyalties and contractual stability that go with the increasing 
“flexibility” of organizational and domain boundaries in an internationalizing economy. Interest in 
this sort of ambiguities is only in the earliest of its beginnings (see for an assessment of the 
immaturity of the multi-level analysis of clusters and spillovers Ebers, 1997: 8-12). 

 
Apart from the question of resource-spillovers the foregoing hinted briefly at a second potential 
source of contractual incompleteness and appropriation hazards, to wit: crossover-hazards. 
Crossovers refer to the room for switching partners, inside or across the boundaries of 
existing domains. Crossovers challenge another sort of academic fiction, that is, the 
accreditation of a “community-of-interests” that may turn out to be a perfect fake. A “fake” 
community is an institutional setting that – while still posing as a disciplinary arrangement – 
fails to define its span of enforcement, therewith losing its capacity to generate and replicate 
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long-term reciprocal commitments. For tracing the focus of “Schellingian” competences – 
what means: the capacity to cope with crossover hazards originating from new combinations of 
partners – we may have to look at other places than inside the gates of “fixed” domains. 

Both sources of the imperfection of contracts – a fortiori when operating in tandem – 
bring about a phenomenon that is known as “holdups”, that is, organization and/or 
domain-specific commitments that are not equally binding for all. Holdups arise from 
“gestation” lock-ins, that is, physical, knowledge and relation-specific investments that lose 
their value-creating potential once they are cut off from their initially intended deployment 
– therewith opening the possibility of exploitation and misappropriation of the held-up by 
their less or non-specifically committed counterparts. 

Summarizing: it is the persisting apartheid among a series of disciplines that otherwise 
have serious things to say about the impact of contractual hazards on matters of corporate 
governance and industrial change, that may explain why they have too little to say about the 
impact of (im)mobility on the mobilization and maintenance of new combinations of resources 
and partners. The Habitus-corpus ignores the Schellingian paradoxes of corporate diplomacy – 
stipulating that cooperation is “disciplined” by the threat of potential competition (just as 
competition may become “disciplined” by the potential benefits of cooperation) – while the 
Habitat-corpus ignores the Schumpeterian paradoxes of corporate governance – asserting that 
competitive advantage may rest on the capacity to create new combinations of resources, 
critical parts of which appear to be controlled by one’s (present or future) opponents. Our Co-
habitation framework aims to address both paradoxes and therewith sharpen the focus of 
what has to be explained: the logic of a negotiated political-economic order by specifying 
the links between the need, the room and the capacity for capitalist discipline under 
changing conditions. The latter refer to variations in symbiotic as well as competitive inter-
dependence: the specific mix differs from sector to sector, and co-varies with the particulars 
of the cyclicality of capitalist discipline. With interdependence enter the possibilities of spill-
over and crossover-hazards: both pose challenges to the quality of Schumpeterian alias 
Schellingian skills. The room for spill and crossovers affect a player’s license-to-operate (a 
proxy for an organization’s “command and control” over its critical resources) and its 
capacity-to-reciprocate (a proxy for an organization’s “command and control” over its critical 
partners). Both play a crucial role in a final, more decisive problem that we address now: the 
passing-on of contractual hazards – and its consequences for the capacity of the negotiated 
order of capitalism to reproduce itself as a sustainable texture. For that we propose to look 
at the “supra”-cycle that reconnects the respective subgames. 
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9.2 The plot: the recycling of discipline 
 

Before unfolding the complete picture, we briefly line up some key-terms and the main 
propositions on the phenomenon we want to clarify in this section: the carousel of discipline. 
 

Key-terms: 
Contractual hazards and appropriation concerns refer to the incompleteness casu quo 
imperfections of contracts due to inequalities in the search & switching costs of resources and/or 
partners. Imperfection and incompleteness arise from spillover and/or crossover-hazards. The 
latter affect the credibility of commitments and therefore the stability of the negotiated order 
based upon them. 
 Moral hazards refer to systemic incentives for individual short term anticipatory casu quo 
preemptive behaviors that on the longer term may undermine, in a cumulative fashion, the 
viability and sustainability of the system. 
 Moral blame is invoked when contractual/moral hazard is the result of intent  though proving 
malice may turn out to be another enterprise, as we will see in a while). 
 Holdup refers to the eventual captiveness or “lock-in” of resources and/or partners in 
organization/domain-specific combinations; the lock-in makes these combinations liable to the 
exploitation by others, that is resource(s) and/or partner(s) that, for whatever reasons, benefit 
from lower switching costs when leaking/migrating across organizational/domain boundaries. 
 Representativeness is a proxy for an organization’s command over its “critical” resources: it 
defines its license-to-operate. 
 Reciprocity is a proxy for the stability of an organization’s control over its “critical” partners: it 
defines its capacity-to-reciprocate. 
 Discipline is a proxy for credible commitments as a function of representativeness and 
reciprocity: it is the essence of order. 

 Diplomacy refers to varying mixes of cooperation and competition: it stands for the continuation 
of rivalry with other means. 
 
The foregoing may be comprized in two key-propositions: 
 
Key-propositions: 

1. Diplomacy is a function of discipline: 
 Discipline varies with the representativeness and reciprocity of  organizations 
 Representativeness and reciprocity explain the predominant direction of the sharing 
and shifting of contractual hazards. 

2. The recycling of discipline is a result of: 
 Mutations in the relative switch-and-recombination costs of resources. Asymmetric lock-ups 
entail spillover hazards; spillover hazards affect the representativeness of the players: 
the higher the spillovers, the lower the representativeness. 
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 Mutations in the relative switch-and-recombination costs of partners. Asymmetric lock-ins 
entail crossover hazards; crossover hazards affect the reciprocity of the players: the 
higher the crossovers, the lower the reciprocity. 
 

To fully sense the implications of these propositions the key-notion of criticality should be 
made more specific: resources and/or partners are critical if they are (1) non-substitutable, 
(2) non-imitable, and (3) serve as a catalyst for collateral resource/partner combinations 
(past and future). Criticality is neither a universal nor a constant. The criticality of resources 
and/or partners differs from sector to sector and changes from stage to stage in the life cycle 
of firms and sectors. Serving as a critical resource and/or partner-combination means: 
serving as a catalyst for the intra-organizational value-chain and/or extra-organizational 
value-domain. The crux in this framework, and therewith for our insight in the circulation of 
the resulting subgame regimes, are the lower shifting and/or switching costs of critical 
resources and/or partners relative to their “locked-in” collaterals. Asymmetries in shift and 
switching costs are the drivers of the recycling of discipline. 

Translating our earlier typology of subgames in terms of changes in the salience of 
spillovers and crossovers shows how the bases of bargaining power change. Conversion and 
Cooptation games constitute the “start” and the “roll-out” of the cycle. As stipulated in 
Chapter 8 (Figure 8.2) the Conversion game – stage I, in which incumbent producers are fa-
cing new entrants – is characterized by closed organizations and variable arenas. As a 
consequence not spillover but crossover hazards are at stake in this phase. The basis of 
power in a Conversion game is the capacity to obstruct new entrants. In the Cooptation game – 
stage II – both organizational and arena-boundaries are open and variable. As a conse-
quence spillover as well as crossover-hazards are prominently present. The power base in 
this phase is the capacity to induce customers and other sorts of vertical (e.g., R&D) 
complementors. Containment and Consolidation games constitute the “roll-back” and the 
“end” of the cycle. In a Containment game – stage III – in which producers look for a nested 
hierarchy of suppliers and other horizontal (e.g., infrastructural) complementors, 
organizational boundaries are open but arena boundaries tend to become more and more 
fixed. As a consequence not crossovers but spillover hazards constitute the primary 
concern. The power base in this phase is the capacity to contain suppliers and secondary 
complementors. In the final stage IV – the Consolidation game – in which incumbents are 
primarily busy with horizontal takeover fights, both organizations and arenas become more 
and more closed and invariable. Spillover and crossover hazards are not a matter of primary 
concern. The base of power shifts to the capacity to preempt rival bidders. 

 In terms of the “recycling” of discipline the foregoing can be summarized as follows: 
the higher the salience of spillover-hazards – the locus of mobilization resides increasingly 
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outside the bounds of precisely defined organizations – and the higher the salience of 
crossover-hazards – the focus of mobility lies increasingly outside the bounds of precisely 
defined domains – the less stable the resulting negotiated order. 

Disorder refers to the loss of representativeness and/or reciprocity among rival 
interest-formations, that nevertheless continue to need one another for the reproduction of 
their own welfare – be it for each of them under different time pressures and in different 
gradations. Disorder is the yield of the incompleteness of contracting, itself the result of the less 
than perfect individual and collective “command-and-control” over new combinations of 
critical resources and/or partners. Command-and-control over specific resource/partner 
combinations (R/P) follow a cyclical pattern: each subgame qualifies alternate R/P 
combinations as the leveraging catalyst. Mutations in disciplinary arrangements follow 
mutations in the criticality of R/P combinations, entailing changes in the bases of bar-
gaining power. Leaving further specifications out, the essence of the “quest for capitalist 
discipline” can therefore be recapitulated as follows: 

Discipline follows the migration and recombination costs of critical R/P combinations. 
Power accrues to those R/P combinations that – in each of the stages of the cycle – serve 
as a catalyst for other R/P combinations, whatever the best alternate combinations in which 
the latter may figure. Appropriation hazards are based upon mobility and mobilization 
differentials: asymmetries in migration and recombination costs define the room for 
extracting and appropriating private benefits from the dynamics of collective value creation. 
Captive are the players with the highest migration and recombination costs due to their 
domain and organization-specific investments. Catalyst are the players that initiate and 
orchestrate the transition from subgame to subgame due to their lower or non-existent 
exposure to organization and/or domain-specific investments. Captives are bound to 
follow catalysts: their submissiveness is a function of catalysts’ “creative” obstruction, 
respectively inducement, containment or preemption powers. The latter assertion brings us 
closer to the explanation of the circulation of capitalist discipline than either the currently 
prevailing studies of the “macro” institutions of capitalism or those who study the “micro” 
organization of economic life, seem to provide for. 
 

