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The game is to try to detect those things which have not yet been 
talked about, those things that, at the present time, introduce, 

show, give some more or less vague indications of the fragility of 
our system of thought, in our way of reflecting, in our practices.

michel Foucault

What our present is
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13a geneaLogy of the incentive

chapter 1

A genealogy of

the incentive

In 1886 American mechanical engineers began to discuss an issue quite distinct 
from their normal preoccupation with the efficiency of machines used in industry. 
One engineer, Henry Towne, called upon his colleagues to address the question 
of how best to manage the industrial worker. The subsequent debate focused 
mainly on the so-called wage question: how could workers be induced to work at 
maximum speed without too sharp an increase in the labor costs? In the decade 
thereafter, engineers developed various piecework wage systems that could fulfill 
both conditions. Writing in the 1920s, British economist Philip Sargant Florence 
saw a common element in these systems:

Much thought has been spent on devising the form of remuneration most likely to 

appeal, and many rival plans have been advanced into which we need not enter. The 

general principle is similar to the well-known device of holding out a carrot before a 

donkey attached by a pole to his head (1924, 90).

Though there were subtle differences between one wage method and another, they 
all made use of the same basic idea: the industrial worker would only be willing to 
give his best when management offered him a reward for increased productivity.
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14governing by carrot and stick

One hundred and ten years after Towne’s call, economists James Mirrlees 
and William Vickrey received the Riksbank Memorial Prize in memory of Alfred 
Nobel “for their fundamental contributions to the economic theory of incentives 
under asymmetric information” (Nobel Prize 1996). In his Nobel lecture Mirrlees 
explained that imperfect information was a persistent problem in the private and 
the public sector. Government officials who deliberated whether to tax income 
or commodities lacked the necessary details about the preferences and the 
expected behavior of the individuals to be taxed. Similarly, the public regulator 
was hampered in his supervision of individual firms because the latter were in a 
position to hide certain facts about their performance. In addition, the employee 
usually knew more about the particular circumstances of his own work than 
did his employer. According to Mirrlees (1996), the economics of information 
asymmetry was equally an “economics of carrots and sticks”. For only with the 
help of a positive stimulus (carrot) or negative inducement (stick) could those in 
charge counterbalance the unequal distribution of information over the different 
actors involved1.

The engineers may have been the first self-appointed experts in the field of 
managing human behavior via carrots and sticks and the economists of asymmetric 
information the last, so far, to claim such expertise, but throughout the past 
century, they were certainly not the only expert communities to do so. Between 
the final decades of the nineteenth century and the beginning of the twenty-first, 
an array of industrial psychologists, institutional economists, organizational 
sociologists and anthropologists of work turned the human subject into an object 
of knowledge to address the question of how best to manage it. These academic 
and non-academic experts had different disciplinary backgrounds but were 
united in their aim to develop a technique of governance available to everyone 
on the ‘right’ side of a power relationship. In contrast to the engineers of the 
nineteenth century and Mirrlees and Vickrey of the twentieth century, they made 
no explicit reference to Florence’s image of a donkey trying to catch something 
forever beyond its reach. Nor did they speak about the right way to induce or 
deter individuals to pursue a certain course of action in terms of ‘carrots’ and 
‘sticks’. Instead, they used the term ‘incentive’ when it came to the knowledge and 
use of behavioral inducements.

In this thesis I present a genealogy of three successive attempts to 
develop a system of governing by incentives. In its ordinary sense, genealogy is 
synonymous with the study of one’s ancestors. In a more specific sense, genealogy 
is a Nietzschean term used by the French philosopher and historian Michel 
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15a geneaLogy of the incentive

Foucault for his inquiries into the relationships between power and knowledge. 
In the 1970s Foucault wrote and lectured extensively about a range of practices 
of “power/knowledge” in the human sciences (Foucault 1980). According to 
Foucault, the production of (scientific) knowledge about individuals and groups, 
and the wielding of power over them, often reinforce one another: “It is a double 
process, then: an epistemological ‘thaw’ through a refinement of power relations; a 
multiplication of the effects of power through the formation and accumulation of 
new forms of knowledge” (1995, 224). Thus, this thesis is Foucauldian in the sense 
that, in it, I study the incentive as a new and distinct nexus of power/knowledge. 

The subsequent chapters make clear that it is difficult to determine exactly 
where the production of knowledge about incentives ends and their part in 
the wielding of power begins. The research locations I investigate are mainly 
located within or close to (industrial) organizations and government institutions. 
Institutional closeness, however, is only one of the necessary conditions for the 
intertwining of power and knowledge. Two additional observations make clear 
that there is more going on. On the one hand, the knowledge produced at these 
research sites often emerges from the very act of governing people. The researchers 
gain knowledge over the particular characteristics of individuals and groups either 
by observing their interactions with those in charge or by acting directly upon 
them in a simulation of relations of authority. On the other hand, the knowledge 
that is gained from these research practices is produced for the sake of governing 
people in a more effective way. It is either directly put to use in an attempt to 
multiply the effects of power, or it is mediated by practices of consultancy and 
advice. When it comes to the knowledge and use of incentives, one can thus 
equally discern the ‘double process’ articulated by Foucault: the wielding of power 
leads to new kinds of knowledge about the individuals and teams concerned, and 
that knowledge is in turn used to refine the techniques of governance.

The genealogy of the incentive, pursued below, is also Foucauldian in 
a second and more normative sense. The purpose of Foucault’s genealogical 
studies is to give a historical account of the persistence and self-evidence of 
current moral ideals, scientific categorizations and normalizing practices. 
Although ‘method’ is too strong a term to describe Foucault’s mode of working, 
the genealogical approach is intertwined with a normative agenda in ways that 
make it an interesting tool with which to study the emergence and development 
of incentives. Foucault used genealogy interchangeably with what he called “the 
history of the present” (1995, 31). Although he analyzed a variety of practices 
as diverse as ancient sexual chastity and eighteenth-century factory rules, the 
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16governing by carrot and stick

purpose was always to understand something disconcerting in contemporary 
societies. Foucault pursued his histories of the present with the help of a basic 
explanatory scheme—namely, that behind the socio-intellectual realities we 
currently conceive of as self-evident lay a patchwork of contingent and conflict-
laden beginnings (1998a, 375). This very basic explanatory scheme led him away 
from all-too-general historical explanations of current phenomena. According to 
Foucault, an increased sensibility among enlightened legal reformers and their 
call for a more gentle approach to punishment are not adequate explanations for 
the birth of the prison (1995, 80–82). Similarly, the imperative to confess one’s 
true sexuality cannot be explained by reference to the emergence of a liberal 
culture after a period of severe repression (1990, 3–13). Genealogy, as Nietzsche 
and Foucault understood it, substituted the search for the origin of things for the 
principle that “whatever exists, having somehow come into being, is again and 
again reinterpreted to new ends” (Nietzsche 2006, 84).

But if Foucault sought to uncover the “complex causal antecedents of a 
socio-intellectual reality”, he did so only in “an effort to question the necessity 
of dominant categories and procedures” (Gutting 1994, 12). For what remains of 
the moral and historical ‘necessity’ of the categories with which we understand 
ourselves and the techniques developed to change our behavior if they are the 
product of historical contingencies? The genealogical accounts of the recurrent 
shifts of purpose and the combination of heterogeneous elements that pass as 
present-day necessities thereby act on an impulse to transgress what now goes 
without saying (Goldstein 1994, 14). Foucault’s studies are therefore normative, 
but not in the full-fledged sense of being a systematic elaboration upon the 
arguments for or against, say, imprisonment as a punitive practice. Instead, they 
are normative in the explicit attempt to turn what is not presently conceived of as 
problematic into something we might wish to reconsider.

In reconsidering incentives, then, we can say that, at minimum, they are 
not much of a problem for contemporary consultants, managers and politicians. 
Incentives play their part in folk explanations of individual and group behavior 
and justify the use of certain instruments to change that behavior. Bureaucratic 
and managerial vocabularies are a rich source for such explanations. In a case study 
on privatizing welfare-to-work services in the Netherlands, I found that the term 
was used in many policy documents to explain the choices made and the results 
expected. The decentralization of the budget for these services was an incentive 
for local authorities to spend wisely; the introduction of performance pay was 
an incentive for companies to seek permanent employment for their clients; the 
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17a geneaLogy of the incentive

public display of the decisions of medical examiners was an incentive to limit the 
number of Social Security recipients (Dix 2010). In contrast, the Dutch hospitals’ 
monopoly on information means that there is too little external pressure to keep 
an eye on the costs of medical treatment. Therefore, administrators and doctors 
lack an incentive to work efficiently (Algemene Rekenkamer 2013). In America, 
the Obama administration continued the Teacher Incentive Fund, which rewards 
teachers for increased student test scores. With the possibility of bonuses, teachers 
could be induced to give their best (U.S. Department of Education 2012). In several 
American cities, moreover, primary and secondary schools have experimented 
with the use of monetary rewards for children. In “paying for grades” programs, 
students received money when they increased their test scores. With the prospect 
of performance bonuses, they had an incentive to apply themselves at school 
(Grant 2012, 111–112). 

In the private sector incentives are equally part of the vocabulary currently 
in vogue. For example, consultants explain and justify the positive role of private 
equity by constructing a narrative around incentives. When investment funds buy 
a large part of the shares of a certain firm, they say they can exert leverage and 
give managers an incentive to realign their interests with those of the shareholders 
(Engelen et al. 2011, 74–75). In one of the ‘Viewpoints’ published by the Hay Group, 
a well-known consultancy firm, the author discussed a method of remuneration 
in which part of the bonus earned is not immediately paid out but kept on an 
account instead. Does such a method of ‘bonus banking’ provide an adequate 
incentive for employees to improve their performance? For the committees that 
consider bonus banking an option, it might seem to be an “acceptable approach to 
incentivizing their people”. Yet they should keep in mind that it is “a cardinal rule 
of reward that the more remote the payment becomes, the weaker the incentive” 
(Hay Group 2009). Regardless of the type of incentive, both the public and the 
private sectors have invoked the expected response to incentives as reason to 
enact and to justify specific policy measures and managerial techniques.

The use of the incentive as an explanatory term is equally uncontroversial 
in academic circles. In contemporary economic science, for instance, it is an 
important yet ill-defined concept that economists use to explain why humans act as 
they do. In a comprehensive overview written by two key players in the field, Jean-
Jacques Laffont and David Martimort, incentives becomes almost synonymous 
with the subject matter of economics: “Today, for many economists, economics is 
to a large extent a matter of incentives: incentives to work hard, to produce quality 
products, to study, to invest, to save, etc. How to design institutions that provide 
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18governing by carrot and stick

good incentives for economic agents has become a central question of economics” 
(2002, 1). Or as another economics pioneer, Edward Lazear, puts it even more 
boldly: “incentives are the essence of economics” (1987, 744). What goes for 
the theoretical core of economics goes for its popularizations, too. According to 
Steven Levitt and Stephen Dubner, authors of the bestselling Freakonomics and 
Superfreakonomics, the theme which unites the plethora of everyday and not-so-
everyday situations they discuss is that “people respond to incentives, although 
not necessarily in ways that are predictable or manifest” (2010, xii).

Despite its acknowledged importance, economists do not seem concerned 
about defining the term in an exact manner. Of course, a term can have meaning 
without there being a definition of it. So, can we at least say that a concept was 
used in a more and more circumscribed manner over time? A quick historical 
glance reveals a negative answer. The history of the science of incentives does not 
meet the requirements of a linear conception of scientific progress. For instead 
of the accumulation of discoveries that leads to a more focused use of the term, 
we see significant shifts in its scope and in the kinds of problems addressed with 
it. Nor is a (critical) rationalist perspective on scientific development of any help 
here. For instead of the elimination of errors or the rectification of concepts, we 
see disciplinary demarcations and neglect of past results. The sequence of distinct 
attempts to delimit the nature of the human subject that is susceptible to incentives 
is not easily understood through these classical perspectives in the history and 
philosophy of science. 

In regard to history, another striking feature of the vast economic literature 
on incentives is that there have been very few attempts to deal with the concept 
in a more reflective manner2. In one of the few historical reviews I found, Laffont 
and Martimort recapitulate and systematize the theoretical research on incentives 
from the 1970s to the present day. In a short chapter on the history of incentives 
in economic thought, they mainly reinterpret the ideas of eighteenth- and 
nineteenth-century economists in terms of current incentive theory (2002, 7–27). 
With the benefit of hindsight, they concluded that the most important figures in 
the history of economics were all concerned, in some way, with problems that are 
only now fully recognized as being incentive related. A long list of precursors, 
such as theirs, is, of course, a fine way to strengthen the scientific legitimacy of a 
subject. However, without an epistemological grid to compare the many theories 
and evaluate their relevance for the economics of incentives, it does not make 
for good history. It is doubtful, for instance, whether some of the authors Laffont 
and Martimort discussed had any real sense of the problem that was only later 
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19a geneaLogy of the incentive

recognized as being incentive related (Hume, Smith); others were in fact highly 
skeptical about economic science and its ability to address incentive problems 
(Barnard). Thus, their presentistic narrative of alleged precursors locates the 
problematic of incentive where it is not and simultaneously fails to take into 
account the interwar institutional and neoclassical economists who did actually 
speak about incentives3. All in all, the contemporary self-evidence of the incentive, 
as well as the current lack of an adequate historical account of its emergence, 
makes the incentive a promising candidate for a genealogical inquiry.

My genealogy of the incentive is Foucauldian in a third and final sense. 
Foucault’s studies published in the 1970s provide a general idea of how to write 
the history of power/knowledge and for what purpose. However, they also contain 
the specific conceptual instruments with which to do so. In the following chapter 
I will discuss three concepts Foucault developed or refined during that period. 
First, Foucault was interested in the way human beings were turned into an object 
of knowledge. In his methodological reflection on the archaeology of the human 
sciences, the formation of objects of knowledge became a distinct epistemological 
theme. Second, in the 1970s the question of the formation of the human subject 
as an object of knowledge became intertwined with the question of governance. 
More specifically, Foucault traced the emergence of specific techniques of power 
and their relation to practices of knowledge production. The third concept is that 
of governmentality. In a wide-ranging historical project, Foucault began to sketch 
the shifting rationalizations of central government from the medieval period to 
the present. These three concepts together make up the conceptual triangle I will 
use to trace the genealogy of the incentive (chapter 2). 

As I described at the beginning of this chapter, the design of adequate 
wage incentives began with the work of American mechanical engineers turned 
management theorists and consultants. They were the first to systematically 
address the possibility of inducing the laborer via a method of remuneration that 
incorporated rewards for enhanced productivity. The most well-known of the 
engineers, Frederick Taylor, developed his own distinctive management system 
with a piece rate suited to scientifically established tasks. His pupil, Henry Gantt, 
developed an elaborate system of charts that informed workers and foremen 
about their performance and their bonuses. Although there was some level of 
abstraction in the engineering of incentives, the first rationalization of industrial 
government was dominated by the possibility of direct and practical application 
(chapter 3).

From scientific management onward, the incentive, as delimited by Taylor 
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20governing by carrot and stick

and his fellow engineers, became more of an academic subject. Practitioners 
of different disciplines in the social and behavioral sciences complicated the 
mechanical conception of the relationship between wage incentives and employee 
effort. In neoclassical and institutional economics between World Wars I and 
II, the engineering of incentives was criticized for its harmful influence on the 
dynamics of economic life and its narrow take of human motivation. In Britain, 
the economist Alfred Marshall and his students focused on how scientific 
management restricted individual creativity and innovation in industry. 
Meanwhile, several American economists tried to broaden the notion of the 
incentive to cover a much wider range of motivations for working than the highest 
possible wage. The problematization was not lost on the management scientists 
who attempted to shift the meaning and use of incentives in the 1920s and 30s. 
Elton Mayo, for instance, developed a version of industrial psychology in which he 
stressed the need to keep good human relations in industry, while the sensitivity 
for different kinds of rewards became a new topic in Chester Barnard’s sociology 
of formal organizations. In a more constructive sense, the interwar social 
scientists all insisted that the incentive to enhance productivity came from the 
proper adjustment of the worker to the social and mental conditions of modern 
industrial life (chapter 4).

The birth of the economics of incentives after the Second World War 
marks the third and final rationalization of governing with the help of incentives. 
Postwar economists took their cue from the so-called ‘socialist calculation debate’ 
and shifted attention from motivational and organizational problems in industrial 
firms to the effects of information asymmetry on the communication between a 
central planner and a set of participants. Economists began to focus on the place of 
incentives in communication processes after they found a mathematical expression 
of strategic agency. Would self-interested participants reveal the information they 
had to the planner or did they have an incentive to send misleading messages? 
The challenge faced by these mathematically trained economists was to develop 
incentive schemes that would induce individuals to speak truthfully (chapter 5).

Concrete problems of government were initially pushed aside in the abstract 
economic models, yet the starting point in central planning shows that the issue of 
power lurked behind even the most mathematical facades. In the second stage of 
the development of a new governmentality, economists located the information-
incentive nexus in many more relationships of power than that between central 
planner and peripheral participants. Thereby, they brought the problematic of 
information incentives closer to practices of government. To substantiate that 
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21a geneaLogy of the incentive

claim, I will focus on a specific case of public sector reform where economic 
experts smoothly translated abstract economic theory into concrete political 
advice. In 2010, the Dutch government began to experiment with monetary 
incentives to induce primary and secondary school teachers to enhance their 
performance, which was strictly defined as the increase in student test scores over 
a certain period of time. The route by which performance pay became political 
reality shows that reform-minded economists played a crucial role in articulating 
alleged problems in the current incentive structure of Dutch education and in 
propagating the techniques with which to solve these problems (chapter 6). 

The final chapter contains a recapitulation of the preceding genealogy of the 
incentive in terms of Foucault’s conceptual framework. First, I will elaborate the 
relation between governors and governed in the three systems of governmentality. 
Each of these rationalizations of government linked a particular conception of the 
incentivizable subject with a particular role played by those in charge. Second, I 
will make explicit how the incentive, as a new technique of power, differs from the 
disciplinary techniques studied by Foucault. Finally, I will indicate what is actually 
taken for granted in our reflections on and uses of incentives (chapter 7).
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23setting the stage

chapter 2

Setting the stage

The previous chapter was concerned with carrots and sticks as twin elements in 
a systematic reflection on government. Furthermore, it explored the normative 
and methodological aspects of a genealogical approach to power/knowledge. In 
this chapter, I introduce three Foucauldian concepts that will play a major role 
in my genealogy of the incentive. Usually, a chronological account of Foucault’s 
conceptual apparatus would lead from the formation of objects of knowledge in the 
human sciences to the use of disciplinary techniques of power in the factory and, 
finally, to the history of (neo)liberal governmentality. The systematic purpose of 
this chapter, however, legitimizes a non-chronological account. 