9.3  The twist: on the calculus of complicity 
 

Some ten years before Galbraith (1968) announced the “ultra-stability” of the New 
Industrial state, girded by what he perceived as the virtual absence of any “limits to the 
growth of Big Business” (cf. Chapter 2), Penrose asserted, echoing Schumpeter’s thesis on 
the endogenous nature of the decline of capitalism’s hegemony: 
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“If the case for (..) big-business competition is a strong one, its strength rests on 
conditions that are not self-perpetuating, but may themselves be destroyed by collu-
sion, by the extension of financial control, and by the struggle to resolve the contra-
dictions in a system where competition is at once the god and the devil, where the 
growth of firms may be efficient but where their consequent size, though not in itself 
inefficient, may create an industrial structure which impedes its own continued 
growth”. Penrose (1959: 265) 

 
Which one of the two vistas one prefers depends, apart from our benefits of hindsight, on 
one’s appreciation of a multilevel perspective in which intendedly rational moves eventually 
end in non-intended, irrational consequences; and in which some suffer less than others 
from these irrationalities, or may even benefit from them. Penrose’s apocalypse reiterates 
the tragedy of the commons and the waste lands: when individual rationality preemptively 
leads to overgrazing and/or underinvestment in industrial renewal, productivity losses and 
stagnation or greater mischief may be the return on local, as opposed to systemic rationality. 

The search for “bigness” is the rationalization of the elusive belief that the “god and 
the devil” can be reconciled by annexation and centralization. Part of the failure by 
regulators, financial institutions and the academic establishment to understand the clash of 
micro versus macro-rationality can be traced back to “the untenable belief that all risk is 
measurable (and therefore controllable), ignoring (the) crucial distinction between “risk” 
and “uncertainty” (R. Skidelsky, The Guardian, July 27, 2009). When uncertainty obtains for 
everyone, investors will focus on risk – not because risk is easier to control but because it 
can be shared with or passed-on, for some time, to others. The only proviso is the 
availability of routines and rationalizations that facilitate the transfer of risk and the 
redistribution of regrets. 

Risk appetite and regret attitudes are neither psychological nor folkloristic attributes. 
What counts are not the nerves of the gamblers (however breathtaking their track-records; 
see for instance Lewis, 1989; and the cavalcade in Cohan, 2008). What matters, instead, is 
the intelligence of the nervous system that elicits the rules and rewards for the gambling. The 
room for the offshoring of risk, instead of its “control”, and the need for regret-
minimization over its adverse outcomes, instead of belief in its “inevitability”, vary with 
one’s structural position in the iron triangle of upstream, downstream and (col)lateral inter-
dependencies. The longer and the more branched-off the political-economic constellation, 
the longer it takes to arrest or return the rotation of risk and regret. The space for the 
displacement of risk & regret defines the pace of its return to the origin: the “appetite” for 
risk-and-regret is not a personal but a positional affair. 
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Share and Shift 

Note that sharing and shifting differ in direction, not necessarily in nature, because sharing is 
shifting-in-commission. For instance, when a Federal Deposite Insurance Corporation (the US-
institution that reinsures private deposits) imposes stricter balance requirements on private equity 
that wants to take over banks-in-trouble but prohibits their resale within a period of three years, it 
suffices for private equity to bypass the imposed “lock-up” by sharing the risks of the takeover with 
regular investment banks (that are granted to operate under less restrictive conditions). Another 
instance is the situation when a firm, fearing to become a prospective takeover-target, starts with 
the hope to benefit from playing off the competing bidders, only to discover after a while that the 
competing “black knights” managed to stage a shared offer that the target can’t refuse. Even if the 
target (for example an ABN-AMRO) expresses publicly its strong own preference to be taken over by a 
self-casted candidate (Barclays) it may find out after a while to be outbidden by an occasional 
consort of three, non-casted rivals that succeed together in tearing apart the targeted bank. In 
another illuminating case we meet a Dutch aircraft manufacturer (Fokker) negotiating about a 
takeover by a German competitor (Dasa, a subsidiary of Daimler Benz): for a proper understanding 
of the (for Fokker)dramatic outcome of this, at first sight bilateral negotiations, it is useful to know 
that Fokker’s core suppliers (fuselage, wings, engines) were owned by, respectively supplying to 
Fokker’s rivals too. That this is by no means an exceptional situation can be demonstrated in 
another instructive example of the relativity of sharing versus shifting: the 55% takeover of Opel, a 
German subsidiary of the near-bankrupt US auto manufacturer General Motors, by Magna – a 
Canadian first tier supplier shipping components and modules, not only to GM/Opel but also to 
Opel’s Germany-based rivals, Volkswagen and BMW. During the protracted rescue annex takeover 
negotiations VW and BMW kept overtly silent (around that time the entire automotive industry was 
crisis stricken and in desperate need of some form of “collective”, sector-encompassing state help). 
Promptly after the settlement of Opel’s takeover by Magna, VW and BMW declared not to be 
amused and announced in concord to swap Magna for another main supplier. (Magna must have 
got the mene tekel in an earlier stage, covertly). 

 
Two conclusions impose themselves. First, sharing-among-rivals is shifting-hazards-in-disguise. 
Second, what a prima vista resembles a two-party game – ABN-AMRO trying to shake-off avances by 
Royal Bank of Scotland by selling part of itself (Lasalle) to a rival of RBS, Fokker versus Dasa, GM/Opel 
versus the German state, private equity versus Federal rules on “lock-ups” – appears upon closer 
inspection to be trilateral games: the shadow of a tertium gaudens decides how the bilateral 
burdens of risk and regret will be shifted to others who, of course, will try to shift their burden 
further onwards. 

 
What keeps the carousel turning ? Several dispositions can be identified – each of them re-
traceable to the earlier mentioned rationales for antagonistic cooperation and the underlying 
division of bargaining powers. Crucial for the turn-around is the capacity of specific players 
to reframe bilateral transactions into three-party games. The reframing is based neither on 
assumptions of “trust” nor “loyalty”: the orchestration of the containment of distrust suffices. 
Neither are assumptions of fraudulent intent or bad faith really needed: controlling for 
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disloyalty will do, as soon as “loyalty” proves to be another word for solidarity and “soli-
darity”, as will be shown below, a matter of sheer survival. It is the foreboding that others pre-
maturely may opt out and therewith will arrest the carousel , that explains why in Pareto’s adage 
(1966: 142): 

 
“Spoliation (..) seldom meets with a really effective resistance from the despoiled. 
What sometimes stops it is the destruction of wealth consequent upon it, which may 
entail the ruin of the country. History shows us that more than once spoliation has 
finished by killing the goose that lays the golden eggs.” 

 
Compare Pareto’s hunch with Akerlof and Shilling’s who, in a recent review of instances of 
corporate fraud and corruption, conclude: “[..] fluctuations in predatory activity [are] related 
to changes in opportunities for such activity” (Akerlof & Shilling, 2009: 38). The authors 
opt for a cultural explanation of the spread of corporate corruption by calling upon: 

 
“varieties through time in the perceived penalties for such behavior. [When] 
everyone else is doing it [..] and no one seems to be getting punished [..] lowering 
one’s adherence to principles is [to some extent] a perfectly rational thing to do [..]. 
Such a process may be part of the confidence multiplier, as corruption feeds back 
into more corruption. [Cultural] changes unrelated to fear of punishment or to 
changes in technology [..] are clearly within the realm of pure animal spirits. Culture 
changes over time to facilitate or to hinder aggressively competitive and predatory 
activities”. (Akerlof & Shilling, 2009: 38-9) 

 
Rests the question: what causes “cultural change”, or more pertinently: what engenders 
“varieties through time (in the) fear of punishment” and fosters the reanimation of the 
“pure animal spirits”? The question remains largely unanswered, except for the mass or 
cultural-psychological metaphor of “corruption breeds corruption”-epidemics. There must be 
another, more structural and less tautological way to look at “opportunity”-driven behavior 
– where another sort of “confidence multiplier” appears to be operating. Capitalism, by 
nature and nurture, is a speculative affair: the calculus of speculation aims at getting others 
engaged in collective ventures on the base of convergent illusions, otherwise the “Faustian” 
twist will not work. One of the hypothesized reasons for the apparent “consonance” was 
mentioned at the end of Chapter 4, telling about the logic-of-cohabitation among “in-
complete antagonists”: part of the puzzle lies, as we have seen, in the logic (cf. Offe & 
Wiesenthal, 1980) of the unforeseen escalation of coercive engagements – that is in the 
transition from the (intendedly “transitory”) politics-of-accommodation to the (“non-inten-
ded, non-transitory”) politics-of-complicity and containment. The other half of the “conso-
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nance” lies in the supporting narratives that moralize and rationalize the coercive engagements 
– largely the (Schattschneiderian) task of sponsors-and-spinners, to wit: investment banks, 
credit rating agencies, accountancy and law firms, and permissive regulatory authorities. 

The countdown of the Faustian spell normally starts with an insiders’ hunch of a 
“promising project”, igniting a grapevine of converging speculations. The follow-up is the 
activation of a pro-cyclical multiplier: a self-propelling proliferation of shifts (up and 
downstream) and the hedgings (sideways) of risks and regrets. The multiplier works as long 
as the bad risks and regrets remain sufficiently dispersed, no matter how visibly the gains are 
concentrated (cf. Pareto on “spoliation” in excerpts from his Cours d’Economie Politique 
[1896] and Manuel d’Economie Politique [1909] in: Pareto, 1966: 114-7; 137-8). The twist rolls-
out in tiers, obtaining the momentum of a hype – until over-exploitation breaks the spell. 