To begin, I will first discuss the concept of governmentality as it is the most 
overarching of the three concepts and gives the reader an idea as to the nature 
of the present thesis. Foucault began to sketch the history of rationalizations 
of government—from medieval justifications of religious power to neoliberal 
thought in the decades after the Second World War—in two series of lectures 
at the Collège de France in 1978 and 1979. I will focus on the relation between 
economic science and central government discussed in his second lecture series 
(section 2.1). Second, I will discuss the formation of objects of knowledge. This 
is an important theme in Foucault’s history of governmentality, but it is most 
systematically addressed as a distinct epistemological theme in his archaeology 
of the human sciences. In The Order of Things Foucault traced the constitution 
of the living, speaking and laboring subject as an object of knowledge (section 
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2.2). The third and final concept I will discuss is that of techniques of power. 
In Discipline and Punish Foucault traced the development of instruments to 
discipline individuals and groups. The introduction of disciplinary techniques of 
power in the eighteenth-century factory will be my prime example (section 2.3). 
I do not elaborate upon these three Foucauldian concepts for their own sake but 
for the purpose of setting the stage for a new historical and philosophical inquiry. 
To conclude, I will put these three concepts into a systematic framework that will 
guide my analysis of the formation of the ‘incentivizable subject’ as an object of 
knowledge, and of its correlation with particular sets of incentivizing techniques 
in three successive rationalizations of government (section 2.4).

2.1 Governmentality

In his lecture series on governmentality and economics, Foucault explained the 
objective of his project as follows: “I wanted to study the art of governing, that 
is to say, the reasoned way of governing best and, at the same time, reflection on 
the best possible way of governing” (2008, 2). The choice for the reasoned way 
of governing best meant that he was not interested in the historical and practical 
details of government as it was practiced by kings, bureaucrats and politicians: “I 
have not studied and do not want to study the development of real governmental 
practice by determining the particular situations it deals with, the problems raised, 
the tactics chosen, the instruments employed, forged, or remodeled, and so forth” 
(2008, 2). In line with this preliminary explanation, his lectures were concerned 
with a large number of systematic treatises written by theologians, philosophers, 
economists and historians, all of whom provided a rationale for the wielding of 
power by a central political authority. Foucault then coined a new term to capture 
this combination of ‘government’ and ‘rationality’: governmentality. 

The history of governmentality began with the development of an art of 
governing called ‘reason of state’, which arose out of medieval conceptions of 
worldly authority. In sixteenth- and seventeenth-century political treatises the state 
was constituted as an existing political reality that still awaited the full realization 
of its potential. This new state-centered governmentality had three important 
features. First, the authors who contributed to its establishment claimed that 
every European state had its own interest and legitimate sphere of action. This was 
a clear break with earlier religious conceptions of political authority as correlative 
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to a centralized religious power. Second, with the recognition of the autonomy of 
the state also came a new objective. The ultimate goal of each state was to foster its 
own strength vis-à-vis the others in order to defend or extend its territory—not 
to secure the salvation of the flock via a pastoral type of power. Third, there was a 
specific way to achieve this goal. Faced with competition by its neighbors, every 
individual state needed a permanent body of well-trained soldiers. A standing 
army, however, was very expensive and was dependent on a healthy population 
from which to select able, young men. The necessity to secure the proper amount 
of money and number of people made commerce into an “essential instrument 
and fundamental weapon in this infra-European competition that must take place 
in the form of equilibrium” (Foucault 2009, 337). The population could expand, 
and the export of commodities would generate a sufficient influx of gold to pay the 
soldiers, only when commerce flourished. Thus, properly managed commercial 
activity could strengthen the state. Government was therefore obliged to regulate 
commercial activity and intervene when necessary. The actual concern for the 
movements of people and goods was handed over to officials of the police, who 
were to trace illegalities and secure order in the daily production and exchange of 
goods. Mercantilist authors thus required the continuous involvement of the state 
in daily commercial affairs to ensure a functioning market–for instance, regarding 
the supposed (in)justness of the price of certain commodities (2008, 30–31)4.

Foucault subsequently extended his inquiry into governmental rationalities 
from the reason of state to various strains of (neo)liberalism. According to 
Foucault, the emergence of economic science in the eighteenth century marked 
a turning point in the history of governmentality. The very same authors that we 
now consider ‘founding fathers’ of the discipline were also engaged in the first 
attempt to develop a new political rationale of not governing too much. Just like 
‘the state’ was central to the project of the reason of state, so ‘the market’ became 
a central political and epistemological object in the formation of a distinct, liberal 
art of governing. French Physiocrats and British political economists did not 
reflect on an object that was already given. Instead, they helped to constitute a 
new object of knowledge and a new target for government. First, contemporary 
economists like Francois Quesnay, Adam Smith, Robert Malthus and David 
Ricardo emphasized the naturalness of economic processes. They argued that 
the growth and decline of the population depended on the prevailing physical 
climate, on the habits of people and on the available means of subsistence. Second, 
they stated that individuals and goods moved within and between territories 
in fixed ways. Finally, they set out to show that there were certain mechanisms 
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that determined how the price of commodities and labor fluctuated over time 
(Foucault 2009, 70–75). The interdependency of these tendencies in populations, 
products and prices made strict political regulation of commercial affairs difficult. 
It was deeply problematic to think of economic processes as simply amendable to 
the will of the sovereign. 

None of the eighteenth- and nineteenth century liberal economists saw any 
good in the constant policing of commerce advocated by Mercantilists. Over and 
against the idea that human action brought order into economic life, they were 
convinced that commercial activity was part of a series of interlocking processes 
that resisted political intervention. Thereby, a well-functioning market was no 
longer the direct effect of policy; instead, it preceded political action and acted as 
an external limit to government policy. In a negative sense, the new conception 
of the market as a natural entity in contemporary economic discourse was 
mobilized to restrict state intervention. But “the entry of a ‘nature’ into the field 
of techniques of power” entailed more than a critique of existing rationalizations 
of government (Foucault 2009, 75). In a positive sense, the constitution of the 
economy as a natural realm, with its own laws and regularities, provided leverage 
for a new art of governing. As a corollary to the emphasis placed on the harmful 
consequences of economic interventionism, the key idea of these liberals was that 
economic processes actually had beneficial effects, when allowed to run without 
interference. If the sovereign had the courage to refrain from intervening in 
the dynamics of the market, he would find that excessive prices would gravitate 
towards their natural levels, and the nation would become wealthier in the long 
run. The interplay of self-interested individuals would lead to prosperity rather 
than chaos. But though the freedom of individuals to pursue their own interests 
was the keystone of economic liberalism, freedom itself was not simply given. 
The objective of the liberal art of governing therefore became one of producing 
and organizing the freedom that was needed for markets to flourish. With this 
new objective also came new instruments. For only with the help of strategies of 
security could individuals remain free to pursue their interest as market players. 
The disciplinary techniques that proliferated in the eighteenth and nineteenth 
centuries were not opposed to economic liberalism; they were the conditions for 
its possibility (Foucault 2009, 333–361).

The constitution of the market into a new object of knowledge was crucial 
for the governmental transformation from reason of state to “reason of the least 
state” that was taking place around 1800 (Foucault 2008, 45). This transformation 
also marked the beginning of a liberal mode of reasoning about the limits 
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of government, which extended well into the twentieth century. From the 
constitution of the market as a central object of power/knowledge in economic 
liberalism, Foucault turned to different bodies of postwar neoliberal thought. The 
first neoliberal rationalization of effective state action was developed in Germany 
immediately after the Second World War. At the time, German economists 
writing for the journal Ordo were looking for new ways to justify the role of the 
state in matters of economy and society. For what could legitimize the continued 
intervention of central government in the daily affairs of individuals just after 
the Holocaust? With population policy made taboo, German economists brought 
economic prosperity to the fore as the most viable and neutral political objective 
for postwar reconstruction (Foucault 2008, 75–158). 

But what made ordoliberalism go beyond classical liberalism as developed 
in the eighteenth and nineteenth centuries? According to Foucault, the prefix 
‘neo’ was applicable to the ordoliberals because of their strong anti-naturalism in 
economic affairs. This distinct anti-naturalistic stance permeated their economic 
analysis in various ways. First and foremost, the market was not conceived of 
as a natural realm governed by its own specific laws. In contrast to classical 
political economy, entrepreneurship and competitiveness were aspects of a formal 
theoretical structure that could become economic reality if the circumstances were 
right. So instead of preceding political action and limiting its possibilities, the 
market was seen as a political construct demanding the initial intervention and 
subsequent maintenance of the state. Second, the ordoliberals lacked a conception 
of the economic subject as a homo economicus. In their very minimalist take on 
human action, the subject was considered to be the product of history and current 
social structures.

Translated into political terms, the ordoliberal conception of the 
changeability of individual behavior and of the political construction of the 
market made for a more interventionist economic policy. If humans had the 
potential to become the entrepreneurs that economic theory required them to 
be, then politicians could strive to embed the subject in a proper competitive 
milieu and to foster the smooth functioning of market forces. For that reason, 
ordoliberals argued in favor of a gesellschafts- or vitalpolitik that would reorganize 
society based on economic insights about ideal market structures. In their political 
program, the state was called upon to mold society actively and continuously in 
order to secure the regulatory role of competitive mechanisms. In addition to a 
policy of fostering economic competition, the state should outline a social policy 
directed at small-scale communities. Cohesive families and neighborhoods were 
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crucial to the extent that they softened the harshness of economic competition. 
All in all, economic science gave politicians an idea of how to maintain a middle 
ground between the encouragement of “cold” entrepreneurship and competition, 
and the cooperation of men embedded in a “warm” moral and cultural framework 
(Foucault 2008, 242).

 The systematic reflection on the relation between state and market 
in American economics is the second neoliberal governmentality discussed 
by Foucault. His account of American neoliberalism ran from Henry Simons’s 
criticism of the Beveridge program in 1934 until Gary Becker’s analysis of crime 
in the mid-1970s. American neoliberalism distinguishes itself from classical 
liberalism in two ways. First of all, it sets itself apart from the earlier liberal arts 
of governance by a specific take on human action. The economists reviewed by 
Foucault view the human subject as an entrepreneur who invests money, time 
and affection in himself and in others to secure a future profit. In every instance, 
individuals deliberate over different courses of action and choose the one that 
contributes most to their own happiness. Yet in contrast to classical political 
economy this rational and self-interested homo economicus was not a natural 
given. It is simply how the individual appeared when considered from an economic 
point of view. As an ‘aspect’ science, economics was no longer concerned with 
a particular domain called ‘market’ or ‘economy’. Instead, a whole new range of 
phenomena entered the economist’s field of vision—from raising a family and 
the prevention of crime to the political struggle between parties and factions 
(Foucault 2008, 229–231).

 The second major difference between classical liberalism and American 
neoliberalism is political. For eighteenth-century political economists, the 
economic subject was both rational and self-interested. On an aggregated level 
the complete set of homines economici pursuing their own interests created 
interdependencies no one could really oversee—not even a powerful and 
knowledgeable sovereign. So, when political economists demarcated the economy 
as a new object of knowledge, they also advocated the view that there was no 
overall insight into economic processes that could legitimize an interventionist 
government policy. In American neoliberalism, on the contrary, the conception 
of the economic subject as a rational entrepreneur had quite different political 
consequences. It was precisely the alleged rationality and self-interestedness of all 
individuals that made them governable because it made them respond to changes 
in their environment in a systematic and predictable way (Foucault 2008, 269). 
In the legal sphere, for instance, criminals would reconsider their strategy when 
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the profits of illegal activities declined, or the risk of arrest increased for certain 
offences. The relationship between the individual and the field of possibilities for 
action made for a new “environmental technology” (Foucault 2008, 259). The 
neoliberal rationalization of government in American economics led to a set of 
political instruments with which government could manipulate environmental 
variables such that individuals would choose the desired course of action.

 The overall picture that emerges from Foucault’s work on the history 
of liberal and neoliberal governmentality is one of a rich diversity of ways to 
rationalize the nature and function of central government. Despite the wealth 
of material, his reconstruction of succeeding arts of governing or reasoned ways 
of governing best is informed by a basic epistemological theme. A brief survey 
of the history of political discourse showed that government was directed at a 
variety of objects, such as individuals, families, territories, rival states, populations 
and markets. In a reflective passage Foucault explained that he did not “measure 
institutions, practices, and knowledges in terms of the criteria and norms of 
an already given object”; instead, he sought to grasp “the constitution of fields, 
domains, and objects of knowledge” in different bodies of political thought (2009, 
118). In other words, those who rationalized the wielding of power did not reflect 
on a ready-made object that was known through experience, rather they helped 
to constitute the objects at which political action should be directed. It was in that 
constitutive or constructive sense that Foucault spoke of the formation of ‘the 
state’, ‘the market’ and ‘the entrepreneur’ as objects of and limits to government 
intervention.

2.2 The formation of objects of knowledge

Even though the governmentality project was new, the focus on the formation 
of objects of knowledge was not. In this section I will elaborate on the formation 
of the human subject as an object of knowledge as a persistent epistemological 
theme in Foucault’s work. In a recapitulation of his work published in 1983, 
Foucault chose ‘the subject’ as his main theme of interest, saying that his objective 
had been “to create a history of the different modes by which, in our culture, 
human beings are made subjects” (2000b, 326). Indeed, from his early work on the 
history of madness up until his final work on sexuality, the creation of different 
kinds of people was one of the key issues at stake. In several detailed studies about 
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particular human figures—the madman, the sick person, the delinquent, the 
homosexual—Foucault showed that practices of knowledge production were one 
of the modes by which individuals came to recognize themselves and others as 
particular types of subjects. Although there has been a discernible shift in focus 
over the years, the question as to how certain aspects of human action or ‘being’ 
were constituted as new objects of knowledge has proved perennial.

Foucault first studied the formation of the subject as an object of 
knowledge in a wide-ranging archaeology of the human sciences. According to 
Foucault, the rules that determined how we perceive the linguistic, biological and 
economic world changed dramatically from one historical era to another. Each 
era was characterized by a “fundamental way in which it sees things connected 
to one another” (Gutting 1989, 139). Such a primordial experience of the order 
of things—or ‘episteme’, as Foucault called it—determined “the appearance and 
insertion of the question of the speaking, laboring and living subject, in domains 
and according to the form of a scientific type of knowledge” (Foucault 1998, 
460). It is impossible to bring the full complexity—and problematic nature—of 
Foucault’s archaeology of the human sciences to the fore here and neither is it 
necessary for the present purpose. In what follows I will focus on one example: 
the formation of the laboring subject as an object of nineteenth-century political 
economy against the background of Renaissance and classical economics. 

The main characteristic of the Renaissance episteme was the idea that the 
world was a like a piece of prose. The book of nature was written in an unknown 
language, and its interpreter should look for the signs that reveal a connection 
between phenomena. In contemporary economic treatises it was claimed, for 
instance, that the intrinsic value of gold and silver was a sign of the connection 
between the value of a commodity and its price. The fixed link between both, even 
led Renaissance economists to postulate the existence of a more fundamental 
cosmic balance between the total value of all existing commodities and the total 
value of all precious metals, either already mined or still hidden deep in the bowels 
of the earth (Foucault 1994, 169–173). In the middle of the seventeenth century 
the experience of order changed such that the search for signs made way for the 
representation of visible identities and differences. Informed by the new episteme, 
classical economists were mainly concerned with how best to represent the value of 
commodities in an artificial monetary system. They began with the basic premise 
that all objects contained in the category of ‘wealth’ were valuable because people 
either needed or desired them. The value of each of these objects could then be 
expressed in monetary terms. Thus, the relationship between object and price was 
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an artificial one established purely for pragmatic reasons. For one, money provided 
a single measure for all products. The use of money as a sign of value thereby made 
the comparison of all valuable objects with one another possible. Furthermore, 
money enabled goods to circulate more easily among all members of the population. 
From the sale of agricultural raw produce to the trade in finished products, money 
was a convenient instrument that acted as a pledge for future exchange. Finally, the 
available monetary measure enabled economists to represent the total circulation 
of priced commodities. The yearly production and consumption thus represented 
made it possible for them to estimate the amount of money necessary to keep the 
economic system running smoothly from one year to the next. Scientists had a 
deep faith in transparency in the classical episteme, as was displayed in the self-
evident way in which the value of a commodity could be represented by its price 
and the exchange of priced commodities by an economic table.

 The act of representing the world in artificial languages became 
problematic after the shift from the classical to the modern age. Immanuel Kant’s 
critical project stands out in the field of philosophy: his inquiry into the conditions 
for representing possible objects of experience made the ontological adherence to 
transparency into a pre-critical metaphysical dogma. As representation lost its 
self-evidence circa 1800, a new era in the production of knowledge began. In the 
human sciences, static tables made way for attempts to dig beneath the surface of 
visible identities and differences in search of the conditions that made linguistic, 
biological and economic phenomena possible. Each of the disciplines came 
with its own distinct ‘quasi-transcendental’ that was constitutive for the range of 
phenomena studied. In nineteenth-century political economy the representation 
of value made way for the question of its fundamental determinant. This shift was 
most visible in the work of British political economist David Ricardo. Although 
it was Adam Smith who had turned labor into a major economic topic, he was 
not yet able to transgress the boundaries of the classical episteme. In Smith’s work 
labor was indeed the most important measure for the value of commodities. 
Yet at the same time, the value of labor (i.e., the wage received by the laborer) 
could be expressed in terms of the number of commodities one could purchase 
with it. In the end, both labor and commodity could represent one another, 
and neither was more fundamental than the other. Only with the appearance of 
Ricardo’s Principles of Political Economy and Taxation (1817) could labor finally 
free itself from the representational nexus. In the new conception of labor, the 
time spent on producing a commodity fully determined its value vis-à-vis other 
commodities—no matter how much the worker’s wage could buy (Foucault 1994, 
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254). In other words, beneath the value of a specific product lay both the activity 
of the laborer and the capital goods that embodied earlier labor investments. The 
reconfiguration that had taken place at the turn of the century opened a space for 
the laborer within the production of economic knowledge. Therefore, according 
to Foucault, the emergence of the laboring subject as a major figure in nineteenth-
century political economy could only be understood against the background of a 
preceding shift in the order of things.

From the end of the 1960s onward, Foucault’s interest shifted from the rules 
that governed the formation of objects of knowledge to the intricate relationship 
between power and knowledge. This new focus led him away from the grand 
succession of epistemes in the history of the human sciences to a range of institutions 
in which specific kinds of experts dealt with particular segments of society. In 
the nineteenth-century asylum, for instance, psychiatrists could confine, study 
and treat different types of madmen (Foucault 2000a). The courtroom, moreover, 
provided the psychiatrist with an opportunity to speak with authority about the 
behavior of a new class of “dangerous individuals” (Foucault 2006). Similarly, 
the prison, the hospital, the factory and the school were analyzed by Foucault 
(1995) as sites where the power over men coincided with the (local) production 
of knowledge. The shift from discursive rules to power/knowledge relations in the 
1970s made for a new and distinct perspective on the formation of the human 
subject as an object of knowledge. The continuous scrutiny of individuals gave 
rise to a whole new set of human figures annexed by several scientific disciplines: 
the ‘delinquent’ made its appearance in both courtroom and prison and became 
a stabilized object of criminology; the hospital provided the institutional space 
for new classifications and treatments of the ‘sick’; and the frequent examinations 
at school brought ‘excellent’ and ‘mediocre’ students to the fore as new objects of 
pedagogics (Foucault 1995, 170–194)5.