Over-exploitation is the drying-up of the lateral and vertical flow of risks and regrets – 
the “desertification” of the soil of the real economy. It announces the turning point in the 
cycles of “creative destruction”. Recast in terms of the cycle of the four subgames: the 
value-creating part takes off in stage I, the Conversion game (the incubation phase); it rolls-out 
in stage II, the Co-optation game (the expansion phase), that is when new combinations of 
intellectual, relational and venture capital succeed in neutralizing or breaking the obstruction 
power of the dominant mould of firmly entrenched combinations of resources and 
partners. The value-destroying part obtains at the roll-back in stage III, the Containment game 
(the recentralization phase), and ends in stage IV, the Consolidation game (the rationalization 
phase) when a structural mismatch surfaces between long-term overcrediting and short-
sighted underinvestment in improved productivity and real innovations. The overstretch 
becomes manifest when the carousel is about to lose its momentum, followed by a serial 
withdrawal of “trust” in the self-disbelieved beliefs of others. Once the “desertification” sets 
in, a negative multiplier of shake-outs sets off in a massive sauve qui peut, accelerated by the 
aggressively discounted resale of the lucrative pieces of affected firms, all the way up to the 
origin of the Faustian fake. 

The “moral” disclaimer for the fake does not rest upon the methodological individualist 
axiom of “bounded rationality” or an institutionalist “veil” of pluralistic ignorance. It de-
pends, instead, on the “veil” of known unknowns: each sequel in the roll-out of the cycle is 
virtually free to join or not to join, dependent on the perceived room for passing-on the risks & regrets 
– thus remaining perfectly free to waive any sort of accountability for the carousel as a 
whole. Clearly, this is not a specimen of herd-behavior or “animal spirits” (pace Keynes and 
Akerlof c.s.). What, a contrario, explains the “bandwagon” of the false consonance is a 
shared stake in the unimpaired prolongation of the momentum of the train of risk & regret – the 
term animating spirits may be closer to what actually happens – thus creating, not on pur-
pose but de facto, a tacitly shared conspiracy-of-ignoring. Once underway it proves virtually 
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impossible, respectively unprofitable to back out, let alone to arrest the pull of the 
slipstream. Numerous instances of firms that “overstretched” themselves in the past de-
cades bear witness of the practices of “creative” book-keeping, widely handled as an inter-
nally known-but-silenced secret by the inner circles of stakeholders and stockholders, who 
by no means want to see the démasqué of their over-rated shares before having been able 
to sell them as noiselessly as possible: exactly the pure Catch-22 that accelerates rather than at-
tenuates, let alone arrests the exchange of known unknowns, for as long as the inmates 
have informed reasons to expect – and the means to see to it – that others will hand on the 
“perfect fake”. 

At least two supplementary conditions must be met that reinforce the preservation of 
the transfer of self-disbelieved beliefs. A first candidate, inside large (public and private) 
bureaucratic oligarchies, is the widely documented practice of “functional” ignorance that 
holds that “the left hand was kept in the dark about the right hand’s whereabouts” (see the 
Samsung, respectively Siemens-examples of corporate corruption below). What happens, in 
fact, is that “agency-costs” are internalized: the top echelons do not know and, since it is 
the result that counts, do not need to know which creative risks their own “specialists”, 
down the ranks, are taking. At closer inspection these practices are hardly instances of 
“cultural” predispositions, but a matter of “structural” disposition of the “where you stand 
depends on where you sit”-category. A second, equally lasting source of the persistence of 
the practice of ignoring is the difficulty of proving insider-knowledge cum malicious intent 
from the outside. The following test case illustrates the point. 

 
Known unknowns 

At the end of 2009 the only Wall Street bankers who faced criminal charges relating to the 
subprime-mortgage mess were two Bear Stearns hedge fund managers reported to have 
exchanged, privately, e-mails stating to be “concerned about the health of the funds” they were 
trading, while publicly one of them continued to tell investors that Bear Stearns “felt comfortable” 
with the funds. Jurors and judge, though, decided there was no proof of bad faith. The verdict put 
an end to the short lived jurisprudential heritage of a former New York attorney general, Eliot 
Spitzer, who successfully prosecuted a Merrill Lynch analyst who told investors to buy stocks about 
which he privately wrote in e-mails to colleagues were “horrible”, a “disaster” and a “piece of shit”. 
Unfortunately the lesson of the Bear Stearns-case came too late for Arthur Andersen, the 
accounting firm that earlier was indicted for its role in Enron’s financial fraud, in part because of an 
e-mail that instructed its employees to eliminate any “unnecessary paperwork”: apparently not the 
content of the mails constituted a criminal affront but the shredding of them. The obstruction of 
procedures is easier to corner than the substantive obstruction of social order. Imaginably, then, a 
credit-rating agent wrote, mid-2008, to a colleague, “Let’s hope we’re all wealthy and retired by 
the time this house of cards falters” (The Financial Times, November 12, 2009). As said before: 
regret is a positional, and position a reputational, not a personal matter. 
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9.4 Risk, regret and “loyalty” 
 

Risk appetite and regret attitudes enjoy a prominent status in behavioral economics. A 
general, at first sight plausible assumption is that (most) people are risk-averse and do not 
like to excel (publicly) in mistaken decisions. Schenk (2006) resumes the risk and regret-
avoidance axiom for explaining the paradox of the resurgence of waves of mergers and 
acquisitions despite ample proof of its (mostly) disappointing outcomes. More often than not 
mergers and acquisitions perform badly: they appear to be economically inefficient, destroy 
rather than create value and choke the slack needed for innovative investments. Worse, 
when M&A’s do not generate wealth, economies as a whole will suffer. Yet the pheno-
menon persists. How to explain the anomaly? 

The prevailing explanations are variations on the premise of imitation in small-number 
games. The game starts with the assumption of discretionary margins for economically 
irrational behavior (as for instance stipulated in agency theory). When agents’ income, perks 
and status rise with the size of a firm, boosting size rather than profits will be the likely 
result: agents are consuming funds that should accrue to the principals. Furthermore, self-
confidence based on prior overpayment and, by the way, an industry-wide lack of solid 
understanding of the objective causes of corporate success and failure, may strengthen the 
propensity to mimic what others are doing, that is embarking on M&A’s even when proven 
to be unprofitable. 

Reputational effects – sharing the blame with peers that apparently misread the signals 
in a similar way – and economizing on the costs of independently gathering information on 
the “real” threats and opportunities casu quo “real” strengths and weaknesses of the others 
that consider M&A’s – all these specimens of “adverse selection” will but reinforce the 
mimetic drive. Schenk, though clearly subscribing to the herding-alias-cascade theories of 
the diffusion of “irrationality” in economic life, criticizes the “static” nature of these 
interpretations since none of them is able to clarify why M&A’s occur in waves. To rectify 
for that shortcoming Schenk proposes his “minimax-regret “ theorem – following the expe-
rimental tenets of “prospect theory” (launched by Kahneman & Tversky, 1979, establishing 
the new orthodoxy in behavioral economics) – holding that “[...] the displeasure associated 
with losing a sum of money is greater than the pleasure associated with gaining the same 
amount”. According to “minimax-regret”-routines decision makers will always follow the 
merger initiative of their peers: imitating a successful M&A is a joy for the imitators while 
imitating a failing M&A is a blame for all who failed to read the odds correctly, but failing 
to follow a successful M&A is a regret forever. So far, so good: “minimax-regret and 
defensive routines lead to bursts of merger activity”. 



CAPITALIST DISCIPLINE 

 278 

But, then, what will turn the tide? Schenk (2006: 170): “The merger boom levels off as 
a result of lacking and/or lagging productivity/profitability gains, and price rises for targets 
[...] Reconstitution management sets in (selloffs, divestitures, demergers, lay-offs)”. Would 
this hypothesis of the “petering out” of the M&A bubble not suffice for satisfying also the 
previous, more familiar imitation routines listed above? Occam’s razor would rather say so. 

As argued extensively in this study, the “tolerance” for the displeasures of risk and 
regret can be looked at from a positional as opposed to a psychological angle. At variance 
with the mimetic, bilateral, move-elicits-countermove cascades of the psychological schools 
of regret-reduction, the positional antagonistic co-operation framework stresses the 
basically nested and trilateral nature of the carousel of the rationalization and passing-on 
(rather than “reduction”) of risk and regret. (In passing it should be noted that an additional 
fallacy-of-composition-problem with behaviorist’s studies of risk-attitudes is that they are 
based on face-to-face or double-blind laboratory experiments, in variably mixed but always 
“closed” competitive/cooperative settings, that is without allowing for the possibility of 
maneuvering risk (and regrets) out of the walls of the laboratory: what the experimenter locks up in 
the confines of his computer tournaments, is bound to re-emerge in his findings). 

Apart from the matrix of upstream, downstream and lateral dependencies – that is the 
three-dimensional space that defines the room for two-against-one switches – the triadic 
stamp highlights the primordial role of the risk & regret prompters, that is those (other than 
“principals” and “agents”) who are in a key-position to advise on the room and the time 
horizon of the displacement of risk & regret. The latter – traders in credibility, including invest-
ment bankers, lawyers, accountants and credit raters – are the real stayers in the Schum-
peterian/Schellingian small-number games of regime prolongation-and-proliferation: they 
orchestrate and distribute the spoils, both in the up and downswing of the carousel. At the 
end of the bonfire of the vanities, after an apposite mourning intermezzo on behalf of the 
clients in the real economy, they check-in again for recombining cash, competence and 
connections for a fresh turn-around of the supragame. In order to pin-point the contrast 
with the “behavioral” as opposed to “positional” approach the foregoing may be called a 
“minimax distrust”-theorem. Much that seems to be irrational from the economist’s 
“expected utility” or “cognitive imperfections”-framework becomes perfectly logical and 
well-understood from a “minimax distrust”-theorem. The simple reason is that the latter 
starts from the premise that experienced players know how to operate in the context of a 
nested game whereas the former start from the basically atomist (as opposed to contextual) 
assumption of discrete tit-for-tats. Dr. Faustus does not need the “framing” of behaviorists 
to fathom the windings of the vortex of captors, captives and prompters. 