As I have shown, the constitution of “new knowable objects” was an 
important topic in Foucault’s history of the human science and in his later work 
on power/knowledge (1994, 252). The idea that these objects were constituted 
makes clear that he was opposed to a facile positivism of sensory openness to 
the world. In a more reflexive passage Foucault stated that “it is not enough for 
us to open our eyes, to pay attention, or to be aware, for new objects suddenly to 
light up and emerge out of the ground” (1972, 44–45). Moreover, the formation 
of new object of knowledge also required more than the elimination of “some 
obstacle whose power appears to be, exclusively, to blind, to hinder, to prevent 
discovery, to conceal the purity of the evidence or the dumb obstinacy of the 
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things themselves” (1972, 45). But, if objects do not present themselves directly 
to the senses, nor hide beneath a veil awaiting someone to raise it, then what does 
their constitution amount to?

The most explicit and constructive account of the formation of objects of 
knowledge as a distinct epistemological theme can be found in The Archaeology of 
Knowledge (Foucault 1972, 40–49). Although the reflections on archaeology were 
meant to elucidate the method Foucault used in his historical studies, presents 
his readers with a far more dynamic picture than the archaeological analysis of 
the laboring subject in The Order of Things allowed for6. According to Foucault, 
the formation of an object was a dual process in that a scientific discipline had to 
find “a way of limiting its domain, of defining what it is talking about, of giving 
it the status of an object—and therefore of making it manifest, nameable, and 
describable” (1972, 41). On the one hand, scientists had to determine how to define 
the object in question. Only after such a positive endeavor could the object appear 
as something available for further description and analysis. On the other hand, 
the attempt to give something the status of an object had a negative corollary. 
With each attempt to limit a domain of inquiry, some aspects were chosen for 
scientific description and explanation, and some were, by necessity, ignored. This 
twofold endeavor of defining and limiting the object of knowledge leads to three 
distinct but interrelated paths of analysis. 

First of all, the authority to delimit an object of knowledge is not granted 
to individuals at random, but only to specific expert communities. Therefore, we 
should look for the relevant authorities of delimitation with regard to a certain 
domain of objects. In Foucault’s example of nineteenth-century psychopathology, 
medical professionals were the main authority for defining the nature of madness7. 
However, religious and legal authorities also claimed to have a say in the matter. 
Second, these experts contribute to the delimitation of the object of knowledge 
by locating it in what Foucault calls surfaces of emergence, the places where they 
look for the phenomena of interest. In the nineteenth century, psychopathologists 
began to look at art, sexuality and crime as new surfaces where madness could 
emerge. Whereas a novel or tragedy was previously considered primarily as an 
aesthetic object, it now became something in which it was possible to discern traces 
of madness in the main character(s) or in the author who wrote it. Third, once 
objects have been located, they are further delimited with the help of distinct grids 
of specification. These disciplinary frameworks of concepts, theories and methods 
are used to highlight certain features of the object or regroup several aspects of it. In 
the case of nineteenth-century psychopathology, it was possible to specify different 
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kinds of madness by locating symptoms within a prior subdivision of the faculties 
of the soul, by linking particular symptoms to the composition of the human body, 
or by articulating the personal history of an individual (Foucault 1972, 41–42).

2.3 Techniques of power

Foucault’s focus on the production of knowledge in succeeding governmentalities 
has been well addressed with the foregoing reflection on the formation of objects 
of knowledge. Clearly, though, those who rationalized the role of government had 
more than just a cognitive interest in the objects they constituted. These objects 
were first and foremost objects of government and therefore bound up with 
questions about the best way to exercise power. In more concrete terms, this meant 
that knowledge about market mechanisms or population dynamics was directly 
linked to the question of how best to regulate economic processes. Likewise, 
knowledge about the nature of deviant individuals was related to the question 
of how best to change their behavior. What means could the government use to 
mold the individual, redirect the market or regulate the population? The practices 
of knowledge production that developed in the history of governmentality thus 
led to “what we can broadly call a technology of power” (Foucault 2009, 117). 
Again, the focus on the techniques of power used to govern individuals and groups 
was already a major theme in Foucault’s oeuvre by the time he set out to study 
government and its rationalization.

In this section I will elaborate upon the techniques of disciplinary power 
discussed by Foucault in Discipline and Punish. The factory will be my main 
institution because it was also one of the prime institutions for studying and 
designing the best methods of encouraging specific behaviors over the past 
century. With a clear idea of the ways to maintain discipline in the factory, I can 
better highlight the differences and similarities between discipline and incentives 
as distinct techniques of power in the concluding chapter.

Although the delinquent, sick or learning subject could be located in one 
institution or another, Foucault was not primarily interested in the emergence 
and subsequent development of these institutions as such (1995, 139; 2006, 41). 
Instead, he focused on “studying the methods and techniques used in different 
institutional contexts to act upon the behavior of individuals taken separately or 
in a group so as to shape, direct, modify their way of conducting themselves, to 
impose ends on their inaction or fit it into overall strategies” (1998b, 463). The 
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most extensive account of such a distinct set of techniques of power can be found 
in Discipline and Punish. Foucault’s research into the birth of imprisonment as 
today’s most dominant punitive measure reveals the slow emergence of discipline 
as a new way to govern individuals and groups. In his analysis, he studied 
discipline on four levels. At the most basic level of analysis, Foucault studied 
concrete practices in order to distinguish the different spatial, temporal and social 
elements of discipline. For discipline is first and foremost a multifaceted and local 
technique to target the behavior of individuals in specific settings: “Discipline may 
be identified neither with an institution nor with an apparatus; it is a type of power, 
a modality for its exercise, comprising a whole set of instruments, techniques, 
procedures, levels of application, targets” (Foucault 1995, 215). In minute detail, 
Foucault makes explicit what discipline entailed as a practice of correcting human 
bodies and molding human minds. 

The first technique of discipline used in the eighteenth-century workshop 
was a spatial one. The most radical spatial intervention was to close off the site where 
production took place from the surrounding area. Laborers entered the factory 
building in the morning and were prohibited from leaving until the gate was opened 
at the end of the working day. With no one able to leave, “the forces of production 
become more concentrated” and the utility of bodily work is thereby enhanced 
(Foucault 1995, 142). At the same time, the presence of all workmen under one 
roof greatly simplified supervision. It thwarted the petty theft of goods and tools, 
and made it easier to notice malcontent and unrest among the workers. Spatial 
discipline, however, was not always as radical as forced enclosure. In many cases, 
the reorganization of space was more subtle than building walls and closing gates. 
Within the factory, for instance, the workplace could be divided into many different 
segments. In this design, each laborer would have a fixed place to work in the factory 
hall. The parceling of productive space split the mass of laborers into smaller groups, 
which facilitated surveillance. At the same time, it greatly increased information 
about individual performance: “The labor process was articulated […] according 
to the individuals, the particular bodies, that carried it out: each variable of this 
force—strength, promptness, skill, constancy—would be observed, and therefore 
characterized, assessed, computed and related to the individual who was its particular 
agent” (Foucault 1995, 145). The individualization brought about by spatial discipline 
also enabled a more detailed knowledge of the quality and quantity of output. The 
design of an individualizing space as a new element of industrial thought and action 
might seem a local and practical phenomenon. On closer inspection, however, the 
‘small’ problem of spatial discipline was intertwined with the ‘big’ problem of the 
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increase in industrial scale. In contemporary economic treatises the division of 
labor was presented as an autonomous process. From primitive society onward, the 
barter of commodities led to an ever increasing specialization of labor. Foucault’s 
analysis of the factory showed that the division of labor was inconceivable without 
an accompanying sophistication of techniques of power.

Besides the art of enclosure and partitioning there was also a strong 
temporal dimension to factory discipline. Borrowing from religious practices of 
daily exercise, the establishment of a temporal regime for laborers was used to 
guarantee the maximum extraction of their productive energy while at work. A 
timetable made clear what each laborer was expected to do at a certain moment 
in time. Furthermore, there were a range of prohibitions regarding the gestures 
and jokes made, the stories told and the games played during working hours. 
The article on manufacturing in Diderot’s and D’Alembert’s Encyclopédie made 
manifest that this harsh regime was not accepted without enforcement: “In the 
large factory, everything is regulated by the clock. The workers are treated strictly 
and harshly. The clerks, who are used to treating them with an air of superiority 
and command, which is really necessary with the multitude, treat them with 
severity or contempt” (as cited in Foucault 1995, 174–175). With a distinct group 
of superintendents who saw to it that everyone abided by the rules, the worker 
was now free from distraction and could devote himself entirely to the task at 
hand. With both the day’s schedule and the bans on behavior, a positive economy 
of exploiting the available labor time could come into being (Foucault 1995, 149–
151).

The factory was not Foucault’s prime example when it came to the two 
final techniques of discipline. Nevertheless, a short discussion of the attempts to 
organize the development of individuals over time and to combine their forces is 
necessary for a complete picture of the analysis of power. As to the first, Foucault 
discerned a tendency for disciplinary practices to divide the process of learning 
into different phases. Instead of an apprenticeship rounded off with a masterpiece, 
education became subdivided into a series of fixed stages a subject had to complete. 
Whether in the army or in school, pupils first had to practice a certain number 
of exercises and pass an exam before they could enter the next stage of their 
educational careers. Second, although discipline is an individualizing technique, 
it is at the same time an art of “composing forces in order to obtain an efficient 
machine” (Foucault 1995, 164). In a large factory or a modern army a single 
individual contributes but little to the overall profit or victory. Only the smooth 
interaction of all individuals makes for a veritable success. This composition 
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of forces requires that the disciplined bodies are well adapted to one another. 
Foucault further elaborated on the relationship between the individual and the 
collective in a section on the role of examination in the production of knowledge 
about the individual. Indeed, he said, the frequent examination of individuals 
in schools, armies and hospitals, together with the cataloguing of their personal 
development, introduced individuality into the pedagogical, military and medical 
archives. Yet the data about the characteristics of individuals gathered in this way 
immediately led to the creation of new social hierarchies and new behavioral 
norms. This meant that individuals were positioned in a group and had to abide 
by norms of behavior for that group at the same time that their individuality was 
being noted. Overall, disciplinary practices certainly made people into special 
cases, but they also contributed to the making of new collectives (Foucault 1995, 
189–192).

On an intermediary level, the ramifications of disciplinary practices in the 
factory and elsewhere made it possible for Foucault to discern a shift in the strategic 
purpose of discipline. In the fourteenth century, the use of these techniques was 
closely related to the renunciation of worldly life as well as the control over one’s 
body and mind. At time, Dutch and Flemish mystics developed a set of ascetic 
practices of bodily restraint, for themselves and their disciples, in order to 
counter the perceived moral sloppiness of their fellow Christians (Foucault 1995, 
161–162; 2006, 64–68). Certainly power and authority were equally present in 
the religious communities where the converts lived and worked. Yet the ultimate 
value of bodily discipline was to gain self-mastery, and all members of a religious 
circle, even those highest in authority, had to observe the rules of conduct. All this 
changed substantially when disciplinary techniques were applied in other than 
religious domains of practice. Those seeking discipline in the seventeenth-century 
army, for instance, had quite a different reason for introducing extensive bodily 
practice than that of the loose morals of their soldiers. It was the invention of 
the rifle that made a complete military reorganization necessary. A modern army 
needed highly disciplined troops to win a battle; troops had to be able to group 
and regroup in a swift and orderly way when ordered (Foucault 1995, 162–163). 
Discipline thus became more and more prominent as a set of methods “which 
made possible the meticulous control of the operations of the body, which assured 
the constant subjection of its forces and imposed upon them a relation of docility-
utility” (Foucault 1995, 137). In the army and the factory, self-mastery made way 
for docility, and the contempt for worldly affairs was replaced by the increased 
economic utility of the human body. The disciplinary techniques discussed above 
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all contributed to the creation of productive bodies that could be utilized and 
docile bodies that lacked the energy for resistance. 

From religious sects and armies onward, disciplinary techniques travelled 
remarkably well from one institutional context to the next until the modern 
(welfare) state could ‘simply’ annex them. Foucault’s genealogical account of 
disciplinary techniques and their shifting purpose showed that there was no 
sudden discovery of a new mode of power or an overarching explanation for its 
development. According to Foucault, “It is rather a multiplicity of often minor 
processes, of different origin and scattered location, which overlap, repeat, or 
imitate one another, support one another, distinguish themselves from one 
another according to their domain of application, converge and gradually produce 
the blueprint of a general method” (1995, 138). With the convergence of a set 
of scattered practices into a blueprint of power, the endpoint of all these minor 
processes far exceeded local contingencies in the emergence and development 
of disciplinary methods in the seventeenth and eighteenth centuries. Despite the 
particularity of its origin and the erratic course of its dispersion, the proliferation 
of disciplinary practices did make for the gradual establishment of a “disciplinary 
society” (Foucault 1995, 216).

On the third level of analysis, therefore, the genealogy of discipline as 
a technique to govern individuals made it possible to specify the nature and 
transformation of power in Western society. Foucault discovered that the 
increasing predominance of disciplinary power in modern society was inversely 
related to the waning of the power of sovereignty. The sovereign held sway over 
his subjects for centuries with the help of spectacles of corporal punishment and 
a public display of affluence. In a relatively short period of time, the practice of 
public torture and execution made way for a series of closed institutions like the 
asylum and the prison. With the promise of a tighter grip on individuals and 
populations, the need for a sovereign who displayed his surplus of power to 
his subjects quickly disappeared. According to Foucault, the surveillance over 
and normalization of the human body became so well established that Jeremy 
Bentham’s dream of constant visibility was apt for the modern ‘panoptic’ society.

The study of the development of disciplinary techniques led Foucault 
to investigate the phenomenon of power on a fourth and more abstract level. 
His genealogical work made it possible to pinpoint a number of characteristic 
elements of relationships of power that, even if they did not lead to a definition 
of the ‘nature’ of power, they at least help us to study it in a more circumscribed 
manner. First, power is sometimes wielded in a very brute and direct way, but more 
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often, the exercise of power is cloaked in justificatory discourses that identify and 
legitimize certain targets: “there is no power that is exercised without a series of 
aims and objectives” (Foucault 1990, 95). Second, the actual achievement of these 
aims and objectives is not certain because there is always a margin of freedom on 
the part of the governed. It is this element of freedom that makes the relationship 
between two parties into an always unstable relationship of power in which mere 
(physical) submission of one party is not sufficient for the maintenance of control 
(2000b, 340–342). Third, these relationships of power can best be understood as 
strategic in the sense that they are confrontations between the attempts to change 
the conduct of individuals and groups and the attempts of those individuals and 
groups to resist being controlled in this way. Thus, in the power equation there 
will be the tactics used to guide the behavior of the governed on one side, and the 
reactions evoked by such guidance on the other. (2000b, 346–348). Fourth and 
finally, these instable, tactical relationships are mediated by the instruments that 
are at the disposal of those who govern. For only with the help of these instruments 
can one party gain the upper hand in the struggle; hence, Foucault’s emphasis on 
techniques of power.

2.4 Setting the stage for a genealogy 

of the incentive

The previous sections have brought several aspects of Foucault’s philosophical 
histories to the fore. In each, we saw how the analysis of a specific topic was related 
to a specific concept: the study of liberal and neoliberal reflections on government 
was related to governmentality; the archaeology of economic science was bound 
up with the formation of objects; the genealogy of disciplinary practices in the 
factory and elsewhere was linked to techniques of power. Although these concepts 
were developed by Foucault for particular historical inquiries, they can easily be 
transferred to other areas and used for further study. In this section I will show 
how the conceptual triangle established for the purpose of my genealogy of the 
incentive will guide the historical and philosophical analysis in the subsequent 
four chapters.

Foucault’s study of the rationalization of (neo)liberal government is rich 
and thought provoking. For my purposes, I use the notion of governmentality 
in two distinct ways. First, it offers a practical criterion for the selection of new 
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bodies of thought at the expense of others. The scholars studied by Foucault all 
attempt to put the relation between those who govern and those who are governed 
into a systematic framework. Similarly, the scholars I analyze in my genealogy 
all systematically address the relation between ‘governors’ (central planners, 
managers, foremen, employers, directors, bureaucrats) and ‘governed’ (industrial 
workers, firms, public agencies, school teachers). I will identify and discuss three 
bodies of discourse in which the incentive plays a pivotal role in the rationalization 
of a particular type of power over individuals and groups. First will come the 
wage incentive systems developed in the final decades of the nineteenth century 
by American engineers, followed by the attempts of economists, psychologists 
and sociologists to ‘humanize’ incentives in the interwar period. The postwar 
economics of incentives will come as the third and final rationalization of 
government.

The inclusion of these three bodies of governmental discourse brings along 
with it the exclusion of other discourses in which the term incentive appears. In 
Alfred Marshall’s seminal Principles of Economics, for instance, an ‘incentive’ is 
synonymous with an ‘inducement to action’, which can be internal, as in a mental 
‘motor-force’, or external, as in a change of economic circumstances, such as a 
rise in the rate of interest (1890, 14–28). Whether it comes from within or from 
without, this concept of the incentive was not linked to the effort of one person 
to influence the behavior of another. In the first decades of the twentieth century 
several writers began to discuss whether a worker would still be motivated to work 
in communist societies. Again, the question of incentives under communism was 
discussed in general terms and was not specifically related to the rationalization 
of a definite type of power wielded over the workers (Egbert & Persons 1952, 
400–406; Grant 2012, 21–22). In behaviorist psychology of the 1930s and 1940s, 
finally, the incentive was an explanatory term used to account for changes in the 
behavior of experimental subjects. In a series of experiments on learning, mainly 
using animals, psychologists studied the relationship between external stimuli 
and behavioral responses. Although (experimental) control is a key objective in 
behaviorism, the link with governing humans is actually quite weak (Mills 2000, 
107–115). A comprehensive conceptual history of incentives would have to include 
these heterogeneous discourses as well. This, however, is not a conceptual history 
but a study of the place of incentives in different rationalizations of government.

The concept of governmentality offers more than a practical criterion for 
the inclusion or exclusion of certain historical sources; it also guides the study of 
the literature selected. Governmental discourses give a certain rationality to the 
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wielding of power over individuals and groups. They do so by selecting particular 
objects at which government should be directed; by characterizing the objectives 
of governmental interventions; and by designing and refining the instruments 
with which government can target the objects in question and achieve its 
objectives. Foucault’s history of governmentality revealed that the rationalization 
of the objects, objectives and instruments of government shifted from one body 
of discourse to the next. This insight is not lost on the incentive as the pivotal 
element in a range of new rationalizations of government. 