Analogous to theories of decision versus non-decision making (Lukes, 1974) wishing 
versus unwishing-to-know – or at least making sure that others cannot surmise what you 
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know and that the “known unknowns” remain unknown – are deliberate acts. During the 
sixteen years that Bernard (“too good to be true”) Madoff managed to embezzle $65 billion 
of his investors’ deposits, the US Securities and Exchange Commission (SEC) received at 
least six times convincing clues that there was something seriously rotten in the state of 
Madoff’s pyramid, as the SEC itself confessed in a recently published report. When asked 
by the SEC why he (Madoff) eventually suspended his options-trade and refrained from 
extracting his hedge funded profits for a while, he was reported to have answered: “I am 
not greedy”. The SEC decided to settle for that (Financial Times, 03-09-2009; for further 
documentation, see Wikipedia, entry “Harry Markopolos”, the premier league whistleblower 
in this casus). Another, more discomforting proof of the calculus of ignoring is provided by 
US Congress, at the end of 2009 ready to vote (once more, see above, Section 9.2) to repeal 
a crucial part of the Sarbanes-Oxley Act – as we saw earlier the law that passed in 2002 
requiring public companies to make sure that their internal controls against fraud were not 
full of holes. The (successful) pressure on the Congress for the repeal is reported to have 
originated from the American Bankers Association, arguing that it had to be made “easier 
for banks to ignore the market values of the toxic securities they owned” and therefore “to 
give [...] the Federal Reserve or some panel of regulators [...] the power to override 
accounting standards”. In the view of the bankers “the financial crisis did not stem from 
the fact the banks made lots of bad loans and invested in dubious securities; it was caused by 
accounting rules that required disclosure when the losses began to mount”. (Floyd Norris, The 
International Herald Tribune, November 6, 2009: 19; italics added). 

As argued above, fear for a self-propelling spiral of distrust-by-disclosure – the so-called 
“whistleblower’s curse” – seems a likely candidate for understanding the persistence of the 
veil of ignoring – incidentally assisted by a self-serving “forbearance” on the side of the 
rating and regulatory agencies (when reappraising their prudential and corrective powers). 
Where you stand in this pyramid of checks and balances does not simply depend on “where 
you sit” (Allison, 1971), but more pertinently on where you come from and are preparing to 
move-on to. We therefore propose to amend Allison’s dictum: where you stand in the 
nested games-of-cohabitation depends on your freedom of movement within and across the 
“circles” of the nested game – a freedom that appears not to be symmetrically distributed 
for each of the inmates. The Allison-amendment rehearses what was earlier said on the 
contrast between first-mover/market sharing and footloose-mover/market transforming 
games. Firstmover/market sharing games hold: whenever there is a split between individual 
and collective rationality, and you can’t beat your rivals, join them. Footloose-
mover/market transforming games assert: when joining is too costly, risky, or otherwise 
prohibited, then bind your rivals by interfering in their freedom of movement. Both belong 
to the repertory of capitalist discipline, but they differ in the mix of underlying principles, to 
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wit: assure entry barriers for outsiders, exit barriers for insiders, and flexibility in the entry 
and exit options for oneself. 

The foregoing sheds a different light on the “exit, voice and loyalty”-grammar that 
Hirschman (1970) once proposed to analyze (and remediate) the laws of “organizational 
decline”. By substituting cross-loyalty for loyalty, Hirschman’s seminal study on organi-
zational decline-and-recovery can be converted into a study of the laws of organizational 
cum inter-organizational discipline. Incidentally, Hirschman’s near-tautological use of the 
concepts of voice-and-loyalty is replaced by something that is morally less exacting, yet 
practically more compelling: not loyalty but “reciprocation” – the capacity for exchanging 
credible threats and promises – is a disciplining force free of normative connotations and 
prerequisites. By dissecting exit-voice-and-loyalty we refocus the analysis on the consti-
tuents of bargaining power and the negotiated order, to wit: entry and exit conditions and 
their distribution across actors over time and place. The following example illustrates our, 
more skeptical, view on the sources and “blessings” of loyalty. 

 
Loyalty, a reappraisal 

Towards the end of 2007, Samsung, a Korean electronics manufacturing giant relying on thousands 
of parts suppliers, was battered by allegations of corruption. Prosecutors ransacked Samsung’s 
offices to find traces of a slush fund allegedly topping $217 million. Says the head of one of the 
numerous component suppliers of Samsung (quoted in The International Herald Tribune (4 
December 2007): 

 
“Everyone is watching what’s going to happen to Samsung. If Samsung takes a punch, we feel the 
shock too. If Samsung shrinks because of the investigation and cuts its investments, smaller 
companies like us will shut down in droves.” 
 The IHT comments: “Striking these behemoths too harshly might well hurt (the) economic 
wellbeing (of the rest of the economy). By the time the scandal has run its course (..) executives 
accused of bribery walk away with light punishment: usually a suspended prison term accompanied 
by an admonition from the judge that they would have been punished more sternly were it not for 
their ‘contribution to the economy’. (..) Being the spine of the economy, if it shakes, the economy 
shakes.” 
 The IHT, quoting an electronic components supplier, owing 70 percent of his yearly turnover to 
Samsung: “No matter what problems it might have, Samsung is still the cleanest (..) company we 
can depend on in this time of economic uncertainty.(..) If we hurt Samsung too much, we will make 
the mistake of burning down our house to kill bedbugs.” 

 
Nested games inspire to another sort of “loyalty” than Hirschman may have envisaged. Not 
strong versus weak ties (Granovetter, 1985) but asymmetries in the length and time horizon 
of the ties with suppliers, customers and the rest of the pyramid appear to be decisive. Each 
subgame selects its own sort of compliance-by-complicity. The resulting discipline is not 
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reducible to the cliché of clashing interests between stock and stakeholders: both tend to 
suffer from the eventual collapse of (in this case) Samsung. Disclosure hurts all in the family 
of entangled interests. It is the horizon and the timing of the cycle that disciplines – not the 
statics of the ties. Even Samsung’s rivals (like Siemens, shortly after Samsung’s exposure 
involved in a similar slush affair) will suffer rather than benefit from full disclosure: in terms 
of competitive matching it is tempting to follow Samsung’s benchmark – in bad as well as 
best practices. Hence the spontaneous conspiracy-of-ignoring. It is worth to note that this 
sort of “loyalty” is by no means restricted to situations of complementary (producer-
suppliers) interdependence. It obtains equally in situations of competitive interdependence as, 
for instance, the so-called principle of “burden sharing” learns. According to the rulings of 
the US Federal Deposit Insurance Corporation (FDIC), like in the European Union, 
individual banks are collectively held accountable for compensating (to some limit) the 
troubled deposits of the clients of a “colleague” in trouble. In that situation the individual 
benefits of disclosure – offering a windfall opportunity for welcoming a flood of freshly 
migrating clients – has to be weighed against the collective discomfort of having to pay for a 
reckless rival. Capitalist discipline is a matter of selfish altruism. What behaviorists tend to 
see as a specimen of “cognitive dissonance” (in search of relief), others, more conversant 
with the logic of cohabitation among incomplete antagonisms, will see as a specimen of 
“consonance” (in search of preservation). 

As preluded in the foregoing, the ultimate sarcasm lies in the “return” of risk & regret 
once the carousel has come to a (periodic) stand-still: the pivotal linkers that trigger the roll-
out of material and moral hazards, happen to be the same that will be asked to take the lead 
in the roll-back. The reason is obvious: when it comes to collateral ravage-and-reputation 
control they are the gate-keepers – the Barbarians inside – with the highest (short term) ob-
structtion and (long term) “creative” destruction potential for the economy as a whole. 
They are the proto-agonists for the orchestration of the “creative” reanimation of cash, com-
petence and connections (“proto” because they reset the stage for the “real” protagonists). 
Apparently the god and the devil need one another for the bail-out of the powers that be. 
(The only assistance the recycling needs is the rewinding by the gate-keepers: lawyers, 
accountants, credit raters and rival states (-agencies), all of them reluctant to give up the 
alleged competitive advantages of “sovereignty” in matters of regulatory arbitrage). 
 

On the calculus of complicity: Tales about the Fox watching the Gees 
One of these gate-keepers, Lloyd Blankfein, chairman and ceo of Goldman Sachs, is reported to 
have understood his bounden calling: “The financial system led us into the financial crisis and it 
will lead us out. (..) As the guardians of the interests of the shareholders and, by the way, for the 
purposes of society, I’d like them [my fellow-Goldmanites] continue to do what they are doing. 
(..) (I am) just a banker ‘doing God’s work’ “. (The Sunday Times, November, 2009). 