The governmentality project first led Foucault to a dynamic conception of 
the formation of objects of knowledge. I will focus on three different aspects of 
the formation of the ‘incentivizable subject’ as an object of knowledge8. First, the 
experts on incentives act as authorities of delimitation. Each of the three expert 
communities—mechanical engineers, interwar social scientists, and postwar 
economists—delimited the subject that was susceptible to incentives in its 
own distinctive way. The authority to delimit the nature of incentives that was 
claimed by successive expert communities immediately leads to the second aspect 
discerned by Foucault: where do the respective authorities locate the subject that 
needs to be incentivized? From the end of the nineteenth century to beginning of 
the twenty-first century, the incentivizable subject’s surfaces of emergence changed 
significantly. Third, these authorities have different disciplinary perspectives on 
the matter. Their respective grids of specification enable them to ascribe particular 
characteristics to the object, while neglecting others characteristics. Grids also 
allow authorities to pose questions that are deemed interesting, while excluding 
other questions as irrelevant. In addition, grids make the use of certain methods 
of research obvious, while others methods are not even considered. These three 
aspects of the formation of the incentivizable subject as an object of knowledge 
give substance to the dynamic processes of “defining what one is talking about” 
and “limiting one’s domain” (Foucault 1972, 41).

The formation of objects of knowledge in different governmentalities, 
Foucault showed, was closely linked to the development of new programs for 
wielding power. The constitution of the object—states, populations, markets, 
individuals, communities—government should be directed at came with extensive 
elaborations on its objectives and the instruments with which to achieve them. In 
the unstable relationships between those who govern and those who are governed, 
techniques of power were important for the strategic advantages they offered to the 
former. In the systematic reflection on incentives we can discern a similar concern 
with the development of a program to govern the incentivizable subject. Just like 
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the disciplinary techniques studied by Foucault, the incentive is a tool used in 
different institutional contexts to change the behavior of individuals and groups. 
In each of the four subsequent chapters, I will analyze successive proposals for the 
use of incentives as techniques of power.

Proefschrift Guus Dix_defv1.indd   42 23-03-14   07:58



43engineering incentives

chapter 3

Engineering

incentives

The incentive first made its appearance in a discussion among American engineers 
over the benefits and pitfalls of piece wages in industry in the 1880s and 1890s. Of 
course, the actual use of this specific method of remuneration was not born out of 
a late nineteenth-century debate. Karl Marx, for one, dated the practice of paying 
by the piece back to the fourteenth century, when it was mentioned in opposition 
to time wages in English and French labor statutes. According to Marx, both wage 
forms served the same basic purpose of exploiting the power of labor. But of the 
two, piece wages were more in harmony with capitalist production because they 
helped to lengthen the working day and reduce the wages paid for labor (Marx 
1992 [1867], 698).

The mere existence of a wage practice in industry, however, does not make 
for a veritable problem of knowledge and governance. A governmental problem 
comes into being when certain perceived difficulties are brought to a level of 
reflection; a level of reflection, moreover, that eventually results in a ‘rationalized’ 
program for further action. Marx would certainly be the last to participate in 
such an attempt to improve wage methods in industry. For the constitution of the 
problem that became central to the first incentive-infused governmentality, we 
turn from the most famous critic of capitalism to a new professional group that 
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earned its money at the interface of labor and capital: the mechanical engineers. 
It was among the members of the American Society of Mechanical Engineers 
that existing wage practices were turned into a novel technical problem of worker 
motivation and monetary inducement. 

The engineers did this by bringing the shortcomings of current wage 
methods to the fore. According to the engineers, both day rates and ordinary 
piece rates suffered from the same motivational defect. Under a system of day 
wages, workers soon learned that a surplus of effort did not pay off. An ambitious 
worker would not be motivated to exert herself when the wage she received was 
based on the number of hours worked. Even a worker of goodwill and talent could 
become lazy upon discovering that his wage remained the same no matter how 
hard he worked. A piecework system seemed to offer a solution to this problem, 
because it appeared to provide a direct link between productivity and pay. On 
closer inspection, however, this was not necessarily the case. The establishment 
of a robust relation between productivity and reward was seriously hampered 
by intermittent changes in the piece rates. When employers thought that labor 
costs were rising too fast, they often responded by cutting the piece rate received 
by the workers. What was an understandable response from the perspective 
of short-term cost containment was a bad response in regard to the long-term 
motivation of employees. For who would be tempted to work hard, if a rise in 
output eventually led to a wage cut? Again, the most ambitious workers would 
eventually stop exerting themselves after piece rates had been cut multiple times. 
Thus, the method of working at piece rate—at first thought of as a solution to the 
problem of day wages—was equally flawed in terms of worker motivation (Taylor 
1895, 861–864; Drury 1922, 53–55).

Although this so-called wage problem seemed a local and technical one, the 
consulting engineers linked it to the broader social problem of industrial conflict. 
None of them shared Marx’s vision of the necessary collapse of capitalism, but they 
did capitalize on their potential clients’ fears of labor turmoil due to a large number 
of strikes in the 1880s (Nelson 1995, 52). In their gloomy picture of the future, the 
need for wage cuts and the use of pressure toward greater output would lead to 
oppositional force by the workers. The resistance to managerial intervention by 
workers and their representatives would in turn provoke an even harsher response 
from management and so forth. In the words of Frederick Taylor, the most famous 
member of the Society, there “begins a war, generally an amicable war, but none 
the less a war, between the workmen and the management” (1895, 863)9. The 
amicable war could easily turn to less friendly confrontations and, with tensions 
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mounting, lead to the collapse of industrial organizations. To prevent such an 
event from happening, both employers and employees needed to transcend their 
initial antagonism and embrace a management system that acknowledged the 
need for good relations between managers and workers. The mutual recognition 
that these good relations were necessary, however, was thwarted by a very narrow 
conception of what acting out of self-interest entailed. For, if one thing marked 
both labor unions and employers’ associations, it was their unthinking selfishness. 
As one of the engineers framed the issue: both sides demand as much as possible 
for oneself while at the same time blocking the other’s demands and “both are 
formed with the idea of using force only” (Gantt 1919, 26). The conflicts that would 
follow might lead to short-term victories but not to a satisfactory and permanent 
state of peace. If industry was to “progress from an era of force to one of equity”, 
Gantt declared in epochal terms, then the adversaries should look for a new state 
of industrial equilibrium founded on an “intelligent selfishness […] which shares 
the benefits equitably among those helping to obtain them” (1919, 111). 

The link between a potential crisis of capitalism and the wage problem 
might seem far-fetched. Yet the strategy of the engineers fits quite well with the 
way scientists of that period responded to the vast socio-economic changes in 
America. As Dorothy Ross (1991, 26–30) argued in her comprehensive account 
of the origins of American social science, the work of contemporary scientists 
and intellectuals could only be understood in the contexts of the experience of 
civil war, the sense of rapid industrialization and the awareness of class conflict 
in Europe. American scientists responded in two different ways to the possibility 
of historical transformation. At first, many scientists sought refuge in what Ross 
calls ‘the exceptionalist ideal’. They held that America was immune to European-
style class conflict because it was built on sound constitutional principles. 
Societal harmony was therefore guaranteed from the moment these principles 
were institutionalized in the late eighteenth century. Once social conflict became 
more manifest, however, scientists from different disciplines had to reconsider 
their earlier stance of flagrant denial. To that end they proffered a second remedy: 
scientific expertise. If it was no longer possible to deny the existence of structural 
conflicts in America, then it was time to put the results of science into practice and 
opt for piecemeal social transformation guided by experts trained in the social 
sciences. The incentive was no exception to that rule: “Within the frameworks of 
scientific management and behavioral psychology, incentives were understood as 
an instrument in the hands of powerful experts useful for managing and directing 
people’s behavior to achieve certain social purposes” (Grant 2002, 130). Behavioral 
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psychology will not be dealt with here, but I will articulate, in more detail, the 
development of a new form of managerial expertise to cope with the industrial 
problems of that period. 

In the late nineteenth century, the mechanical engineers were determined to 
show that the discord that characterized modern capitalism was but a temporary 
problem that could be solved by hiring knowledgeable experts. In fact, they 
thought that the broader problem of industrial conflict was due to the smaller 
technical problem of establishing a clear link between the number of products 
delivered and the amount of pay received. If a balance could be found in which 
the use of monetary incentives to increase production did not result in a sharp 
increase in wages, there would be no need for future wage cuts, which would 
take the sting out of the conflict. The most important stake in the debate was 
to explain the advantages of one method of remuneration over another in terms 
of its motivational characteristics and promised increase in output. And this is 
where incentives came in. Not yet heavily theorized, ‘incentive’ was introduced as 
a motivational term, synonymous with inducement, that had a strong monetary 
connotation. There were two sides to the engineering of incentives. On the one 
hand, it was connected to a question about the distinctive features of the working 
subject: What actually drove workers to give their best? The engineers thus turned 
the worker into a new object of knowledge. On the other hand, the question 
of worker characteristics was only part of a larger technical problem regarding 
the governing of the labor force. As engineers developed different techniques of 
remuneration to stimulate worker performance, each claimed to have found a 
continuous labor incentive that would enhance productivity while simultaneously 
eliminating the source of labor conflicts. Along the way, wage incentive systems 
became integrated in a more sophisticated technology of power.

3.1 Three wage incentive plans

The first articles on wage incentives were published in the Transaction of the 
American Society of Mechanical Engineers, which was mainly dominated by 
technical debates over machine design. Only after a lecture delivered to the society 
by Henry Towne in 1886 did some members of this society begin to address 
problems of industrial management. In his lecture, “The Engineer as Economist”, 
Towne summoned his fellow members to pay more attention to the proper 
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government of factory workers. The art of shop management and the science of 
engineering were deemed equally important for industry. But, whereas the latter 
already had its own literature, journals and associations, Towne observed, the 
former “is unorganized, is almost without literature, has no organ or medium for 
the interchange of experience, and is without association or organization of any 
kind” (1886, 429). This asymmetry was especially salient in the current industrial 
period. For although the use of heavy machines in industry had increased rapidly 
in the second half of the nineteenth century, the management techniques used to 
steer the workers in the right direction were still in the pipeline. So long as the 
methods of worker management remained primitive, the economic benefits of 
technological improvements would be seriously tempered (Aitken 1985, 35–37). 
It was up to the engineers to fill the gap by developing a new body of knowledge on 
the management of labor. To set an example, Towne concluded his lecture on the 
engineer as economist with a graph that showed how the labor costs for a certain 
product had diminished over time. Certainly, part of the positive results could be 
explained by more experienced workers who produced a larger output with better 
equipment. Despite this explanation, Towne declared, “there remains a large 
portion of the reduction which, to the writer’s knowledge, is fairly attributable to 
the operations of the peculiar piece-work system adopted” (1886, 432). 

The details of this system were revealed three years later in a paper on profit 
sharing. The basic idea was simple: when laborers shared in the profits of their 
company, they would be induced to contribute as much as possible to production. 
Though it sounded like a gentle way to stimulate workers, the opponents of 
profit sharing were not convinced. In practice, they said, laborers would receive 
an increase in income for fluctuations in profit they were not responsible for. 
Increased productivity might contribute to a higher profit but so did an economic 
boom or good investment choices made by the executives. To accommodate such 
concerns, Towne developed an alternative system called ‘gain-sharing’ in which 
the contribution of laborers to increased production could be determined. All that 
was required for gain-sharing to work was “an accurate knowledge of the present 
cost of product” (Towne 1889, 603). Bookkeepers were therefore in need of an 
administrative system in which production costs could be divided into factors 
within the laborer’s sphere of influence and factors where no such influence was 
possible. In this way it was easy to determine whether the workers were really 
responsible for a rise in profits. Only for the economical use of material and 
more efficient working methods—or ‘gain’ as Towne dubbed it—did the laborers 
receive a share in the firm’s profits. When they managed to save on the cost of 
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their product, each worker received a special “dividend envelope” at the end of the 
year (Towne 1889, 606). For Towne, the paper on gain-sharing was more than a 
theoretical plea for one specific method of remuneration. As president of the Yale 
and Towne Manufacturing Company, he had introduced the system to his own 
workers some years before and could personally vouch for its practicality and 
effectiveness10.

Two years later, in 1891, Frederick Halsey presented a second solution to 
the wage problem. His “Premium Plan of Paying for Labor” was published in 
response to a long list of objections against profit sharing, which even Towne’s 
more advanced method of gain-sharing could not meet11. One of the objections 
had to do with the remoteness of the reward. Under a system of yearly bonuses for 
saving on production costs, the “incentive cannot be as great […] as under one 
which pays out the extra earnings week by week” (Halsey 1891, 758). Apparently, 
the worker was more motivated to work when the monetary gratification was 
immediate and not at some time in the distant future. Furthermore, Halsey 
doubted whether gain-sharing really induced the worker to be more efficient. 
Here, the main issue was not the relative strength of incentives in relation to time 
but the relation between individual effort and group reward: “An active, energetic 
workman cannot have the same incentive to increased exertion under a system 
which divides the results of his efforts among a dozen lazy fellows at his side that he 
would have under one in which his earnings depend on himself alone…” (Halsey 
1891, 757). As the contribution of an individual worker to the overall yearly profit 
was but small, the content of the dividend envelope depended crucially on the 
inclination of her colleagues to exert themselves. The challenge for Halsey was 
therefore to develop a system of incentives in which the lack of individuality 
and the remoteness of the reward in previous wage systems could be adequately 
addressed. A key idea of his premium plan was to pay for labor in two separate 
parts. Workers would receive a fixed, daily wage for a fixed amount of work, which 
was calculated on the basis of past productivity. In addition, each worker would 
also be able to earn a flexible premium on top of his daily wage, based on the 
number of production hours he managed to save. This flexible or premium rate 
was modest so that the rise in labor costs would not be too sharp and no future 
wage cuts would be required (Drury 1922, 64–67). Because the bonus was based 
on individual production and distributed on a frequent basis, Halsey believed 
he had found a better wage incentive system than had the engineers before him. 
When it came to the exact determination of these rates, he declared that “nothing 
but good sense and judgment can decide in any case” (Halsey 1891, 760).
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 The third and final major wage incentive system was presented to the 
mechanical engineers by Frederick Taylor. According to Taylor, there was one 
crucial flaw in all earlier wage methods. The emphasis on individual or collective 
initiative in gain-sharing as well as in the premium plan made them sound 
agreeable to the workers, but it was also the plans’ main weakness. Ordinary 
management systems of “initiative and incentive”, as Taylor framed them, 
identified the task of managers as that of stimulating creativity and willingness 
to work hard by offering laborers a financial reward (1998 [1911], 14). In doing 
so, these systems left the choice of the most efficient method of working up to 
the laborer or lower foreman. They assumed that employees on the shop floor 
were the most capable of determining the best way to do the job—an assumption 
Taylor found utterly unwarranted. The results of industrial experiments he had 
conducted earlier showed that the choice over working methods could best be 
left to science, not to traditional rules of thumb “handed down […] by word of 
mouth” (1998, 12).

As befits the pretensions of scientific management, Taylor did not settle 
for Halsey’s “good sense and judgment” in matters of monetary incentives for 
workers:

The exact percentage by which the wages must be increased in order to make them 

work to their maximum is not a subject to be theorized over, settled by boards of 

directors sitting in solemn conclave, nor voted upon by trade unions. It is a fact 

inherent in human nature and has only been determined through the slow and difficult 

process of trial and error (1912, 25).

At Midvale, Taylor tried to determine the exact price of worker docility in a series 
of wage experiments. In each of these experiments a small group of workers was 
offered a premium for following Taylor’s instructions; some groups received a 
premium of 15 percent, while others were offered up to 35 percent above their 
current wage. After six months, the workers were asked whether they preferred 
to accept the experimental conditions as permanent or to return to the old wage 
conditions. The differences in decision patterns between the groups informed 
Taylor about how much it would take for laborers to overcome the pain of strict 
obedience and to work at a much higher speed than before. Although he admitted 
that the actual percentage was dependent on the type of work performed, he 
found that wages should at least be 35 percent above average to induce workers 
to accept the experimental conditions as permanent (Kanigel 2000, 212–213). 
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However, inducement alone was not enough. A proper wage system needed to 
ensure that working below standard was practically impossible. To make it do 
so, Taylor devised a second piece rate for workers who did not accomplish the 
task at hand. This rate was so low that the job became onerous for workers who 
failed to complete the task in the specified amount of time. In fact, the differential 
piece rate proposed was at least as much a negative stimulus as a positive one—a 
punishment for all laborers who were either unwilling or unable to work at the 
pace that Taylor had shown to be possible (Taylor 1895, 873; Aitken 1985, 37).

Despite the fact that Taylor developed his own wage incentive plan, it is 
somewhat peculiar for him to present the system of differential piece rates as a 
contribution to the debate about the wage problem. For even though he shared 
with his fellow engineers a preference for the use of monetary incentives as a 
stimulus to production, he certainly did not embrace their reduction of industrial 
management to the design of wages methods:

Under the ordinary type of management the necessity for offering the workman a 

special inducement has come to be so generally recognized that a large proportion 

of those most interested in the subject look upon the adoption of some one of the 

modern schemes for paying men […] as practically the whole system of management. 

Under scientific management, however, the particular pay system which is adopted is 

merely one of the subordinate elements (Taylor 1998, 14).

The incentive was thus incorporated into scientific management, but its position 
changed significantly. For the introduction of a suitable method of remuneration 
was only the final stage in a whole series of substantial changes to shop floor 
production. What was presented as a contribution to the current debate among 
mechanical engineers over proper wage techniques was thus actually an attempt 
to shift the debate in another direction.

3.2 Taylor and task management

Before Taylor wrote his seminal Principles of Scientific Management (1911), he 
had a long and successful career at the Midvale Steel Company in Philadelphia. 
From a low-rank position as laborer, he worked his way up to become a gang boss, 
a foreman and, finally, the chief engineer (Drury 1922, 118–119). Taylor’s early 
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experiences convinced him of the fact that many workers only pretended to work 
hard and even deliberately tried to limit their daily output. When he was promoted 
to the position of foreman in 1882, Taylor began to experiment with work methods 
to counteract this systematic ‘soldiering’ among his workers. These methods would 
later become the hallmark of scientific management. Taylor’s objectives were to 
determine the exact tasks that workers were to accomplish as well as the amount 
of time it should take. As a preliminary step, every complex task was broken down 
to the level of simple physical movements. Deconstructed in this way, the study of 
motion revealed that the simple act of assembling two parts, for instance, consisted 
of the following basic hand gestures: 
move your empty right hand to reach 
for an object; grasp the object with your 
right hand; transport it by moving your 
right arm toward your left hand; turn 
both hands to the correct position; then 
put the two pieces together (figure 1). 
When reduction to the level of basic 
movements was completed, the next 
step was to decide which movements 
were strictly necessary for the task at 
hand and which could be either skipped 
or assigned to another task. In most 
cases job analysis led to the omission of 
all nonrepetitive elements until the bare 
essence of a task—a few movements 
repeated over and over again—was 
reached. Once the essential motions 
for the task had been established, a 
time study could be conducted. For 
that final step one only needed a good 
worker and a stopwatch. The time 
required to accomplish the task at hand 
was a combination of the time it took a 
machine to complete an operation and 
the time it took the laborer to handle the 
machine, plus some additional time for 
unforeseen events (Drury 1922, 57–61). 