CAPITALIST DISCIPLINE 

 282 

 The Wall Street Journal, 5 May 2009, describes how Goldman Sachs – alternately nicknamed 
the “Wizard of Wall Street” – guards the gates between Wall Street, the New York branch of the 
Central Bank and the Washington administration, by exporting its alumni to crucial positions in 
the public sector and vice versa. The head of the New York Fed has a seat in the Board of non-
executive directors of the Bank while its alumni work at the Treasury [cf. this Chapter, section 
9.1]. The Fed and the Treasury decide on life-or-death matters of Goldman Sachs’ rivals. The top 
officials of the US administration – Paulson, Geithner, Liddy – who are reported to have had a 
decisive say in the yes-or-no rescue of Goldman’s rival Lehman Brothers (no) and American 
International Group (yes), were former colleagues or disciples of colleagues from Goldman S. 
((For an overview and update of the connections, including the overseas extensions –”Sachs in 
the City”– see The Sunday Times, November 8, 2009). 
 The New York Times, 9 August 2009, reports how Lloyd Blankfein’s predecessor, Goldman 
Sachs’ former chief Henry Paulson Jr., explicitly promised, upon leaving in 2006 the Bank for 
entering the Government as the minister of the Treasury, to “ avoid any substantive interaction 
with executives [of Goldman Sachs] for his entire term unless he first obtained an ethics waiver 
from the government”. The NYT counted, before the waiver was granted, more than two dozen 
times contacts between Paulson and his former employer, to begin with the launch of a (for 
Goldman Sachs $13 billion worth) bailout of the mega-insurer American International Group 
(AIG), receiving a government loan of $ 85 billion to be “used(..) to pay off Goldman and other 
big banks that were financially threatened by AIG’s potential collapse”. (cf. Neil M. Barofsky, 
special inspector general for the Troubled Asset Relief Program in his office’s report on the US 
Government $ 182 billion “rescue” of AIG – part of which was “funneled inexorably and directly” 
as a “backdoor bailout” to AIG’s counterparties, including Goldman Sachs: “By providing AIG with 
the capital to make these payments, Federal Reserve officials provided AIG’s counterparties with 
tens of billions of dollars that they likely would have not otherwise received had AIG gone into 
bankruptcy”, The International Herald Tribune, November 23, 2009, qualifying Barofsky as “one 
of the few truth-tellers in Washington”). 
 Does this specimen of patronage offers an illustration of the alleged contrasts between 
Anglo/American versus Continental versus Asian regimes of corporate governance, as we are 
invited to belief by comparative surveys on “regional” or “national” business systems (Schmitter, 
1977; Schmitter & Lehmbruch, 1979; Streeck & Schmitter, 1985; Whitley, 1992)? Some, 
commenting on the “blood brotherhood” between the Treasury, the Fed and Goldman Sachs, 
make the explicit comparison with the French elite schools Ecole Nationale d’Administration and 
Ecole Polytechnique, showing a similar traffic of ENA and EP-alumni between the upper tiers of 
the industrial-financial establishment and the sommets de l’État (Le Monde, 24/25-09-2009, 
counting more than ten successful crossings, either directly or in a hop, step and jump via the 
Fed, between the commanding heights of Goldman Sachs and the US Administration). 
 Or, alternatively, does this specimen of pantouflage announce a new Chapter in the evolution 
of capitalist discipline? Apart from reminiscences of “quelque chose de similaire à ce que furent 
longtemps les Rotschild en Europe”(Le Monde, 24/25-09-2009) the scenery is not a far cry from 
Pareto’s “circulation” –in our grammar: “recycling” – of elites. His treatise (Pareto [1935] Vol. III, 
paragraphs 2170-2278, reprinted in: Pareto, 1963) is still helpful for unraveling the conditions of 
elite eligibility-and-recruitment and, especially, for clarifying the miraculous persistence of the 
basic principles of the exchange-of-hostages in the preambles of public-private power. The 
intrigue in short is this: how to comprehend that, in spite of the vertigo of the international 
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haute finance that spoiled the cohesion of the real economy worldwide, including the banking 
system itself, it is again the Fox – Pareto’s metaphor for the treasurers of the “residue” of 
combinatory & speculative instincts in the political economy, relying mainly on “intelligence and 
cunning” [par.2275] – who is charged to watch the Geese –in Pareto’s grammar the Lion, the 
guardians of the “residue” of group-persistence and social order, relying mainly on “physical 
force and on religious or other similar sentiments” [par.2274]. 

 
Two preliminary conclusions can be inferred from the latter excursion. First, the corrosion 
of character in the financial league of honor does not perceptibly spoil its import, not ne-
cessarily because of its extraordinary talents or critical mass but because of its nodal 
position in the iron triangle of rival financials, firms and states, in addition to the acumen of 
the most prepared in exploiting their nodality in a (self-serving) disciplined fashion. (For a 
notorious example of the ruthless, “Darwinian” discipline in the specific case of Goldman 
Sachs, see Cohan, 2001.) 

Second, when looking at the foregoing from a rival states/rival financials/rival firms 
perspective and the paradox of the perennial search for discipline-cum-permissiveness (see 
Chapter 8, “Houdini versus Ulysses”, as well as section 9.1), it is not the academic construct 
of the comparative contrasts between governance regimes and business systems that 
matters (cf. our earlier comments on “high level”-studies in Chapter 5) but the differential 
room and capacity for game-switches (“arena” and “agenda” substitution) that enables some 
to press others – even against the latters’ interests, public and private – for matching or pre-
ferably outpacing the permissiveness of alternate disciplinary regimes. What essentially 
matters is not the static distribution of bargaining power; decisive is the Paretian circulation 
of semi-sovereign powers. Who are the animators that prompt the transition from subgame 
to subgame? A better understanding of the logic of the “Faustian” animation pushes our 
journey to its final track: the recapture of capitalist discipline. 

 
9.5 Conclusion: the conquest of discipline 

 
The section on the “calculus” of complicity illustrates the potential gains from a “nested 
negotiated order”-perspective that seeks to restore the cyclical links that are separated by 
the academic conventions of the Habitus and Habitat mode. What, from a co-habitation 
perspective, begins as agent-driven disciplinary “arrangements” in the respective subgames, 
“drifts away” into agency-driven “regime” transformations in the supragame. Reiterated in 
terms of the discussion on (new) institutional theory at the end of Chapter 3: “pure” agent-
focused approaches in the Habitus-mode neglects the macro regime-consequences of 
micro-motives and meso-movements (cf. Aoki, 2003: 17-18: in a “Williamsonian frame, 
institutional environment is incorporated as the (exogenous) rules of the game”, whereas 
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the author holds (cf. Aoki, 2001: chapters 1 and 7): “[institutions] are endogenously created 
but regarded as exogenous constraints by individual players”, because they are “ reflected in 
self-sustaining shared beliefs (common expectations) of the players about ways how the game is repeatedly 
being played” [italics in the original]). On the other hand, as we have seen earlier, “pure” 
agency-focused approaches in the Habitat-mode tend to neglect the role of specific agents – 
viz. the Prompting hand– in the enactment of regime-changes from subgame to subgame. 

The interlinks between the respective levels of analysis – from Schumpeter/Schelling 
competences to inter-organizational commitments and institutional consequences – are 
summarized in Figure 9.2. The figure shows how, from an interactionist perspective, the 
disjointed fields of the Habitus and Habitat-mode might be brought together into a 
mutually inspiring, more dynamic whole. The inner and outer circle describe the mutual 
implication (“reflexivity”) of micro-practices, meso-arrangements and macro-order. The 
inner circle recapitulates what has been said about the inter-relationships between core 
competence, competition and cooperation. The outer circle resumes the institutional forces 
that enable and constrain what happens in the inner-circle dynamics. The inner circle asserts 
that what organizations consider their distinctive skills and capabilities will affect their 
perception of what they consider their most exemplary competitors. The selection of core 
competitors (“bench markers”) affects the search and selection of core complementors and 
sponsors, that is, will generate specific forms of concerted action. Learning over time from 
experience with specific forms of concertation feeds back on reappraisals of the initial 
definition of the core competence of organizations. 
The core competence of an organization is inspired by its structure of governance. The 
governance structure “mobilizes” specific strategies and stratagems, that is the search-and-
selection of core competitors and complementors, and from there the selection of specific forms 
of inter-organizational governance. Inter-organizational arrangements are the result of boundary 
and level-spanning choices. Structures of inter-organizational gover-nance lead to varieties in the 
“negotiated order” of disciplinary regimes. And inversely: mutations in regime discipline feedback 
on inter-organizational arrangements that feedback, in turn, on the initial structures of 
organizational governance, triggering a “new round” in the inner circle from core competence to 
competition and cooperation – and so on. In the hypothesis of the “concentric” implication of the 
inner and outer circle dynamics resounds the sociological notion of the “duality” of social 
structure, arguing that “strategies” of the actors draw on the structural rules and resources that 
constitute social systems while, by acting, they reconstitute the structure of social systems 
(“structuration”). In Giddens’ grammar (1979: 69; 1984): “the structural properties of social 
systems are both the medium and outcome of the practices that constitute those systems”. In our 
grammar (cf. our Ex-hibits in Chapter 5 and in more detail Chapter 8): “strategies constitute order; 
and order constrains and enables strategies that reconstitute order”. 
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Figure 9.1 Agents versus agency: on the “implication” of strategy, structuring and order 

 

 
Legend: 
The inner circle represents the “agents”-perspective (actor-level of analysis). 
The outer circle represents the “agency”-perspective (regime-level of analysis). 
The arrows linking the inner and outer circle represent the “implication” (recursive interactionist 
analysis) of actor- and regime-dynamics. 

 
Unraveling the “dark matter” of the animation of arena, agenda and time requires a nearer 
specification of the ontological status of such expressions as the “consonance of ignoring” 
and the “calculus of complicity”. Essential for that specification from a methodological 
interactionist perspective, is the distinction between motives and mechanisms. Motives refer 
to “intent/reason/volition”, whereas mechanisms relate to the “generative principles” of the 
cyclical production of order and disorder. Intents and the like belong to an agents-
perspective, that is (see Chapter 8) “Weberian” reasons for economic action. Examples be-
longing to this subjective category range from the “definition of alternatives” to the notion of 
“the creative use of darkness/the judicious use of light”: “The definition of alternatives is 
the supreme instrument of power(..). He who determines what politics is about runs the 
country because the definition of alternatives is the choice of conflicts, and the choice of 
conflict allocates power” (Schattschneider, 1957: 937), and 
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“If policy analysis is the science of rational choice among alternatives, it is dependent 
on another more imaginative activity – the invention of alternatives worth 
considering [...). Selecting the alternatives to be compared, and selecting the 
emphasis to be placed on the criteria for evaluation may be what matters, and the 
creative use of darkness may be as much needed as the judicious use of 
light”(Schelling, 1985: 27-28). 