Figure 1. Film frames of a motion study, 
depicting the essential motions of a task  (Lowry, 
Maynard and Stegemerten 1940, 78–79).
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For daily life in the factory, adherence to the principles of scientific 
management meant that detailed instruction cards describing the best working 
method replaced the traditional rules of thumb. The results of time and motion 
studies were written down and communicated to the workers in order to enhance 
their productivity. In this way every worker knew what he or she had to do, how to 
do it and in what period of time. With the instruction cards as pièce de resistance 
of scientific management, Taylor thought he had solved the wage problem—not 
because he had found a method of remuneration that kept the development of 
wages in check, but because he had discovered a way to determine, once and 
for all, the right tempo for each task. As it was impossible to work much faster 
than the pace discovered by mechanical engineers, the fear of a future wage cuts 
should simply evaporate12. Nevertheless, it was still possible to work slower than 
the standard. Here, the question of incentives returned. For it remained necessary 
to align the interest of the workforce with that of the company—even after Taylor 
had done his job. 

3.3 Task and bonus at Bethlehem Steel

As chief engineer at Midvale, Taylor had been allowed to experiment with 
workers and working methods. After Midvale, however, he earned his income 
from advising the managers and owners of other factories and time was much 
more scarce in consultancy practice. His clients often valued quick results over 
long-term promises, and they sometimes explicitly demanded the immediate 
introduction of piece rates (Nelson 1995, 74–76). The method of differential piece 
rates proved difficult to implement in practice. The main obstacle for introducing 
Taylor’s system of incentives was its explicit dependence on all kinds of preliminary 
steps. A proper setting of the piece rates could only be accomplished when written 
instruction cards gave the laborer an exact idea of the task. This task, in turn, had 
to be based on the results of scientific inquiry. Time and motion studies required 
a substantial transformation on the shop floor: A lack of order had to make way 
for a clever rearrangement of the machines to ensure the proper flow of men and 
materials. In addition, the ideal speed of the machines had to be determined to 
ensure their optimal output and preservation.

The practical difficulties of performing these preliminary steps became 
evident during Taylor’s consultancy work for Bethlehem Steel Company between 
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1898 and 1901. Although the changes mentioned above were well underway 
after two years, there was as yet little improvement in the actual output of the 
workers. The explanation for the lack of a substantial increase in the average 
monthly production came from one of Taylor’s first students and collaborators. 
Like so many management theorists of the time, Henry Gantt was a mechanical 
engineer by profession. Educated at the Stevens Institute of Technology and The 
Johns Hopkins University in the 1870s, he first came into contact with scientific 
management while working at Midvale under Frederick Taylor’s wings. Gantt 
began his career by solving engineering problems. For example, his first job was 
that of simplifying the calculations of the proper speed for cutting metal (Kanigel 
2000, 237–38). Questions of management came to dominate his writings and 
consultancy practice only from the late 1890s onward. 

Gantt came to Bethlehem Steel at his former mentor’s request, and he 
developed his own management system on the basis of his experiences there. His 
explanation for the overall lack of progress was simple. The exclusive attention to 
the conditions under which a perfect system of incentives could be implemented 
had led to the total neglect of securing the workers’ cooperation in the meantime 
(Kanigel 2000, 351–353). Immediate action was therefore required for he “felt 
that we should not wait for perfection, but should offer the workmen additional 
pay in some manner that would not interfere with the ultimate adoption of the 
differential piece-rate system’ (Gantt 1919, 107). Thus came a first, crude version 
of Gantt’s task and bonus system into being. In this system, a worker was paid 
a fixed wage with an extra sum of fifty cents when he completed the daily task. 
Similarly, the foreman received a bonus for each and every worker who managed 
to earn a bonus. Later, the bonus system was refined to accommodate a weakness 
in the first version: Gantt found that “after the men had earned their bonus there 
was no further incentive” for them to continue working hard for the rest of their 
shift (1919, 114–115). To give them a continuous incentive, the bonus for workers 
was now calculated on the basis of their success in saving on production time. For 
similar reasons, the foreman received an additional bonus only when all workers 
made theirs in order to keep him interested until the last and most inferior workers 
had been brought up to the standard.

The results were positive. Just two months after the additional payments 
had been established, the assistant superintendent observed that the morale of 
both workers and foremen had significantly improved. In a report written to his 
superior, he emphasized the beneficial effect of the new wage method: “It is only 
by the introduction of this ‘bonus’ plan that we have had furnished the automatic 
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incentive for men to work up to their capacity and to obtain from the machines 
the product which they are capable of turning out” (Gantt 1919, 109). Though 
the wish to offer a direct stimulus to production was the reason for introducing 
the task and bonus system prior to the installment of a perfect wage method, 
the system also had indirect effects that were equally important. One benefit 
of introducing the task and bonus system before the differential piece rate was 
that it guaranteed a fixed day wage and therefore “reassure[d] a labor force and 
facilitate[d] the transfer of a shop onto scientifically set piece rates” (Jones 1916, 
279). Another benefit was that the automatic incentive removed the “constant 
necessity for driving the men” so that the foremen now had more time and energy 
to assist the workers whenever it was necessary (Gantt 1919, 109). 

The latter was no small step for industrial organizations. According to 
Gantt, the basic management problem within modern factories was the foremen’s 
lack of knowledge in regard to dealing with their subordinates. The increase of 
scale in American industry made it necessary to split the factory into different 
departments “each directed by a foreman, who, in many cases, has had no training 
in management, and often has no capacity for it” (Gantt 1919, 22). In due time, the 
foreman became overworked because he was unable to live up to the expectations 
from higher executive personnel. His replacement by a new foreman did not really 
solve the problem, for the latter was just as unable to cope with the problems 
of modern shop floor management. When the expenses rose due to the lack of 
efficient managerial control, the real problem was often overlooked. It seemed that 
the piece rates of factory workers were to blame; thus, an overall reduction of their 
wages was perceived as the only viable solution. This in turn disrupted the workers’ 
confidence in management’s ability to secure stable wage conditions and fostered 
their malcontent. In light of this chain of events, the transition from driving to 
assisting the workers, made possible by the automatic wage incentive, was crucial 
for breaking the spiral of antagonism between management and worker.

3.4 Gantt’s practice of charting human performance

In itself the task and bonus system was not that original, nor did Gantt lay claim 
to originality. What makes Gantt’s contribution innovative was the fact that he 
integrated the incentive into a more encompassing management program with 
which one could target all layers of the organization. He did so by way of a series 
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of charts on which different facets of the production process could be drawn. To 
keep track of the human and nonhuman performance on the shop floor, foremen 
could draw Man Record Charts and Machine Record Charts. Layout Charts 
provided a visualization of the work planned for the coming period so as to ensure 
that all activities were geared to one another. Progress Charts, which were periodic 
extractions of information from all the other charts, informed the executives 
about whether a plan thought out by management was being properly executed. 
With the help of that visual demonstration of the efficiency of the employees, 
management could transform work conditions as necessary in order to enhance 
shop floor performance and could be held accountable for the (lack of) positive 
results (Alexander 2008, 90–92). With the design of the Gantt charts we leave the 
narrow discussion over wage formulas behind and witness how incentives became 
embedded in a more sophisticated technique of power.

Although each of these charts highlighted a specific feature of the 
production process, they all contributed to the production and circulation of 
facts within the organization. According to Wallace Clark, Gantt’s student and 
another engineer turned management consultant, there was a “desire on the part 
of the managers and owners of industrial plants to get at the facts in regard to the 
operation of their industries” (1942 [1922], viii). The Gantt chart fulfilled that 
desire. As a new method of visualization it could play its part in “getting at the 
facts in any situation, and in presenting those facts so that they will be understood 
in relation to time” (Clark 1942, x). The question of the production and circulation 
of facts in industrial firms can be broken down into three smaller questions. 
What sort of a thing is the Gantt chart, and how do you draw it? What kind of 
knowledge is provided by these charts? What kind of managerial leverage and 
employee incentives do Gantt charts provide when it comes to the transformation 
of industrial practices? I will focus on the charting of human labor as it is most 
closely related to the engineering of incentives13.

The purpose of a Man Record Chart was relatively clear—namely, it was to 
“show whether or not a man does a day’s work and, if not, the reason why” (Clark 
1942, 27). Gantt elaborated on its use in several articles on industrial management 
in The Engineering Magazine and brought his ideas together in Work, Wages, and 
Profits (1910). He proposed to draw the daily performance of employees on a chart. 
The first thing to do was to give every single individual his or her own row. Each row 
was then divided into seven columns that represented the days of the week. Gantt’s 
initial proposal was to use different colors and marks to visualize the performance 
of the workers. The area of the daily column would be colored black when a worker 
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earned a bonus and red when the worker did not earn a bonus. A black cross 
indicated that the worker chose day work instead of piece work, and a red cross 
meant that the worker was absent that day. The result would be a sheet colored with 
red and black columns and crosses (see front and back covers). Although the chart 
showed whether employees completed their day’s work or not, its indication of the 
reasons why they failed to complete their tasks was still rudimentary. 

Clark wrote an accessible and widely translated introduction to the practice 
of drawing charts. In The Gantt Chart: A Working Tool for Management (1922) 
he offered a step-by-step manual for drawing several types of charts regarding 
different parts and phases of production. Clark proposed to change the colors and 
crosses for lines that would represent the performance of the workers. Each of the 
columns or daily spaces now represented the amount of work that a worker should 
accomplish that day. Imagine a foreman who estimated that a good worker should 
be able to cut fifty pieces of metal a day. When the latter managed to complete 
the daily task on Monday, the foreman drew a light line in Monday’s column, 
which filled the entire space. When the same worker failed to complete the task 
the next day, producing forty pieces instead of fifty, the line was drawn through 
only 80 percent of the width of Tuesday’s column. By dedicating himself to such 
a routine of drawing, the foreman got a clear impression of the efficiency of those 
who worked in his department. 

Yet in itself, the representation of the failures to reach a given target—in 
columns, with uncompleted lines—only informed the foreman that something 
had gone astray. It failed to tell him where the problem was located. Therefore, 
the foreman had to visit the shop floor to find out what had happened every time 
there was a gap between work expected and work delivered. To make the visual 
representations of delays more meaningful, the possible reasons for a delay were 
grouped into a number of classes. Each class had its own specific symbol such that 
the foreman had only to fill in the appropriate symbol in the portion of the daily 
space left open. The letter “G”, for instance, made clear that the delay was due 
to a “green” worker, that is, a machine 
operator who lacked manual dexterity 
because he or she was inexperienced 
(figure 2). Likewise, the delay caused 
by the inadequate supply or quality 
of the tools required for the job was 
represented by the letter “T” for “tool 
troubles”.

Figure 2. Example of how a delay caused 
by a ‘green worker’ was represented on a 
Man Record Chart (Clark 1942, 29).
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At the end of the week, the foreman drew up the balance sheet. After he 
added the number of pieces produced by a worker over the preceding days, he 
would draw a somewhat heavier line just beneath the daily lines for that worker. 
As the men were listed one below the other and grouped together by the name of 
the sub-foreman they worked under, it was now easy for the foreman to see, at a 
single glance, which individuals were the most productive and which individuals 
the least. Even if some of the reasons were beyond their control, the length of 
the cumulative lines at least revealed the relative strength of the workers to cope 
with the problems that crossed their paths. That the workers were so listed had 
an additional advantage. When the weekly production of all workers under a 
sub-foreman’s control was calculated, his performance could be articulated in the 
same way as that of his subordinates. Again, a somewhat heavier line was drawn 
beneath the name of the sub-foreman in question. Although he was not directly 
responsible for the number of goods produced, the comparison of the line of one 
sub-foreman with that of another, once again, gave the foreman an indication 
of their respective ability to solve the problems encountered by their workers. 
The heaviest line drawn on a Man Record Chart represented an average of the 
work performed by all groups of workers under the guidance of the different sub-
foremen. This line was placed just below the name of the foreman responsible for 
the whole shop (figure 3)14.

Figure 3. A completed two-week Man Record Chart showing two sub-foreman–worker 
groups under the supervision of one foreman. The thicker lines show the aggregated 
weekly productivity of each worker, sub-foremen, and foreman (Clark 1942, 34).
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The Man Record Chart was a technique of drawing lines and letters on 
sheets of paper that could provide a lot of information about individual and group 
productivity, but what was the nature of the facts it was to display? The first thing 
that Gantt charts made visible was the plethora of small problems that might 
otherwise escape notice. Each letter and unfinished line referred to a specific 
problem in the daily operation of the factory. From these basic facts it was then 
possible to reach a second, higher level of insight. When properly processed, the 
daily Man Record Charts enabled the interpreter to pinpoint structural weaknesses 
and enduring complexities in the organization. A foreman who studied a sequence 
of charts might, for instance, discover that particular symbols predominated. The 
abundance of Gs over a certain period of time could be indicative of insufficient 
instruction of new workers or of a high rate of labor turnover. A malfunctioning 
tool department could be exposed by too many Ts on the chart. Similarly, the lines 
could indicate possible problems in the production process. On an aggregated 
level, the efficiency of individuals becomes the efficiency of departments, and 
the efficiency of departments becomes that of the whole company. By comparing 
the Layout Chart that showed the load of work scheduled with the aggregated 
Man Record Charts, any discrepancy between the initial plan and the actual 
performance would come to the surface. This comparison enabled management 
to act wisely because its decisions could now be based “not only on carefully 
proven facts but also on a full appreciation of the importance of the momentum of 
those facts” (Clark 1942, 1). When the processing of the daily charts was complete, 
executives could begin to discern trends toward higher or lower production in 
their organization and could estimate more accurately when a certain job would 
be finished and a new one could be scheduled.

Lastly, from the information contained in the Man Record Charts, one 
could extract a new categorization of industrial workers. In a very literal sense, 
these charts were crucial in the formation of two distinct categories. As the 
workers were graphically represented by the thin lines below their names, Clark 
divided the workers into “short-line men” and “long-line men” (1942, 33–42). 
Obviously, the class of short-line group contained all workers who could not 
complete the task assigned to them in the time specified, while members of the 
long-line group managed to do so. However, this bifurcation also had a more 
substantial implication. The long-line workers generally posed no problem for 
management. They were satisfied with the official recognition of their talents and 
often welcomed the charts. The workers with short lines, however, behaved in a 
rather different fashion. They tended to be conscious of their inferiority and more 
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prone to distract other workers and to breach the discipline that should reign 
on the shop floor. With careful study of the charts, the foreman would discover 
that “this type is usually the backbone of strikes and discord in his department” 
(Clark 1942, 36). In order to prevent future labor troubles, he had to act upon 
the resentment and discontent that characterized these workers. He could look 
for a new job that better suited a specific short-line worker, or he could patiently 
instruct the worker, persevering until the feelings of discontent faded and made 
way for some sort of ambition. With the help of these new categories it was easier 
to distinguish one type of worker from the other and therefore determine the 
right kind of managerial intervention. 

 

3.5 How to do things with charts

With the relationship between categorizing and handling of the labor force, 
we have moved from the chart as a tool for representing different facets of the 
organization to the chart as a technique for transforming industrial practice. The 
facts displayed on the chart did not only represent the organization, they were “so 
presented as to indicate the action which should be taken” (Clark 1942, 23). In a 
variety of ways, the charts reflected organizational facts back to all employees and 
distributed responsibility along the way. For although individual workers were the 
ultimate substrate of knowledge extraction as well as the final object of managerial 
intervention, the circulation of Gantt charts throughout the organization was 
expected to transform everyone involved. The individual worker, the foreman 
and the superintendent had to take notice of the results displayed on the charts in 
order to determine the best course of action.

As described above, the detailed information on the Man Record Chart 
enabled foremen to determine and compare the productivity of individual 
workers. It was now possible to assess the development of a single individual over 
time. One could trace, for instance, whether a green worker had improved her 
manual dexterity or whether she needed additional instruction from the foreman 
in order to reach the proper level of efficiency. Moreover, by placing individuals 
one below the other, it was now easy to see who was causing delays and who was 
not. When all the lines of the chart had been drawn, the foreman could locate 
what went wrong in a week or month by simply moving from the thickest line—
summarizing the overall accomplishment of his department—to the thinner lines 
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of his sub-foremen and further down to the thinnest lines of the workers under 
each sub-foreman’s command. By analyzing the lines and symbols, the foreman 
was induced to act in a particular manner. 

Furthermore, the charting of synchronic and diachronic differences in 
productivity between employees was expected to have beneficial effects even 
without managerial intervention. The charts enlightened not only the foreman 
as to the productive and unproductive elements in the shop, for he also showed 
them to his subordinates “with the idea of developing their ambition and their 
interest” (Clark 1942, 33). The Man Record Chart, as Gantt designed it, directly 
communicated the performance of the workers back to them. When a worker 
saw a black box or a finished line on his row, he knew that he had earned his 
daily bonus, but a red box or an unfinished line informed him that he had not. 
According to Clark, the worker “appreciates the opportunity to watch his own 
progress from day to day” and he will use the knowledge of his past performance 
and that of his colleagues in trying to lengthen his ‘line’ or change his ‘color’ (1942, 
33). Frequently, those unable to earn a bonus on a regular basis would ask for 
an instructor who could show them why they failed and help them to optimize 
their movements. Thus, the workers were now inclined to assist their foreman 
in the discovery and elimination of the obstacles that hampered the production 
process. The results of securing their cooperation were beneficial: “with a bonus 
as an incentive, and a proper instructor, a very fair proportion of the unskilled 
finally succeed in performing a task that was at first entirely beyond them” (Gantt 
1919, 151). When presented to the worker in the right fashion, the Gantt chart 
could stimulate the worker’s ambition to improve. The chart was thus more than a 
management tool—it was equally a device for workers’ self-governance.