 
Causation or the “generative principles” of the dynamics of the organization of economic 
life, on the other hand, belong to the objective category, that is an agency-perspective in the 
“Elsterian” sense of the mechanisms of, for instance, the “prolongation/proliferation” of self-
disbelieved beliefs generating “waves” of mergers and acquisitions, and the cyclical “drift” 
of capitalist order and disorder. The explanation of the latter phenomena – “waves” and 
“drift”– satisfies even the stricter criteria of a “full” functionalist explanation of the collec-
tive or systemic consequences of individual rationales, as stipulated by Elster (1984: 28), to 
wit: the systemic consequences must be unintended by the actors partaking in the intended 
“sharing of the spoils” while, in addition, the consequences (or at least the causal 
relationship between a behavioral pattern and its consequences) are unrecognized by the 
actors. In that sense the “coordination and compliance” of the actors do not require formal 
or explicit communication (cf. the “tacitly shared sequence of sous-entendues” in, for instance, 
the “Paulson-cycle”, respectively the “Icelandic scenario” in Chapter 1), comparable to the 
“spontaneity” of the Galbraithian imperatives of size-and-technostructure that “supersede” 
the market as a coordination mechanism (see Chapters 2 and 3). Succinctly stated: causation 
overrules motivation when we come to the explanation of the swings of discipline in the 
orchestration of undisciplined interests. 

“Consonance” and “complicity”, like its dynamic correlate animation, cover both 
meanings: from an agent-driven perspective the term has, knowingly, strong volitional 
leanings – we speak of the “willing suspension of disbeliefs”; on the other hand, from an 
agency-perspective, there are equally strong connotations of a self-fulfilling, that is agent-
insensitive contamination/proliferation of the “transfer of self-disbelieved beliefs” – ne-
cessary for understanding the “generation” of capitalist order and disorder as a cyclical phe-
nomenon. It is exactly the notion of contamination and proliferation that provides the 
moral disclaimer for the “Faustian fake” we noticed earlier (see section 9.3): contamination 
and proliferation effectively absolve the “calculus” of complicity from the pejorative 
connotations of malicious intent. In that sense it might be more accurate to speak of a 
“calculus of implicit complicity”. Both interpretations – the mutual implication of motives and 
mechanisms – are involved in the “empowerment” of the Prompting hand, that is in the 
rationalization and legitimation of coercive mechanisms “without-a-cause”. (The foregoing 
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is a perfect illustration of the potential merits of a method-logical interactionist perspective: 
what “takes-off” in the inner-circle of Figure 9.2 as agent-specific motives and movements 
re-emerges as “structurated” in the outer-circle as agent-insensitive coercive practices. As 
we will see below both “agents” and “agency” are invoked when we come to speculate 
about the role of the Prompting hand in the “shuttle” from inner to outer-circle 
interactions, and about eventual venues for breaking the “Faustian spell” that drives the 
recycling of capitalist discipline.) 

As it is beyond our scope, and abilities, to cover the entire implications of this study in 
a conclusive sense, we single out two related issues that in our opinion deserve priority in 
further research, both for scientific and practical reasons: the issue of organizational “self-
discipline” – the “capacity to bind oneself” – and, as a normative windfall, the room for 
restoring the “respectability” of corporate diplomacy and capitalist discipline. We proceed 
as follows. For exploring the possible venues for countervailing the “Faustian spell”, and 
delineating the hypothetical role for a “Devil’s advocate” in that venture – we must, first, 
open the black box of the Prompting hand. At the closure of Chapter 3 we conjectured that 
the “backstage whips” that figure as the Prompting hand, play a decisive role in the 
(re)constitution of capitalist discipline along three “axes”: (1) the accommodation of risk 
perceptions, (2) the containment of distrust arising from the divides between value creation 
and value appropriation, and (3)the manipulation of reputations. 

However, insight in the diplomatic and disciplinary “definition of alternatives” and the 
“creative uses of light and darkness” by the prompters presupposes insight in the (ex ante 
versus ex post) promptness of the responses of rival firms and states to the risks of contrac-
tual hazards and other dilemmas in the coordination of interests in situations of strategic 
interdependence. The state of the art on these questions is rudimentary and a far cry from 
rigorous theorizing or firm empirical results. As long as we know near to nothing about the 
responsiveness of states and firms, speculations about the modes of operation of the 
Prompting hand – and therefore the countervailing role of a Devil’s advocate – are bound 
to remain at best artists’ impressions. Yet a study that announces as Leitmotiv the exploration 
of a “micro-foundation” for the explanation of the drift of capitalist discipline must, 
however tentatively, face the issue. 

The preceding chapters contain some scattered clues on the two main dimensions of 
responsiveness, to wit: the promptness and proportionality of responding. Conceivably, 
from an agents-perspective a suitable first source of inspiration would be game-theory. The 
principal contribution of game-theory lies in its radical correction of the naïve-functionalist 
illusion that interdependence teaches perforce self-restraint and mutual deference, that is 
self-discipline in the choice of timely and proportional responses in the exchange of threats 
and promises. (Even Axelrod, 1984, seemed to be too optimistic about the self-disciplining 
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effect of parties knowing “to meet again”, instead of the more pertinent question whether 
parties expect to meet again at the end of a chain of transactions). Chapter 5 reviewed the 
profitable versus adverse consequences of a deliberate lack or loss of self-discipline in 
different game-settings. The “benefits” range from showing an adversary that further esca-
lation may push all over the brink, thus forcing others to accommodation, to the 
demonstration that over-perception may induce unnecessary surrender. Much depends on 
brinkmanship, that is the capacity to steer a “proportionate” middle course between over 
and under-responding. Game-theory, in short, sensitizes for the sort of Schellingian and 
Schumpeterian paradoxes of cooperation and conflict we came across earlier. However, 
given its logical-experimental predispositions game-theory does not have the reputation to 
be very helpful indeed when it comes to clarifying the causes of self-discipline, that is 
identifying the empirical (as opposed to experimental) conditions that explain variations or 
changes in the promptness and proportionality of organizational responses to the moves 
and signals of others in situations of strategic interdependence. 

 At first sight Smith et al. (1992) break fresh ground for paving the way from expe-
rimental impressionism to empirical structuralism. Theirs is an admirably complete, though 
extremely complex, “stimulus-response” model of the interactive dynamics of competitive 
and collaborative moves and countermoves. As we saw in Chapter 8 all the relevant ingre-
dients for a structural analysis are present: internal characteristics of the actors and 
responders, external characteristics of the industrial and competitive environment, the ease 
and speed of imitation by rivals, the role of reputation and risk attitudes, as well as the 
possible interactions between these variables. However instructive and stimulating for the 
analysis of tactical moves and countermoves (such as pricing and advertising campaigns), the 
model remains unfit for the analysis of strategic movements (such as waves of investments 
and divestments in mergers and alliances) and the politics of capitalist coordination at 
higher levels of analysis. For that purpose we need both an extension and simplification of 
the analytical framework that integrates the inner and outer-circles of the “structuring”, 
respectively “structuration” of strategy and economic order. 

The simplification starts with going back to the “orthodoxies” of game-theory and 
transaction costs economics. Parkhe (1993), for instance, offers a blend of structural and 
behavioral arguments for explaining the institutional response of organizations to the pro-
blems of cheating and opportunism in inter-firm strategic alliances. The author mentions 
the “shadows of the past & future”, that is (fear for) path dependences (“lock-ins”) as a 
consequence of “non-recoverable investments”, leading to potential “holdups”, and the 
role of cooperative “reputation”, that is the perception of opportunism versus trust based 
on (learning from) the history of cooperative ventures. Both trust and mutual dependence 
are shown to explain the robustness and longevity of alliances, the reduction of 
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coordination and compliance costs and the declining dependence on non-recoverable 
investments and contractual safeguards as a deterrent against opportunism and the hazards 
of inter-organizational cooperation. Others, among them Inkpen & Beamish (1997), come 
to less optimist conclusions on the “robustness” and “performance” of collaborative 
agreements, mainly because they take into account, more than Parkhe, shifts in bargaining 
power due to – eventually unplanned and unforeseen – spillover-hazards in cooperative ven-
tures, to the effect of making “knowledge & skills-sharing” bargains obsolete. 

As preluded in our “primer on strategic responsiveness” in Chapter 8, the analysis of 
the (over versus under)responses of organizations to the dilemmas of cooperation and 
conflict in situations of strategic interdependence will benefit from an approach that more 
explicitly centers on the question how culture affects the perception and valuation of 
structural dependence conditions. In our framework “culture” refers to the codes of ratio-
nalization and routinization of the disciplinary arrangements that emanate from structural 
dependences. As elaborated in the foregoing the response to structural dependences is 
related to the “ease” of monitoring and sanctioning. The ease of monitoring and sanc-
tioning was said to be related to the size and stability of intra-actor coalitions and inter-
organizational alliances. Chapter 7 linked the “trade-offs” between the “marginal utilities” 
of coalitions and alliances to path dependences following from an actor’s choice of his 
strategic “core” on the one hand and the concentration and centralization of the arena on 
the other. How organizations perceive and valuate the trade-off, is filtered by cultural 
dispositions. A non-psychological proxy for “culture” may be borrowed from the compa-
rative literature on corporate governance regimes, asserting, for instance, that the Rhine-
land-type of governance fosters “slow but stable and more proportionate responses”, 
whereas the Anglo-Saxon-type induces “quick but unstable responses” to the stakeholder 
versus stockholder dilemmas of discipline in situations of mixed competitive and com-
plementary dependences. 