A third advantage of the Man Record Charts was also a result of their 
display to the workers. When workers had a clear idea of their own performance, 
managerial interventions would be considered more legitimate. A number of 
young women, for instance, preferred the use of these charts to determine their 
bonuses because they “were convinced of the fairness of distribution of the profits 
within their departments” (Clark 1942, 42). If one of them still had doubts about 
her (lack of) additional reward, then the various charts could be consulted to 
check her performance over the past days or weeks. The legitimacy of management 
decisions could also be increased when it came to career opportunities within 
the factory. The use of charts as a basis for promotion ensured that the decision 
was based on facts and not on impressions. This in turn would bring about the 
elimination of favoritism and special privilege and convince the workers of the 
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soundness of managerial judgment: “The workman sees the man whose line is 
longest, whose production is greatest, appointed to the position of sub-foreman 
when there is a vacancy. He sees the sub-foreman whose group line is longest 
become a foreman” (Clark 1942, 42). The charts thus gave the individual worker a 
good idea of the legitimate benefits that came with being a long-line worker. If the 
prospect of a bonus or a promotion was not a strong enough incentive, the fear of 
being fired certainly was. Short-line workers knew that, if factory work decreased, 
longer-line workers would be the more sought after. The positive inducement 
of a bonus was thus complemented with a negative inducement that acted “as a 
powerful stimulus to the unskilled, and all who have any ambition try to get into 
the bonus class” (Gantt 1919, 165).

These three effects of the Man Record Chart—assisting foremen, promoting 
self-management and legitimizing managerial decisions—were associated with the 
change of behavior on the part of the industrial workers. Yet the distribution of charts 
on the shop floor was only the first part of a more comprehensive transformation of 
industrial organizations. As I have shown, the soldiering worker was an important 
figure in discussions about systematic or scientific management; however, so too 
was the figure of the autonomous foreman who wielded his power over a subset 
of workers in an arbitrary way and resisted attempts to be governed by a higher 
authority. At the end of the nineteenth century, the shop floor was considered “the 
foreman’s empire” (Nelson 1995, 35–43)15. It was therefore difficult to bring the 
foreman in line with managerial purposes, for “many a man in authority wants a 
system that will force everybody else to do his duty, but will allow him to do as he 
pleases” (Gantt 1919, 163). The duplication of the Man Record Charts was the first 
step in the direction of tighter management control. With copies of all the relevant 
charts sent to the higher echelons of management, the superintendent could get a 
good impression of the productivity of his employees. Just as the charts helped the 
foreman to distinguish short-line from long-line workers, so with “the estimates 
of all the departments […] the superintendent is also enabled to compare the 
ability of his various foremen to get work done” (Clark 1942, 43). The foreman 
knew and governed his workers via the daily Man Record Charts but, at the same 
time, was also held accountable for their aggregate performance. Or, to put it 
differently, “the foreman or superintendent who is lax in his duty finds his short-
comings constantly brought before him by the man whose duty it is to investigate 
all cases of lost bonus” (Gantt 1919, 170). What was a tool for the foreman to 
assist and direct his subordinates thus became the instrument with which his own 
performance was measured and evaluated. Just like the short-line workers, the 
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foremen who were not responsive to monetary incentives or capable of removing 
the obstacles that hampered efficient production were confronted with the threat 
of dismissal. In management’s ambition to “build up an organization composed of 
men who have proved their ability to produce”, there was no place for a foreman 
with too short a line (Clark 1942, 43).

Though the main purpose of the Man Record Chart was to induce workers 
and foremen to solve existing problems and increase their output, the visualization 
of industrial performance affected even the higher management echelons. A very 
attentive executive could discover that many of the problems for which workers 
were often blamed were actually the result of inaction higher up the organizational 
ladder. Because the charts already hint at the action that must be undertaken, “the 
man highest in authority finds that he also must conform to laws, if he wishes the 
proper co-operation of those under him” (Gantt 1919, 171). According to Gantt, 
the executive who thinks that “the sovereign care for all troubles is to go into the 
shop and raise a row, has no place under our methods” (1919, 162). Industrial 
leaders would contribute to the harmony and productivity of their firm only 
if they took the problems revealed on the charts seriously and actively tried to 
solve them. Clark went even further than his mentor and proposed to use the 
Progress Chart to estimate the contribution to production of those men who were 
highest in authority (1942, 102). This chart displayed the difference between the 
work scheduled and the work performed and was thus a proxy for the ability of 
the company’s executives to keep a tight schedule. In this way, even executive 
performance could be visualized. 

All in all, the spread of Gantt charts throughout the entire organization 
transformed the atmosphere and interactions in the workplace:

The fact that under this system, everybody, high and low, is forced by his co-workers 

to do his duty (for some one else always suffers when he fails) acts a strong moral 

tonic to the community, and many whose ideas of truth and honesty are vague finds 

habits of truth and honesty forced upon them (Gantt 1919, 170–171).

The careless worker and the lax foreman fell into disfavor and made way for those 
who performed well. The increased sense of community possibly played a part in 
the creation of new collectives, such as the group of women who formed a society 
in which only those who earned their bonus were allowed.
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3.6 The engineering of incentives

The engineers were the first self-declared experts on incentivizing industrial 
workers and foremen at the end of the nineteenth century. In the preceding sections, 
we have seen how they developed different wage incentive systems to increase the 
productivity of industrial workers and eliminate the sources of workers’ mistrust of 
management. These systems became popular among the engineers as the missing 
link between the increased possibilities of machines and the undisclosed potential 
of the operators who had to work with them16. In this section, I will recapitulate 
the engineering of incentives in Foucauldian terms to make possible a fine-grained 
comparison between the three distinct governmentalities. It is important to note 
that, despite their differences, the American engineers I surveyed all rationalized 
the incentive, in particular, as an element of industrial government. They took 
their cue from the perceived malfunctioning practice of paying by the piece but 
added a distinct layer of reflection to it. Thereby, they turned the issue of how best 
to govern the labor force with the help of incentives from an ad hoc endeavor into 
a more a systematic one. The two distinct but interrelated elements that Foucault 
discerned in successive bodies of governmental thought are equally present in 
the engineers’ rationalization of government. First, they delimited the worker as 
a particular human figure with particular characteristics and thus contributed to 
the formation of the subject as an object of knowledge. Second, they specified how a 
foreman or superintendent should behave and what instruments they had at their 
disposal. The end point of these reflections was a set of techniques of power that 
could be used by those in charge.

As an authority of delimitation in matters of incentives, the engineers 
began by giving the incentivizable subject a particular surface of emergence. 
They localized the subject that was to be incentivized at the place where they 
themselves were found most often: the industrial shop floor. Only the employees 
at the lowest level in the organizational hierarchy–that is, workers and foremen–
were the ones truly in need of incentives. Even though the higher echelons of 
management were addressed by Gantt and Clark, no engineer tried to develop 
a wage incentive scheme for executives and senior managers. At the shop floor 
level, incentives were meant to address the interests of laborers and foremen in 
increasing their effort by way of output-related pay. The fact that the engineers all 
started from the same disciplinary background gave them something of a shared 
approach in the further delimitation of the incentivizable subject. That is, they 
had a similar grid of specification with which they determined the characteristics 
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of the worker and foreman and the kinds of incentives that would suit them best. 
The engineers were primarily experts on the enhancement of machine efficiency, 
not on that of human performance. Thus, the main feature of the engineering 
approach to management problems was that the human factor was analyzed in 
terms similar to those used for industrial machines. What was common to the 
engineers surveyed above was “the idea that human activity could be measured, 
analyzed, and controlled by techniques analogous to those that had proved 
successful when applied to physical objects” (Aitken 1985, 16). This mechanical 
outlook on industrial problems permeated the delimitation of the incentivizable 
subject in three ways.

First, the engineers expected a stable and uniform relationship between cause 
and effect because the machines they worked with all operated in a mechanical 
way. Their study of mechanical processes thus led to well-directed, technical 
interventions with predictable outcomes. Management was equally a technical art 
for which the engineers could rely on their general expertise in solving machine 
problems. In the early analyses of the human factor in production, members of 
American Society of Mechanical Engineers immediately equated management 
with the technical problem of designing an adequate method of remuneration. 
Industrial productivity and harmony were major objectives indeed; but they 
could be achieved by way of a minor intervention. The wage incentive schemes 
should be constructed so that the expected behavior of the worker (increased 
effort) would not interfere with the expected behavior of management (wage 
cuts). The engineers believed that all human beings would respond to incentives 
in predictable ways because they had a materialistic outlook on life. Frederick 
Taylor began his Principles with the observation that the workman wanted a high 
wage and the employer sought only low labor costs (1998, 1). He thought that the 
worker “like every other human being, was motivated by rational self-interest” 
where self-interest was equivalent to “the monetary reward he received for his 
work” (Aitken 1985, 38). Gantt’s discussion of labor unions showed a similar 
preoccupation with the material side of human behavior. If management wished 
to prevent a worker from joining the union, it “must make it his interest not to do 
so. In other words, we must provide him with means of advancing his interest that 
is superior to what the union offers” (1919, 59).

Second, the engineers were used to working with machines that were made 
up of different elementary parts; it was always possible to deconstruct machines 
and study each of those elements separately (Gantt 1919, 38–41). This principle of 
compositionality equally permeated the analysis of human behavior. According 
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to Towne, a firm’s total amount of profit was the effect of different factors that 
could be neatly separated from one another. He proposed to isolate the workers’ 
contribution to production such that they could share in the gain they had 
actually brought about. Halsey’s premium plan and the charts advocated by Gantt 
and Clark similarly evidenced a belief in compositionality. This time, the overall 
contribution of the laborers to productivity was separated into the contributions 
of individual workers and foremen. In addition, the mechanical engineers 
discovered the composite character of human action itself. Taylor’s management 
system exposed him as the most firm believer in the compositionality of human 
action. In his view, a complex task consisted of a few basic movements, and one 
could therefore dismantle and reassemble the movements that were necessary 
for that task. Of course, one should take into account the fact that humans will 
become tired after performing these movements for a while. But what was fatigue 
if not the human equivalent of overburdening the machines? In both cases, you 
impaired long-term productivity by neglecting its existence.

Third, the engineers believed in the beneficial effects of standardization 
and measurement. They were convinced that the establishment of performance 
standards for machines was good for the enhancement of efficiency because 
it enabled them to keep track of the increased ability of machines to perform. 
Therefore, when they began to address management problems, they also set 
themselves the task of measuring human performance and developing standards 
for it. Halsey thought that the record of previous achievements should be 
consulted in order to establish a standard time for a given amount of work. The 
workers would subsequently try to work faster than the standard if they were 
rewarded for saving time on production. In contrast, Taylor thought that only 
scientific inquiry could lead to precise measurement and adequate standards. 
Both time and motion studies and wage experiments were therefore necessary to 
determine how hard people could work and how high the reward would have to 
be. For Gantt, finally, the measurement and standardization of daily performance 
made it possible to compare the output of different workers and different foremen. 
Thereby, managers could capture the development of human productivity over 
time and discern persistent problems in the production process.

However, the delimitation of the incentivizable subject as a materialistic 
worker or foreman whose behavior could be decomposed, measured, predicted 
and standardized is only a very rudimentary construct. The consulting engineers 
needed to determine, in a more detailed and fine-grained manner, the characteristics 
of the industrial employee that made him susceptible to incentivization. The 
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subjectivity of the worker did come to the surface in the wage incentive formulas 
but only in a very limited sense. Was the worker patient and therefore capable of 
waiting for his yearly pay envelope as Towne expected? Or was he so occupied 
with the short term that only Halsey’s scheme of immediate gratification provided 
him with a proper incentive? In due time, the nature of the incentivizable subject 
became more circumscribed. Taylor’s experiments with his subordinates at 
Midvale were meant to elucidate the precise amount of money that was necessary 
to secure cooperation. Together, the inquiry into the maximum exertion that 
could be demanded and the experimentally determined wage incentive would 
secure the compliance of the worker with the goals of management. In Gantt’s 
method of organizational fact making, finally, the production of knowledge 
about the employees’ performance was plugged directly into the organization. 
Via the charting of the performance of the workers and foremen, management 
could easily distinguish them from one another. The length of the productivity 
line on Clark’s Man Record Chart showed the relative merits of each and all at a 
glance. Moreover, the letters used to indicate why a standard wasn’t met enabled 
executives to easily locate problems and determine who or what was responsible 
for slowing down industrial processes. In addition, the public display of the charts 
ensured that knowledge about performance was also communicated back to the 
employees. 

For the engineers, a basic materialism made the subject governable; thus, 
this view permeated the first rationalization of the incentive as a technique of power. 
The early management techniques show that the engineers mainly depended on 
monetary inducements to govern the labor force. The financial carrot that came 
with the introduction of either Towne’s method of gain-sharing, Halsey’s premium 
plan or Taylor’s differential piece rates was expected to make employees work 
harder than before. It should lead to a combination of higher levels of productivity 
and lower levels of industrial conflict with only a limited increase in labor costs. 

In Taylor’s work, the wage incentive was already becoming more integrated 
into a management system that proposed to bring the behavior of the machine 
operators in line with the precepts of science. His position as foreman and 
chief engineer at Midvale enabled him to experiment with several management 
techniques. The accumulated results of his time and motion studies made possible 
a detailed description of the components of a specific task and the time needed to 
complete each of these components. In doing so, Taylor’s scientific study of bodily 
movements simultaneously created a norm by which to judge the performance 
of individual workmen. In this way the task was introduced as a standard for 
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normal effort, which culminated in a normative divide between the failure and 
the success of getting the job done in time. In Taylor’s scientific management 
there was ample room for monetary incentives, but they were now bound up with 
detailed instruction cards that informed the worker of the specific movements 
and time needed for the task at hand. 

The positions of Gantt and Clark in industry were similar to that held by 
Taylor. As consulting engineers they could implement their methods of charting 
the performance of laborers and foremen and receive direct feedback on the 
effects thereby produced. In their work, the incentive was equally integrated into a 
comprehensive program for representing and transforming industrial organizations. 
The Man Record Chart was a material technique to govern workers and foremen. 
Management was enabled to act in a fully informed way by the continuous flow of 
information that the charts generated–especially with regard to the difficult short-
line workers. Moreover, the constant feedback given to employees about their 
own performance assisted them in their own self-governance. With the financial 
incentive as a positive inducement and the threat of future dismissal as a negative 
inducement, the charts stimulated workers to lengthen their own lines. Thereby, 
Gantt introduced a new element in the conceptions of industrial management: 
the government of workers and foremen could not do without surveillance and 
instruction, but it equally required the active support of the governed. However, 
workers would give that support only when managerial decisions were considered 
legitimate—that is where the justificatory side of the Man Record Chart comes in. 
As a power that was visually present, the charts delegated the authority to govern 
individuals, moving it from the sphere of human decision making to the non-
human sphere of charted evidence. They informed their potential recipients that 
the distribution of bonuses was the indisputable consequence of lines drawn on a 
sheet of paper. As an additional consequence, the charts were to “secure fair play 
for both workman and owner” (Clark 1942, viii). Every managerial step—from 
providing assistance to distributing bonuses and promoting personnel—was now 
based on publicly available facts. The delegation of authority was thus intimately 
bound up with the justification of authority. When the charts were fully accepted 
by all those involved in the industrial process, they would become “the moving 
force of action” (Clark 1942, 3). The production of knowledge about performance 
would direct the action of managers, which, if effective, would result in longer 
lines on subsequent charts. Therefore, the circulation of these charts throughout 
the factory coupled a constant and detailed surveillance of each individual’s 
performance with more targeted and legitimate managerial interventions.
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chapter 4

Adjustment as

incentive

Mechanical engineers were the first to turn the practice of management into a 
science of governing employees. Because they worked closely with the workers and 
foremen and, at the same time, had access to the higher echelons of management, 
the engineers held a unique position in the industrial landscape of the late 
nineteenth century. Situated between the hierarchical layers of the modern, large-
scale factory, they could extract detailed information from the shop floor and 
turn it into a systematic body of knowledge. As consultants, they subsequently 
sold the management techniques they developed on the basis of this knowledge 
to executives and managers. 

One of the early attempts to shift the debate over incentives in a new 
direction came from within the ranks of the mechanical engineers. In 1918, 
Robert Wolf, a manager of the Spanish River Pulp and Paper Mills in Ontario, 
Canada, set up an experiment with his own workers and found a way to increase 
their productivity using techniques that resembled Henry Gantt’s fact-making 
charts. Though they had a similar purpose, there was one crucial difference 
between Wolf ’s approach and previous techniques of charting the output of 
individuals and departments. The close connection between the productivity of 
the workers and the wages they received was absent (Commons 1921, 309–310). 
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The first step in Wolf ’s experiment was to educate the operators of the different 
paper mills through sheets attached to the machines. On a machine in which pulp 
was digested, for instance, a worker could read about the chemical transformation 
of the pulp and about the right temperatures and pressures inside the vats during 
different phases of the chemical process. With workers well informed, Wolf ’s next 
step was to evaluate each individual by calculating the extent to which the actual 
temperature and pressure in the vats approximated the standardized temperature 
and pressure curves. As a third and final step, the result of these calculations was 
communicated to the workers by way of a Progress Record. The Progress Record 
was, like Gantt’s Man Record Chart, a sheet on public display that allowed each 
worker to assess his or her own performance over time vis-à-vis the other workers 
in his department (figure 4).

Although there were no ‘long-line’ or ‘short-line’ designations on the Progress 
Record, it was a similar device for introducing standards of performance on the 
shop floor and ranking individuals according to their ability to reach such standards. 
Neither the fact that a worker progressed over time nor the fact that he occupied 
a high place on the ranking afforded him any material benefit. For the worker in 
question the sole inducement came from the “desire to produce actuated by internal 
motives” (Wolf 1918b, 925). And so it did. Even in the absence of a wage incentive, 
the productivity of the paper workers rose significantly during the research period. 
Thus Wolf concluded that creativity and individual initiative should become the 
cornerstones of future management systems. The creative worker had no need for 
additional rewards; “non-financial incentives” would be sufficient (Wolf 1918b)17. 

Figure 4. An example of a Progress Record showing how well individual employees 
maintained the moisture standards for their machines (from Wolf 1918a, 11).
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The move from the material to the creative desires of employees fits well 
with a tendency in the interwar period to loosen the tie between work and 
wages. Despite Wolf ’s novel vision of releasing workers’ innate desire to produce, 
however, dissenting engineers were not the main figures in the development of new 
incentive systems. The authority of the mechanical engineers to define industrial 
problems and management solutions became contested after the First World War. 
From then onward, researchers with a background in the social and behavioral 
sciences began to criticize the engineers for their narrow focus on the material or 
monetary preferences of the laborers. Alternatively, the researchers introduced 
a broader view on the motivation of industrial workers. Labor economists, 
industrial psychologists and organizational sociologists developed new practices 
of knowledge production within and about industrial organizations. Bit by bit, 
a distinct perspective on worker subjectivity emerged that was wholly different 
from that of the engineers. This new formation of the incentivizable subject as an 
object of knowledge was closely related to a set of new techniques of power. In this 
chapter, I will show how the engineering of incentives gave way to the idea that 
inducements to produce came from the adequate ‘adjustment’ of workers to the 
prevailing industrial conditions. 