 
Culture’s cause 

Speaking of “culture”-driven responses by organizations to threats and opportunities is only 
meaningful when accompanied by an indication of the “structural” forces – such as the ease and 
pertinence of monitoring and sanctioning associated with contrasting governance regimes. 
Without making explicit the question why and how the costs of monitoring and compliance co-vary 
with different sorts of corporate governance, “cultural” referrals are bound to end in circular 
reasoning, of the sort “some respond differently because they are they are differently predisposed 
by culture”. The missing link in these cases is time and again: position precedes disposition. Position 
derives from, for instance, path-dependent choices (organization and/or domain-specific invest-
ments) that entail switch and recombination costs – inevitably leading to contrasting percep-tions, 
and valuations, of “possible” worlds of markets, rivals, and allies. By granting structure the weight it 
deserves we come closer to a refutable assessment of the discriminatory weight of culture. 
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The issue of culture versus structure reiterates the question what comes first in the 
explanation of (changes in) the promptness and proportionality of responsiveness: agents or 
agency? The foregoing suggests the following summary. 

Strategic choices constitute order and order enables strategic choices. “Choices” cover 
the range from competence and competition to cooperation and commitments (see the 
inner circle in Figure 9.1). How the “mobilization” of distinct mixes of rivalry and coope-
ration lead to distinct forms of concerted action and further to structural shifts in regime-
discipline (moving from the inner to the outer circle in Figure 9.1) depends on (a)symmetries 
in the entry and exit-options of the respective actors, that is on their differences in 
“mobility”. Mobility differentials refer to the (non)equivalence of the switch and 
recombination costs of the actors determining, ultimately, their power equivalences. 

The analysis of the dynamic of order is strengthened by finding out about the 
intervening variables that govern the mutual conditioning of mobilization and mobility. Figure 
9.2 recapitulates the argument: mobility affects – through the “ease of monitoring and sanc-
tioning” – the promptness of the responses to the competitive and collaborative moves of 
others and the perception and valuation of mobility affect – via the prevailing type of “cor-
porate governance” – the proportionality of the responses. 
 
Figure 9.2 Recapitulation: on the conditions of cohabitation and the dynamics of the making of politico-
economic order 
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conditions, and granting similar status to the “agent” versus “agency” characteristics of 
strategic choice and economic order, we avoid the polarization of both voluntarist and 
determinist reductionism. This will help to pave the way for upgrading (in Elster’s terms) a 
“mechanistic” into a “genuine” causal explanation. 

 
What does the foregoing imply for the role of the backstage whips that were said to prompt 
the mobilization of bias in the rationalization and routinization of disciplinary arrange-
ments? Insight in the responsiveness of states and firms gives insight in the effective reach 
of the Prompting hand. Chapter 3 proposed to make a distinction between regime-
formalization (“endorsement”) and regime-formation (“enforcement”). It is in the 
enforcement that we situated the activism of the Prompting hand, essentially consisting of 
three operations: the accommodation of risk appreciations, the manipulation of reputations, 
and the containment of distrust caused by the divides between value creation and value 
appropriation. 

A privileged way to learn about the activism of the Prompting hand is by making the 
best of its aversion to visibility. At the closure of Chapter 1 we described the world of the 
“backstage whips” as a non-conspicuous, essentially “non-recorded” negotiated order. For 
“recording” that order a useful start is Schelling’s mix of “the creative use of darkness (and) 
the judicious use of light”. A hilarious example of the “uses of darkness” can be recognized 
in the consensus among bankers that not banks circulating bad loans and dubious securities 
caused the financial crisis but “accounting rules that required disclosure when the losses 
began to mount”, admirably mirroring the communis opinio among politicians that Wiki 
Leaks-disclosures are not the consequence but the cause of the fragility of diplomatic 
practices. The most appropriate time and place to learn more about the whereabouts of the 
“backstage whips” is not to be found within the games as such but at the time of the switches 
between them, that is whenever the promptness and proportionality of the responses of 
firms and states to the turnarounds from Conversion to Consolidation are put to the test. 
Game-switches constitute a “natural” disruption of the dominant mould of sector and 
stage-specific conditions, codes and commitments. For that reason they are the “ideal” time 
and place for examining the realism of our propositions on the “politics of cohabitation” 
and assessing the pertinence of the “thrift-shuttle-drift”-multiplier for the explanation of 
the recycling of discipline. 

As indicated above we do not know enough about the determinants of the respon-
siveness of states and firms. That inevitably complicates the concretization of the counter-
vailing role of the Devil’s advocate. An analytical complication is the temporal mismatch 
between the inner versus outer-circle dynamics sketched in Figure 9.1: the agent-driven circle, 
representing the actor-level interactions, typically “revolves” in a shorter time frame than 
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the agency-driven circle, representing the regime-level interactions. At first sight the practical 
implication is therefore: should corrective measures be primarily agent or agency-oriented? 
Our earlier excurse on the distinction between “motives” and “mechanisms” suggests 
another implication. Motives, such as thrift (“economizing on commitments”) are situated in 
the inner-circle. Mechanisms, such as drift (“swings in capitalist discipline”) are situated in 
the outer-circle. The “intermediating” role of the Prompting hand lies in the rationalization 
and moralization of the disciplinary arrangements that arise from the shuttle 
(coalition/alliance-switches) between inner and outer-circle dynamics. Conclusion: as far as the 
“diplomatic” role of the Prompting hand lies essentially in the timing of the interaction 
between inner and outer-circle dynamics, the role of an effective Devil’s advocate must not 
be “either” agent “or” agency-oriented but, instead, should focus on the inter-temporal links 
between the two. 

Calls for the (re)codification of corporate conducts are bound to fail as long as they 
remain “footloose”, that is as long as they do not reflect the underlying conditions of 
interdependence in the “iron triangle” of states, firms and the shadow of the Dritte im Bunde: 
the intermediary traders-in-credibility. Remedial interventions should aim at controlling for 
the “spontaneity” of contamination and complicity. The control for contamination and 
complicity asks for the decentralization and insulation of the respective parts of the “iron 
triangle”. Crucial for control is the timing: successful interventions are bound to be situated 
at the moments that it still makes sense to anticipate game-switches and prevent game-capture, 
that is when knowledgeable insiders foresee changes in the locus and focus of critical 
resource/partner dependencies and thus rearrangements in the balance of bargaining 
powers between catalysts and captives. 

Call these the principia of remedial intervention. As regards the pragmatics some 
additional caveats should be kept in mind. We have argued that corrective measures must 
not be top-down (a “typical” economy consists of sectors in different stages of the life 
cycle), let alone firm-specific (while likely triggering the “Faustian spell” again) but should 
aim, instead, at facilitating bottom-up the mobilization of skepticism. Ultimately the capa-
city for disturbing the cycle must be anchored at the corporate governance level, for instance 
by adopting stricter financial, intellectual and relational eligibility requirements for non-
executive supervisors vis á vis corporate executives. However, for substantiating these 
claims a necessarily prealable step is the institution of a platform of critical insiders who 
take the lead in the creation of “organized dissonance”. The crucial assignment for this 
platform is to challenge the unchallenged, while anonymous hegemony of the “backstage 
whips” that were said to drive the momentum of the cycle, to wit: law firms, accountants, 
consultants and rating agencies that feed the prolongation and proliferation of the transfer 
of risk and regrets. The only way to break the semi-sovereignty of this “reputational 
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complex” is to challenge the implicitness of its powers. Removing the masks of the Promp-
ting hand by provoking the explicitness of its mandate (by certification casu quo 
accreditation) is bound to alter its agenda: from short term, “adjacent” credit-ratings to long 
term respectability-assessments (resulting, ultimately, in more consequential proofs of 
corporate compliance to sound governance principles). Yet, as argued extensively in prece-
ding chapters, changing the agenda of corporate games requires changing the arena, that is 
intervening in the conditions that, in our C-4 framework, condition the politics of coha-
bitation and the making of political-economic order. 

Changing the arena means installing a platform of “whistle blowers” that takes as its 
proactive point of reference the cumulative nature of asymmetries in vertical mobility and 
holdups (upstream and downstream) – as opposed to the reactive focus on horizontal collu-
sion and market domination that prevails in the comparative statics of competition-control 
theory and practice. Such a countervailing platform of informed dissenters may help to arrest 
the encroachments on regulatory intransigence and the creeping corrosion of corporate 
character by the “reputational complex”. 

The league of dissenters that qualifies for this Devil’s advocate-role recruits its talents 
from various sources: investigative journalists, former (career-free) insiders turned into 
knowledgeable informants casu quo chroniclers of the (Wall)Street corner society, 
platforms of critical academic researchers, informed by certified analysts and credit raters 
and flanked by the “backstage” know-how of accountants and contract-lawyers. Essential 
for the effective impact of such a league is, first, its tuning as an authoritative-but-independent 
insider – as opposed to Galbraith’ formally freischwebende “educational estate” (see below); 
and, second, its superior feeling for the appropriate timing of the moment of jumping on the 
tides of dissent, to wit: when the mould of the “dominant design” for the orchestration of 
stage-specific subgames is on the brink of being broken by the discontents themselves when 
they are about to discover to have made the wrong calculations in the calculus-of-
complicity. Otherwise stated: the Dissenting hand must rival the skills and the wits of the 
Prompting hand but with an opposite mission: the mobilization of organized skepticism. 