British and American economists were the first to challenge the engineers 
in the interwar period. They countered the narrow perspective of wage incentives 
as the key to increased production with a broader conception of incentives that 
could speak to the creativity, initiative and intelligence of the workers (section 
4.1). These economists brought the role of human motivation in the production 
process to the fore, but they failed to stipulate what a successor management 
system might look like. For an intermediary step in that direction, I turn to the 
development of industrial research on the worker, which began in the late 1920s 
and early 1930s. Some of the most influential experimental and ethnographic 
studies at the time sprang from a research network in which Elton Mayo and the 
Harvard Business School were key nodes (section 4.2). The investigations of Mayo 
and his colleagues took place in a number of research sites where new facets of 
worker subjectivity became intertwined with new ways to govern. In these studies 
employees were first recognized as individuals with distinct personalities, cares 
and concerns. The inner turmoil of employees was addressed with therapeutic 
techniques to relieve them of the tensions built up while working in the factory 
(section 4.3). Second, the worker was now conceived as a social being; thus, 
managers needed techniques they could use to target conspiring and discord on 
the shop floor (section 4.4). Finally, the perception that there were huge distances 
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between the hierarchical layers of large factories meant that new techniques were 
needed to ensure good communication between management and workers such 
that workers received clear orders, and managers were kept informed about the 
ins and outs of their subordinates (section 4.5)?

4.1 Incentives in interwar economics

Interwar economists had doubts about the wider consequences of scientific 
management and were particularly hesitant when it came to the separation of 
mental and physical labor advocated by Taylor. Their qualms about the division of 
labor for the sake of efficiency go back as far as Adam Smith’s Wealth of Nations:

The man whose whole life is spent in performing a few simple operations, of which 

the effects are, perhaps, always the same, or very nearly the same, has no occasion 

to exert his understanding, or to exercise his invention in finding out expedients for 

removing difficulties which never occur. He naturally loses, therefore, the habit of 

such exertion, and generally becomes as stupid and ignorant as it is possible for a 

human creature to become. (2000 [1776], 840)

Echoes of Smith’s ambivalent position with regard to the division of labor—
praising its economic effects while lamenting its human ones—were particularly 
strong in the work of British economist Alfred Marshall and his students (Arthur 
Pigou, Dennis Robertson and Philip Sargant Florence). They insisted that a 
comprehensive evaluation of Taylor’s system should take into account the effects 
on both laborers and the economy at large. According to Marshall, the key idea 
of scientific management was to “increas[e] aggregate efficiency by narrowing the 
range of responsibility of most of its employees” (1932 [1919], 368–369). Although 
Marshall acknowledged the economic benefits of such restrictions with regard to 
the short-term increase of industrial output, he was not sure whether the long-
term consequences would be that positive. The economic profession on the other 
side of the Atlantic had a similar ambivalent position with regard to Frederick 
Taylor’s work. American institutional economists countered the engineers’ narrow 
conception of what drove the worker to exert himself with the claim that the 
relationship between human motivation and work was more complex than Taylor 
and colleagues imagined (Yonay 1998, 102–106)18. Accordingly, the interwar 
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economists paved the way for a new rationalization of government along three 
different lines19. First, they stressed that the role of the employee in (industrial) 
organizations was too narrowly conceived of in scientific management. Second, 
they argued that the engineers’ perspective on motivation was too materialistic, 
and they subsequently tried to develop a broader conception of people’s motives 
to work. Third, the economists developed some tentative ideas about the place of 
incentives in a new version of industrial government.

The first doubt articulated by the economists concerned the effects of 
scientific management on the workers. Was scientific management blind to the 
‘human factor’ in industry? Alfred Marshall’s extensive evaluation of Taylorism 
suggests that it was (1932, 365–394). Even when the complete standardization of 
work resulted in higher efficiency “the effects of taking away from the operative 
any duty, save that of carrying out his instructions carefully, are not likely to be 
altogether good” (1932, 388). Taylor and his disciples were preoccupied with the 
ability of workers to accomplish a given task. This fixation on strict obedience 
ignored the loss of higher human capacities, such as independence and creativity 
and the ability to solve problems, that came with it. The trade unions of the time may 
have had a point in saying that the protagonists of scientific management treated the 
worker “as a mere instrument of production” and monopolized “the initiative of the 
worker in connection with the work” (Marshall 1932, 390). Arthur Pigou, Marshall’s 
successor as Professor of Political Economy at the University of Cambridge shared 
these misgivings. In The Economics of Welfare, Pigou discussed the organizational 
structure of small and large enterprises in terms of their “educative ladder” (Pigou 
1921, 183). In a small firm, it was easy to get hands-on experience with all facets of 
industrial production. Thereby, such firms enabled the smart worker to acquire all of 
the knowledge and skills necessary for promotion or for setting up a business of his 
own. In larger firms, on the contrary, the gap between the shop floor and the higher 
echelons of management was often so great that it was difficult for employees to 
bridge it. The opportunities to show or develop leadership skills were few, and there 
was far less concern for the laborer’s potential. The complete standardization of the 
production process under scientific management only aggravated these problems. 
Although its effects did not show immediately, the strict adherence to a combination 
of tasks and instruction cards eventually eliminated anything but the willingness of 
the worker to obey orders. Pigou claimed that “by the removal of opportunities for 
the exercise of initiative, capacity for initiative may be destroyed, and the quality of 
the laboring force may in this way be subtly lowered” (1921, 188)20. 

 Pigou’s comment regarding the potential decrease in the quality of 
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laborers shows that the worries of Marshall and Pigou went well beyond the 
complaint that, under scientific management, the worker was not treated as a 
full-fledged human being. Indeed, they insisted that the innovation of industrial 
techniques and working methods often came from bottom-up initiatives and not 
(only) from above. This meant that organizations could flourish with employees 
who were endowed with higher capacities, such as leadership skills. Furthermore, 
they claimed that the concentration of economic activity and the high degree of 
standardization also affected the ability of large firms to adjust to changes in the 
economic environment. In the long run, the decline in elasticity of such firms 
vis-à-vis the exogenous changes in the economy hindered their ability to adapt 
to new circumstances. These concerns regarding the consequences of scientific 
management were thus inspired by a more comprehensive perspective on the 
requirements of a dynamic economy. The increase in scale and the standardization 
that were fostered by scientific managerial practices were mixed blessings, in 
light of the fact that economic progress depended on the creative capacities of 
individuals and the flexibility of organizations (Caldari 2007, 68–72). 

The emphasis on the worker characteristics that were necessary for 
firms to thrive marks a first difference between the perspectives of the interwar 
economists and the mechanical engineers. The second issue the economists put 
forward was linked to the materialist assumption that underpinned the debate 
over wage incentive systems. Was the engineers’ conception of human motivation 
broad enough to cover the motives people actually had? When earlier economists 
discussed the motivation to work, they usually stressed the longing for money and 
material welfare. For what was labor if not a commodity exchanged for a wage on 
the market? In the nineteenth century, political economist Nassau William Senior 
regarded the desire “to obtain additional wealth with as little sacrifice as possible” 
as an “ultimate fact beyond which reasoning cannot go” (as cited in Douglas 1924, 
153). He subsequently made this proposition “the cornerstone of the doctrine of 
wages and profit” (as cited in Douglas 1924, 153). Similarly, British economist 
John Neville Keynes (father of John Maynard Keynes, the namesake of Keynesian 
economics) was convinced that economists of the twentieth century should stick 
to pecuniary motives as the sole governor of man. When it came to labor and its 
reward, Keynes claimed that there was no need to complicate the image of the 
worker (Douglas 1924, 154). 

In response to this conviction, shared by the proponents of scientific 
management, several economists challenged the view that work was a burden that 
people tried to avoid as much as possible. Wesley Mitchell, for one, thought of the 
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production process as a “set of human activities in which the workers are being 
cramped or being developed” (1924, 33). For Mitchell, the true interest of the 
laborer was not restricted to the wage received; he also cared for the attractiveness 
of his work and wanted to “share in the management of industry to secure 
satisfactory working conditions, and to gratify his craving for power” (1924, 32). 
Another institutional economist, John Maurice Clark, further elaborated the idea 
that the quality of work was at least as important an issue for workers as their 
wage. In an elaborate study of the value of labor, Clark extended the discussion on 
worker motivation toward the issue of a suitable ethics for contemporary society. 
The preceding and outdated “hedonistic ethics” had considered the passive 
reception of pleasurable sensations to be the individual’s ultimate goal. Instead, 
in a “more modern ethics”, the “well rounded development and use of human 
faculties” became the highest purpose of mankind (Clark 1924, 89). Again, the 
transformation from the ethics of pleasure to that of personal growth put the 
worker’s quest for an interesting and satisfying job center stage. Philip Sargant 
Florence, a third economist concerned with employee motivation, lamented the 
fact that in the current industrial setting, the diversity of motives people have 
for working was being made subservient to one specific motive. In his view this 
was detrimental because “the so-called economic motive is not the only incentive 
to work and deficiency in output may be the manifestation of that lack of non-
financial incentive in modern industry to which attention has already been 
called” (Florence 1924, 257). Florence also claimed that the social environment 
of modern industry was hostile to everything but remuneration as an incentive 
for production. The cash nexus predominated and with the exclusion of other 
motives—such as the sense of responsibility, the quest for fame and the pleasure 
in the activity itself—the laborer was made into a “thorough economic man” 
(1924, 73–74). 

The third and final difference between the economists and the mechanical 
engineers concerned the nature of industrial government. On the basis of their 
reflections on the motives to work, interwar economists were convinced that “the 
search for new incentives must focus on other things than wage scales” (Clark 1924, 
89)21. Material reward was no longer considered to be the prime inducement for 
giving one’s best; therefore, management should look for a different kind of incentive 
for the industrial worker. In the search for a new management style, economists 
explored a range of nonmonetary incentives22. The first step in that direction 
was a better understanding of the actual conditions in industry: “It is becoming 
increasingly plain that the actual ‘factory condition’ of the worker—the extent to 
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which a given degree of physical strength and skill and effort translates itself into 
terms of effective output—depends far more on other factors than on the rate of 
wages” (Robertson 1921, 244). The translation from the effort of workers to the 
actual output delivered was mediated by both physical and psychological factors. 
Examples of physical conditions in the factory included the type of lighting and the 
frequency of breaks, whereas the psychological makeup of factory life included the 
organization of rhythm and routine as well as the mood of the foremen responsible 
for instructing and supervising the workforce (Robertson 1921, 244). 

These conditions were the subject of Florence’s Economics of Fatigue and 
Unrest (1924) in which he developed a model for the relations between various 
industrial and n0n-industrial conditions on the one hand and a series of variations 
in the cost of production on the other. In this model, he placed incentives in the 
category of “physical and social working environment” (1924,113–115). The first 
thing Florence noted was the sheer lack of data available in the existing literature 
for assessing the relative merits of rival wage incentive systems. In textbooks 
on management and personnel administration, different wage methods were 
described in detail, yet it was extremely difficult to determine the success of each 
in increasing productivity “because there [was] little in the way of published 
statistics to establish the differential effect of the various incentives” (Florence 1924, 
253). This lacuna in the available empirical evidence on incentives allowed for a 
broader view of motivation. Indeed, Florence added several examples in which 
noneconomic incentives affected the productivity of workers. In a British steel 
factory, for instance, workers were offered a series of lectures on steel production 
and invited to join the discussion over more efficient working methods, while an 
American company organized guided tours through the plant for all employees 
and their relatives. In both cases, the attempts to interest the workers in the entire 
production process led to significant increases in output (Florence 1924, 258).

Although Robertson and Florence called attention to the fact that people 
respond to different kinds of incentives, the question of management in light of the 
nonmaterialistic motives of the workers was most extensively addressed by John 
R. Commons, one the most well-known institutional economists of the interwar 
period. Commons visited a number of factories in Philadelphia with a small team of 
researchers around 1920. One of these factories was part of the Link-Belt Company, 
which was among the first of the firms to hire Frederick Taylor as a consultant 
and, consequently, to introduce scientific management. According to Commons, 
one could discern a considerable shift in attention twenty years after Taylor had 
set foot there. Over time, executives had become aware of the human factor, as was 
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corroborated by the “conscious development from pure scientific management to 
humanism in management; from figures to feelings as the instrument of control” 
(Commons 1921, 26). The transformation was most visible in the appointment of 
a superintendent who was endowed with “evident human sympathy”. He called 
the workers by their first names but was also capable of correcting a worker if 
circumstances required him to do so. The result of appointing an expert in handling 
people proved highly beneficial to the company: “And the result? Over eight 
hundred workers steadily on the job—at increased wages to be sure—but also with 
increased output. The turnover is low” (Commons 1921, 31). From success stories 
such as these, Commons and colleagues generalized to the nature of the industrial 
worker and the type of government that would best suit that nature. The worker was 
a human being with “likes and dislikes, sensitive or dull, generous or selfish, open-
minded or prejudiced, any number of combinations and variations of these and 
other qualities—he is governed by emotions” (Commons 1921, 286). 

From the observation that the workers were governed by emotions, it was 
a small step to the idea that these emotions were central to their government. 
Managerial incentives would be effective only if they addressed the feelings of the 
worker in exactly the right way: “It is necessary then to use the various inducements 
as approaches to emotions, or motives. Motives are the handles by which men 
may be taken hold of and guided” (Commons 1921, 292). The professional group 
most in need of a thorough understanding of these motivational ‘handles’ was 
that of the foremen. They stood in direct contact with the workers and, given their 
general lack of patience and tolerance, needed to be reeducated. Therefore, under 
the guidance of the superintendent, all foremen were required to participate in 
meetings where they could discuss the difficult situations they encountered on 
the shop floor. With the help of this “committee method”, they became better 
qualified to guide their workers properly. The conversation with colleagues over 
management problems thus enabled each foreman to become a “human nature 
expert” instead of a driver of men (Commons 1921, 307).

4.2 Human relations in industry

The main contribution of the interwar economists to the formation of a new 
governmentality can be found in their suggestion that the worker was a more 
complex figure than the engineers imagined him to be:
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As an engineering proposition there is no question of the success of scientific 

management. […] But beyond this its claims are either outside the ken of science 

or have not a sufficiently scientific foundation. The economic world and the human 

factor are more complex than is dreamt of in the philosophy of scientific management. 

(Florence 1924, 95)

In the wage incentive system developed by Taylor and others there was no 
place for the ‘human factor’ in industry. Despite the subtlety and reach of their 
criticism, the neoclassical and institutional economists who problematized the 
perspective of mechanical engineers on industrial organization and individual 
motivation left two major governmental issues unaddressed. First, their attempts 
to endow the worker with new characteristics were still rudimentary, as evidenced 
by the lack of detail with which they delimited human subjectivity. Saying that 
there are sensitive and dull workers or open-minded and prejudiced workers is 
not the same as developing a detailed categorization of employees. Moreover, the 
interwar economists failed to articulate a concrete program for handling the ‘new’ 
worker. That is to say, they were unable to translate their problematization of the 
engineering of incentives into an alternative method to induce individuals and 
groups. Even the most explicit account of industrial government by Commons 
and coauthors failed to make concrete what properly educated foremen should do 
when confronted with the emotions of workers. How could they use motives as 
the handles to guide workers or target feelings as the instrument of control? The 
elaboration on the human factor in industry was not yet connected to a set of new 
techniques of power23.

This is not to say that the economists’ criticisms of the engineering of 
incentives had no effect; however, their contribution to a full rationalization of 
industrial government was actually mediated by another group of researchers who 
were working more closely with industry. At the time, there was a lively exchange 
of ideas between labor economists and management theorists and practitioners. 
Thus, knowledge from the field entered economic theorizing. Robert Wolf ’s papers 
on nonfinancial incentives, for instance, were well received by those who studied 
organization from an economic perspective. Economists also paid tribute to the 
progressive management practices of Henry Dennison, owner and manager of the 
Dennison Manufacture Company (Bruce 2007, 404). Likewise, the ideas of labor 
economists such as Commons and Douglas found their way into management 
theory and practice (Kaufman 2002, 966–967). Given this intellectual exchange 
between economics and the science of management, it comes as no surprise that 
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the allegation of neglecting ‘the human factor’ found its way into management 
circles. More so than academic economists, management theorists set out to turn 
this criticism of the engineering of incentives into an alternative set of techniques 
that could be used to transform the habits of the workers and foremen. Moreover, 
these techniques of power were informed by—and resulted in—more fine-grained 
characterizations and categorizations of the worker’s subjectivity.

One particular research network stands out in the formation of an incentive 
system with a human touch. The members of this network combined training 
in the social and behavioral sciences with positions in academic and business 
communities. One of the central nodes in this network was the Australian 
psychologist Elton Mayo. Mayo was hired as a professor of industrial research by 
the Harvard Business School (HBS) in the mid-1920s. At that time, the position of 
the HBS was fragile because it had yet to secure scientific legitimacy and financial 
support. Thus, there was considerable hesitancy in the academic and business 
worlds as to its usefulness. Was it really possible to acquire entrepreneurial skills 
in the classroom? Wallace Donham, second dean of the HBS, faced the difficult 
tasks of turning the business school into an obligatory rite de passage for the future 
executive elite, while also making it an academically respected institution. One of 
his strategies was to hire personnel with credentials that could appeal to both 
audiences and Elton Mayo was considered an ideal candidate. He was trained in 
psychology and psychoanalysis and was also versed in the recent sociological and 
anthropological work of the period. In addition, a decade earlier he had switched 
from psychological experiments with traumatized soldiers of the First World 
War to researching problems of industrial society. Therefore, Mayo had academic 
credentials but also addressed problems that were of interest to the business 
community (O’ Conner 1999, 121–123).

Mayo came to Harvard with a distinct perspective on the human psyche. 
He was deeply convinced that subconscious instincts and dispositions were more 
important determinants of human behavior than were conscious deliberations. 
This conviction was evident in his study of what Mayo regarded as the most pressing 
problem of Western civilization: the returning discontent among the working 
classes over contemporary labor conditions. According to Mayo, industrial unrest 
was caused not so much by class conflicts or the nature of industrial work but 
by “the hidden fires of mental uncontrol” (as cited in O’Connor 1999, 126). His 
psychopathological take on labor problems was most explicit in an early paper on 
labor leaders. In “The Mind of the Agitator”, Mayo portrayed the unruly laborers—
and particularly those taking the lead—as disturbed individuals who projected 
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their inner turmoil on the political and industrial world. To prevent this mental 
disorder from becoming a political problem, it was of the utmost importance 
to channel the anger of the workers and their leaders. Because the problem of 
discontent was a psychological one, so was the solution. Only when industrial 
managers behaved like a therapist toward their workers would the workers’ rage 
really cool down. Mayo found evidence for the effectiveness of such a therapeutic 
management style in the results of the Hawthorne experiments. In the mid-1920s 
executives of Western Electric decided to start a series of experiments at the 
Hawthorne Works in Cicero, Illinois. The purpose of these experiments was to 
investigate the correlation between industrial conditions and worker productivity. 
Although Mayo’s name is now intimately connected to the Hawthorne experiments, 
he operated from a distance and was never directly involved in conducting them. 
But even though he did not participate in the daily experimental routine, Mayo 
did play a very important role in shaping the interpretation of the results. Three 
things attest to his influence.