 
On the orchestration of skepticism 

Galbraith (1968) appeared to be ambivalent on the countervailing capabilities of the “scientific 
estate”. Much of his backhanded pessimism on the role of academia, we think, is related to the 
historicity of his diagnosis of the “new” industrial state – including his, time-honored, prog-
nostics on the convergence of “capitalist” and “communist” versions of the “new industrial 
state” due to the ineluctable and omnipresent “compulsions” of the “technostructure” and the 
“mature corporation”: 
 “Given the decision to have modern industry, much of what happens is inevitable and the 
same” (Galbraith, 1968: 403). According to Galbraith it is the combination of (1) the corrosion of 
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self-confidence of the academic establishment and (2) the latter’s surrender to the requirements 
of “the planning system” that conspires to the compulsory adaptation of the “scientific estate” 
to the “vocational needs of the industrial system” (Galbraith, 1968: 389; especially the 
“economic” branch of academia is said to be susceptible to a fatal symbiosis with the industrial 
estate “for reasons of sunk costs and convenience”, Galbraith, 1968: 390). The only “libe-
ralization” Galbraith could conceive of, as a honorable heir of a former century’s Bildungs ideal, 
is the renaissance of the soft power of “aesthetic goals” by which the scientific establishment 
might emancipate itself from the conformist Diktats of the “industrial system”, to the effect of 
restoring scholarly respect for “the larger purposes of the society”(Galbraith, 1968: 406). 

Conceivably the minor key in which Galbraith’s wrote his score had to do with the time of 
his writing, that is in the heydays of the Old discipline in which a perfect fit between oligarchic 
cum oligopolist rule still prevailed. As argued and documented extensively in Chapter 2 and 
beyond, in the New discipline radically different mobility and mobilization conditions for rival 
firms, rival states and the intermediary legal-financial complex prevail. As suggested above, 
when the locus and focus of the Visible hand of the nation-state’s “technostructure” is replaced 
by the Prompting hand of an internationally mobile and constantly shifting industrial-financial 
complex, the locus and focus of the countervailing forces have to be relocated and refocused as 
well. Apart from the specific competences – in terms of timing and tuning – of the earlier 
mentioned candidates for the league of “organized dissenters”, the mobilization of another 
source of potential “insiders” presents itself, to wit: the firms in the real economy who suffer 
from the adverse consequences of the unfettered and increasingly asymmetric mobility-options 
that benefit the financial-industrial complex. When the Prompting hand, in spite of its internal 
rivalries, manages to organize itself “spontaneously”, that is without explicit communication, 
there are no compelling reasons to see why the mobilization of a Dissenting hand should prove 
to be an impossible mission. It just amounts to the intelligent mobilization of competing 
loyalties. The corrective power of the Dissenting hand resides in the diversity of its financial, 
intellectual and relational sources and its feeling for the timing of game switches. 

 
The leveling and synchronization of mobility-conditions among organizations enhances 
their capacity-to-reciprocate, with possibly positive feedbacks for the remediation of 
representativeness, that is the restoration of countervailing forces inside firms (as stipulated 
above, a “governance” issue, requiring checks and balances in the license-to-operate of 
financial, intellectual and relational capital). Reciprocity based upon inter-firm co-specia-
lization – a constructive specimen of rational altruism – is further cemented by the synchro-
nization of cross-domain entry and exit options. Constraining the mobility of catalyst resour-
ces and/or partners is of no avail, while stifling the breath of innovation; the only construc-
tive option is to unleash the residual countervailing powers of the captives vis à vis the 
captors. What transpires are the contours of a “trias economica”: redressing the structural 
imbalances of power by separating captors, captives and the regulatory complex – where the 
Dissenting hand resumes a dialectical role: fostering the concurrence of cross-domain 
competition with intra-domain loyalty. Intra-domain loyalty builds upon the indirect 
“context-control” characteristics of co-specialization and serves as a dynamic antidote against 
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the stationary bias in the standing repertoires of direct “conduct-control” (as exemplified in 
antitrust policies that in fact assign a countervailing role for the state when it is “too late”, to 
wit: in Stage IV, the Consolidation-game). The search for a cyclical antidote is justified by the 
inconvenient evidence that, in a perverse mode, “antitrust, by penalizing loose combi-
nations, gave incentives to merger activity and the consolidation of activities within a single 
firm.” (Best, 1990: 104). 

Restoring loyalties within a domain by (the threat of) competition among domains, might 
be the best try for remixing the dual world of Schumpeterian and Schellingian skills. The 
duality makes firms (and the other proto-agonists) less susceptible for the Faustian fake: It 
mitigates the incentives-for-ignoring and the passing-on of risk and regret by offering a way 
out from the oligarchic/oligopolist temptations that, time and again, re-arise at the turning 
points where Cooptation mutates into Containment (stage II to III) and Containment into 
Consolidation (stage III to IV). Within each of these subgames Ulysses finds himself bound 
to the mast, but across them the his ships pursue their Odyssey – all the way back to Ithaca’s 
promise. 

The foregoing can be summarized as follows. The focus of selective intervention lies 
in the balancing of commitments: inside domains by reducing the organization-specificity of 
resources (a stimulus for constructive spillovers: co-specialization between firms is a proven 
source of Schumpeterian innovation) while, on the other hand, increasing the domain-
specificity of partners (a Schellingian penalty for obstructive crossovers). As long as the 
“minimax distrust”-axiom prevails at the market side, the modern industrial state should 
familiarize itself with a countervailing “maximin containment”-principle. Not by exorcizing 
the Faust inside each of the protagonists – largely ineffectual under conditions of the 
persistence of international “regulatory arbitrage” – but instead by promoting firms in the 
real economy to operate in multiple games at the same time, that is to search and select 
partners that are in different stages of their respective life cycles. The latter makes firms less 
vulnerable for asymmetric holdups and the risks of contamination that arise from the 
uneven distribution of spillover and crossover hazards. The risks of holdups and 
contamination are highest in case of “monocultures” where organization-specific resources 
and domain-specific partners coincide. The only disciplining while countervailing force 
under this sort of conditions does not lie in the effective migration from one subgame to 
another, but in a demonstrable threat to be in a position to do so – that is to be able to 
command the assets needed to effectuate the crossover if necessary. Internal variety and 
external variability are the best counterpoint against the “chains” of captiveness and 
contamination. 

Boeing, Stork and some others 
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An instructive example of the orchestration of countervailing forces at the meso/micro level by 
multi-domain competition is offered by a joint research and development venture between US 
aircraft manufacturer Boeing and Dutch high-tech materials producers Royal Ten Kate and Stork 
Fokker, who co-established (as of medio 2009) a “Thermoplastic Composites Research Centre”, 
hosted by the University of Twente and co-financed by a regional restructuring fund. 
Thermoplastics are lighter (saving fuel costs) and are said to have superior process (greener) and 
product properties (malleability). 
 The crux is that thermoplastics can be applied, apart from its uses in the aircraft industry, for 
windmills, oil and gas industry, shipbuilding, automotive and sports industry – therewith 
promoting the economies of multi-domain/ multi-stage co-specializations while minimizing the 
hazard of holdups in a mono-domain/mono-stage setting. All depends, of course, on the relative 
size and time horizon of the reciprocal financial, intellectual and relational investments. Another 
recent example is the chip producing industry. ASML, international market leader in the 
production of machines for making chips, works with some 3000 specialized suppliers. The more 
specialized and innovative among them do not only produce for ASML but increasingly also for 
advanced medical technology, robotics, mechatronics, optronics and other, high-performance 
chips users like the defense and aircraft industries, to the effect of making these “co-specialists” 
less exclusively dependent on ASML-only as a dominant but cyclical customer and vendor: “[...] 
when Big Business is disciplined, it is disciplined not by other firms selling similar products at 
lower prices but by countervailing powers organized by buyers from or sellers to Big Business. “ 
(Galbraith, 1952 paraphrased by Best, 1990: 91). 
 The self-discipline that eventually follows from this constellation is based upon the symmetry 
in diversification by sellers and buyers. When, for instance, Google seeks to extend its search 
and documentation-services to mobile phone users, it develops the necessary software for that 
venture simultaneously with at least four mobile phone makers (Motorola, Samsung, LG and 
HTC), in addition to several chip-producers and major telecom providers serving as co-sponsors 
of the new software, while at the same time assuring that the software-blueprint remains 
available for third parties for the development of new applications. While controlling in this 
fashion for the risks of “holdups” and misappropriation among the co-sponsors of the project, 
the only ones that have to worry about this (rare) specimen of reciprocal diversification are 
Google’s rivals: Microsoft, Symbian, Research in Motion and Palm. 

 
An unagonized reappraisal of the industrial-political role of the Newer industrial state entails 
a double game-switch: first, up scaling the role of the state as a monopoly and collusion 
fighter towards a “Schumpeter-plus” competence: instigating new realignments of partners 
(as opposed to new combinations of resources, the latter remaining an entrepreneurial 
competence primarily); and second, downscaling the role of the state as a lender of last resort 
towards a less aggregate, more substantive Schellingian competence: fighting loyalty – instead 
of liquidity-deficits. As a complement to the mobilization of “organized dissonance” the 
corrective role of our Devil’s advocate is to assist the state in reinventing herself as a 
moderator of cross-loyalties: definitely not by selecting industrial champions or protecting 
national industries (something clearly beyond the competence of any single nation state and 
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arguably counterproductive, while looking for Schumpeterian and/or Schellingian com-
petences at the wrong time at the wrong place) but, instead, by provoking and increasing 
the “net” diversity of alternative, intra and cross-domain alliances and coalitions. Such a 
generic industrial-political strategy of “partnership-diversification” – forward and backward in 
the cycle – can be made more specific by focusing upon those sectors that demonstrably 
operate as diversifiers of partnerships for the wider national and regional economy. When big 
business coordinates its strategies it is as a broad rule for defensive and consolidation 
purposes; when specialized suppliers coordinate their price, production and domain 
strategies it is, ideally, for reducing their dependence on big business. The time is ripe to 
compare the merits of this, more offensive stance on industrial politics with its conservative 
counterpart that prefers to wait and see until a next Mephistopheles casts its spell on the 
orchestration of corporate games. 
 