After research had been underway for four years, the experimenters began 
to struggle with the sheer amount and complexity of the data. Mayo was invited 
as an academic consultant to see whether he could reach any coherent conclusions 
on the basis of the results (Gillespie 1993, 69–74). From then on, he remained 
in close contact with the Hawthorne researchers. He sent Fritz Roethlisberger, 
his assistant at the Harvard Business School, to Hawthorne in 1930. It was 
Roethlisberger’s job to introduce the psychological perspective of workers into 
the large-scale interview program developed there. Anthropologist William Lloyd 
Warner, another Harvard colleague, was made responsible for the ethnographic 
research on the social norms maintained by the operators on the shop floor. Lastly, 
William Dickson, a full-time Hawthorne employee in the Industrial Research 
Division, was invited to work on articles and books at Harvard (Gillespie 1993, 
137).

Mayo and coworkers were thus influential in steering the research at 
Hawthorne in new directions, but they also contributed to an authoritative 
interpretation of the experimental results. In the years after the experiments 
had ended, Mayo and his collaborators came to the conclusion that the research 
conducted at Hawthorne showed that the general rise seen in productivity was 
due mainly to the gentle relations between the experimenters and their subjects. 
They determined that what mattered most was the attention given to the workers 
and the interest shown in their daily activities. This insight into the importance of 
human relations in industry became the house doctrine in subsequent textbooks 
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of industrial management. Managers should be on good relations with their 
subordinates in order to attain higher levels of productivity and a harmonious 
atmosphere at the shop floor (Gillespie 1993, 90–91). 

With the central doctrine of what became known as the Human Relations 
School formed, the Hawthorne researchers focused on spreading the gospel. 
Their positions at the HBS enabled them to disseminate their ideas to the business 
community through writings and speeches. Via a number of management books 
that were written by Mayo and other members of his research network, their 
interpretation of the Hawthorne experiments found its way to a much wider 
audience. Each of these books had a different outlook and purpose. At one extreme, 
Mayo published the most accessible and speculative account of the Hawthorne 
experiments in The Human Problems of an Industrial Civilization (1933). In this 
book he moves from a description of the experiments to social disintegration 
and juvenile delinquency as major problems of an industrial society to the role 
of elites in restoring social equilibrium. At the other extreme, Thomas North 
Whitehead published the most dry and technical expose of the experimental 
results. In two thick volumes titled The Industrial Worker (1938), Whitehead 
buried his readers under statistical analyses of the correlations between changes 
in the experimental variables and changes in output. The subsequent years saw 
the publication of several major management textbooks with a comprehensive 
account of the experiments and the way managers should behave. These ranged 
from Roethlisberger and Dickson’s classic, Management and the Worker (1939) 
and Gardner and Moore’s Human Relation in Industry (1945) to Hoslett’s volume 
on Human Factors in Management (1946), which included contributions from 
many of the key Hawthorne figures (Gillespie 1993, 175–209). 

Verbal communication was just as important for spreading the word as 
were these official writings. The research at HBS was communicated directly 
to the business community via meetings where upcoming business leaders 
exchanged ideas with members from Mayo’s network. In these monthly “Cabot 
weekends”, organized by Mayo’s colleague Philip Cabot over a period of six years, 
young executives would meet with Mayo, Roethlisberger or Whitehead to discuss 
possible managerial solutions to current industrial problems (Bruce and Nyland 
2011, 399–400). Chester Barnard—a close friend of Donham and Cabot—
attended one such meeting and was immediately enthusiastic about the research 
conducted at Hawthorne (Hoopes 2002, 1013). Barnard’s profile resembled that 
of Frederick Taylor in combining a long career in business with the publication 
of systematic reflections on management practices: He was president of the 
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New Jersey Bell Telephone Company between 1927 and 1948 and published The 
Functions of the Executive in 1938. Yet the conclusions reached by Barnard differed 
considerably from those reached by Taylor. The disparity was due not just to the 
difference in practical experience but also to a distinct intellectual profile. As an 
amateur scholar, Barnard read widely—if somewhat haphazardly—in the social 
sciences24. From this eclectic social scientific background, Barnard set himself 
the task of analyzing the formal organization as a complex system of cooperative 
and goal-oriented individuals. From Barnard’s point of view, an organization 
was akin to an organism engaged in a struggle to survive in a “continuously 
fluctuating environment of physical, biological, and social materials, elements, 
and forces, which calls for readjustment of processes internal to organization”. 
The basic function of the executive of a large-scale company, a government agency 
or a church was to adapt to these environmental changes so as to ensure the 
“survival of cooperation” (Barnard 1968, 6–7). To maintain a healthy and flexible 
relationship with the surrounding environment, it was crucial to keep a balanced 
internal milieu. That is where incentives came in. The executive had to afford 
adequate inducements for employees to cooperate with one another in pursuit of 
a common goal, otherwise the organization would eventually fall apart. Successful 
organizations would always find a way to adjust to new conditions. This process 
of readjustment, in turn, would succeed only if the individual employees were 
properly adjusted to the organization. Just like the organization had to adapt to 
external circumstances, so the individual factory worker had to find a balance 
between his inner struggles and the requirements that came from without

In more abstract and evolutionary language, Barnard addressed the topic of 
worker adjustment, which was also central to the more down-to-earth industrial 
research discussed in subsequent three sections:

Adjustment, that is to say, required the successful resolution of conflicting instinctual 

forces and their harnessing to the particular requirements of social and industrial 

life. And the corollary was that social and industrial inefficiency and unhappiness 

were the outcomes of failures of adjustment of the internal life of the individual to the 

external reality in which he or she lived and worked – in short, they were the outcome 

of maladjustment (Rose 1999, 68).

This new theme led to questions not previously addressed by management 
experts: What if the workers’ current lack of motivation and contentment had 
to do with their chronic maladjustment to the conditions of modern industry? 
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What if the adjustment of the individuals to the organization not only increased 
their contentment but also their output levels? Thus the industrial researchers 
translated the general problem of internal and external (mal)adjustment into 
specific questions that could be answered with the help of interviews and 
experiments. The research results could then be used to build up a new repertoire 
of skills that would be indispensable to contemporary management. According 
to Roethlisberger, “Our modern large corporations need more than the intuitive 
and ‘below-the-belt’ insight of a few gifted people. They need to introduce 
in their organizations a skill in human relations comparable to the skill which 
they introduce when they hire an engineer” (1949, 115). Whether intended or 
not, Roethlisberger’s implicit message to corporate management was to not hire 
engineers for questions they were incapable of answering. The expertise in human 
relations was to be found elsewhere. Human relations experts could acquire 
managerial skills with the help of the research on incentives that was taking place 
on the shop floors of several industrial firms. At these research sites industrial 
psychologists, organizational sociologists and anthropologists of work endowed 
the worker with new character traits. These features then found their way into 
new types of managerial intervention. First, the social and behavioral scientists 
stressed the importance of mental attitudes on the work floor. They created 
categorizations of worker mentality that were accompanied by elaborations on 
the suitable techniques for changing that mentality. Second, they brought small-
group dynamics to the fore as a novel object of knowledge. Ethnographic research 
revealed that workers had their own cultures and fixed role patterns. Once again, 
these insights into the social relations between the workers came with new 
instruments for changing workers’ social interactions. Scientific inquiry led, 
finally, to the issue of communication between management and workers. Some 
of the problems in industry were a product of malfunctioning communicative 
practices. Therefore, improving the channels of communication could help to 
prevent the emergence of complaints and grievances that often resulted from 
misunderstandings. Worker maladjustment was the common denominator of 
these three elements of industrial research and action. If management were able 
to adjust the workers more fully to their work environment, it would increase 
worker contentment while simultaneously bringing about a significant increase in 
output. Adjustment thereby became a new incentive for use in the enhancement 
of human productivity25.
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4.3 Addressing the mind of the worker

Elton Mayo’s engagement with industrial research did not start with the Hawthorne 
experiments. Already in 1923, a large Philadelphia-based textile company hired 
him as a management consultant to find a solution for its high labor turnover. 
The spinning department was particularly problematic in this regard as workers 
left en masse after short periods of time. Although the nature of the problem 
was as yet unclear, Mayo could exclude the hypothesis that the absence of a wage 
incentive system was to blame. The spinners received a fixed monthly wage and 
could earn a group bonus when they produced 75 percent or more of the 100 
percent man-hour efficiency established by management. When the level of 
efficiency rose above 80 percent, the bonus was even a full 5 percent of their fixed 
wage. Out of the four financial incentive schemes that were used at the factory, 
this one “‘worked’ satisfactorily elsewhere in the factory but failed completely 
in the spinning department” (Mayo 1946 [1933], 43). Despite the fact that the 
incentive system had been in operation for quite a while, the group had never 
managed to reach even the lowest efficiency level needed for a bonus. Their failing 
to do so, however, did not induce the spinners to speed up. Instead, it led them 
to accuse management of setting the standard so high that it was impossible to 
meet. This suspicion on the part of the workers vis-à-vis management “increased 
rather than diminished their irritation” (Mayo 1946, 44). Mayo’s hypothesis was 
that the workers’ irritation was the effect of a broader state of mind of the group 
in question. To determine whether his hypothesis was correct, Mayo appointed a 
nurse who was to look after the thoughts and feelings of the spinners. After she 
had won their confidence, the nurse found that “the reflections or reveries of the 
workers in the spinning department were uniformly pessimistic” and that they 
even suffered from “morbid preoccupations” (Mayo 1946, 45). 

The inquiry at the spinning department not only provided Mayo with 
detailed information about the mental state of the workers but also gave him 
insight into the effects of their friendly conversations with the nurse. It seemed 
that the personal attention she gave them had helped to decrease their irritation. 
As a result of ‘counseling’ the emotions of the workers, the initial grievances 
with regard to management had disappeared and “the problem of an emotional 
labor turnover ceased to exist” (Mayo 1946, 48). This in turn had its effect on the 
way the group responded to the bonus they had always considered beyond their 
reach: “Whereas the financial incentive of the bonus had not previously operated 
to stimulate production, the men now began to be pleased by the fact that they 
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were working less time, earning bonuses as never before and feeling less tired and 
irritated” (Mayo 1946, 48). Indeed, figure 5 shows that the spinners failed to earn 
their bonus only once during the two years of Mayo’s presence as a consultant. 
Although he did not label the whole of the spinning department as ‘mentally 
disturbed’—as he had done with the labor leaders—the terms with which Mayo 
defined the mood of the spinners still reveals his disciplinary background: 
‘irritation’, ‘pessimistic reveries’ and ‘morbid preoccupations’ are all terms with 
profound psychopathological connotations. And indeed, Mayo called upon Pierre 
Janet’s inquiry into obsessive thinking and Sigmund Freud’s theory of neurosis 
and repression in later chapters to give a scientific underpinning to his analysis 
(Mayo 1946, 103–109, 125–128).

The second major opportunity for Mayo to corroborate his hypothesis 
about the importance of workers’ attitudes arose at the end of the 1920s. This time 
it was the experimental setting at Hawthorne that enabled him to assess the effects 
of human relations on worker morale and productivity. Five female laborers were 
selected from the Relay Assembly Department of the Hawthorne factory and set 
apart from the rest of the laborers working there. In subsequent experimental 
periods, spanning nine years in total, the working conditions of these relay 
assemblers were changed so as to measure the effect on their daily output. The 
experiment started with a number of independent variables, such as levels of 

Figure 5. The man-hour-production efficiency of spinners over a twenty-three month period, 
showing spinners earned their bonus in all but one month (from Mayo 1946, 51).
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lighting and the length and frequency of breaks—the physical factors, mentioned 
earlier, that had been identified by economist Dennis Robertson. In the third 
period the experimenters introduced a monetary incentive—a piece wage for 
group production so that “each girl was given a strong, though indirect, interest in 
the achievement of the group” (Mayo 1946, 58). The result of this intervention was 
a slight increase in output, but this positive result did not convince Mayo of the 
beneficial effects of monetary incentives. Instead, he agreed with the conclusions 
of a researcher who was closely involved in the actual experiment and who 
“considers that the payment incentive of the higher group earnings may play some 
small part, but proceeds to state his conviction that the results are mainly due to the 
changes in mental attitude” (Mayo 1946, 67). The superficial correlation between 
wage incentive and higher output could thus be explained by a more fundamental 
transformation in the mentality of the worker that was fostered by the experimental 
setting26. Similarly, the emergence and subsequent stability of this mental attitude 
explained why the output levels first increased and then remained quite constant 
during the rest of the experiment (see figure 6). Mayo then presents the reader 

with an analogy from top-class sports 
to account for this phenomenon. Just 
as continuous, heavy training makes 
for the better condition of an athlete 
as compared to the condition of an 
ordinary person—creating a new 
physical equilibrium that is not easily 
disturbed—the women in the test 
room first had to adapt to the new 
circumstances. They then attained a 
stable mental equilibrium that enabled 
them to perform at a much higher 
level than the ordinary workers of the 
Relay Assembly Department. In light 
of this explanation, the whole nature 
of the Hawthorne experiment thus had 
to be restated: “The Western Electric 
experiment was primarily directed not 
to the external conditions but to the 
inner organization. By strengthening 
the ‘temperamental’ inner equilibrium 

Figure 6.  A chart showing the rise and 
plateau of the assembly workers’ average 
output (from Mayo 1946, 66).
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of the workers, the company enabled them to achieve a mental ‘steady state’ which 
offered a high resistance to a variety of external conditions” (Mayo 1946, 72). The 
thing that mattered most in the attainment of the new mental state was the friendly 
supervision in the test room. The supervisors approached the five relay assemblers 
in an open and relaxed way, and that was the decisive factor in the establishment 
of an environment in which they could feel mentally at ease. The psychological 
effects of establishing such a friendly and open relationship between worker and 
manager in the relay assembly test room were great: “comment after comment 
from the girls indicates that they have been relieved of the nervous tensions under 
which they previously worked” (Mayo 1946, 74–75). 

Of course, it was impossible to extend the full experimental treatment 
these five women received to whole departments. Yet it was possible to develop a 
supervisory style on the basis of the experimental findings—a style that allowed 
individual employees an outlet for the ‘nervous tensions’ that hampered their job 
performance and satisfaction. For only when a worker was able to talk freely with 
a supervisor could she learn to cope with problems experienced at home or at 
work. The interview program at Hawthorne provided an excellent opportunity 
to test the effectiveness of a conversational technique in substituting ‘tension’ for 
‘relief ’. In 1928, the executive office asked the personnel department to find out 
how employees experienced their job and labor conditions and the way they were 
supervised. In the first phase of the program, researchers conducted directed 
interviews. William Dickson, who was there from the start, questioned workers on 
a limited number of previously selected subjects. In just two years, more than twenty 
thousand employees were interviewed (Mayo 1946, 83). As it turned out, however, 
it was quite difficult to get the worker to stick to the topics on the list. According 
to Mayo, this difficulty pointed to a basic flaw in the method of interviewing. The 
whole idea that you could learn something about the organization via the opinion 
of workers was deeply problematic. As a psychologist by training, Mayo explained 
that “what a worker thinks on a given subject is a symptom of what he is; his ideas 
cannot be torn out of their personal context and exhibited as significant” (Mayo 
1946, 84). When workers responded to questions about industrial conditions, the 
answer was more an indication of their own (lack of) well-being than that it was 
indicative of those conditions themselves. Therefore, the interview could only 
become a valuable managerial technique if employees were allowed to discuss 
topics that were important to them. With Mayo’s therapeutic twist the interview 
program became more open to the concerns workers themselves brought to 
the fore. The worker could now talk freely about his or her own anxieties and 
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preoccupations; the interviewer would then offer advice and guidance in return. 
In the capacity of the worker’s advisor, the Hawthorne interviewer predated 
the figure of the personnel counselor that came to dominate the writings of the 
management scientists in the 1930s (Highhouse 1999).

Mayo’s approach to the mentality of industrial workers was embraced by 
British industrial researchers. In 1929, the President of the Rowntree factory of 
the Cocoa Works in York appointed a committee with members from different 
departments. Their assignment was to study how the cooperative spirit in the 
factory could be further enhanced. The study was conducted by Patricia Hall, from 
the Psychological Department, and H.W. Locke, head of the Education Section 
and was based on a series of interviews with factory workers27. According to the 
researchers, the non-directed interview would encourage the worker to talk about 
the things that were on his or her mind. With over a thousand men and women 
interviewed—often more than once—the members of the committee could detect 
recurring grievances and maladjustments. While conducting the interviews, they 
discovered a plethora of factors that affected the job satisfaction of the workers. 
Whether they were content with their jobs depended on the training they had 
received and the creative opportunities it offered as well as their sense of job 
security and their fear of ill-health and accidents. Their attitudes toward work, 
especially toward changes in the work conditions, were also found to depend on 
the age of the worker. There was a clear difference in attitude between younger and 
older workers, for instance, with regard to the launching of new incentive schemes 
on the work floor: “the older workers disliked the introduction of incentives 
involving competition” and were “amused at the type of incentive employed 
successfully with the juniors” (Hall and Locke 1938, 67). 

Hall and Locke favored the non-directed interview as the most suitable 
method for industrial research. Yet the spontaneity in the choice of conversational 
subject allowed for in their study of a British factory was beneficial in another 
sense. Because the employee could decide what to talk about, the issues raised 
were important to them and, as Hall and Locke describe, the “discussion of it 
affords him some emotional release, and he often feels glad, as he puts it, ‘to get 
the matter of his chest’” (1938, 28–29). In a successful interview an employee 
would learn something about himself and the relief felt would change his attitude 
toward work and increase his attachment to the organization and its purpose. 
The continuous malcontent among two groups of women working in the same 
department provided an excellent case in point. After a while “the workers had 
grown tired of suppressing their irritation, and, ready for a grievance, found one 
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in the temperature of the room”. The supervisor knew that the room temperature 
was not the real problem and, by listening carefully and sympathetically to the 
women, managed to calm them down. By being attentive, the supervisor signaled 
to the workers “that he [shared] their anxiety, and this relieve[d] the tension” 
(1938, 79–80). The immediate effect of the interview was positive for the worker, 
but the interviewer also helped to prevent future troubles for the organization 
as the worker was given “an opportunity of discovering, perhaps with the help 
of the interviewer, the true causes of his dissatisfaction which, so long as it is 
suppressed, tends to become a chronic grievance” (1938, 29)28. However, there may 
be instances in which this time-consuming attentiveness is ineffective because of a 
lack of positive response on the part the worker. When this was the case, Hall and 
Locke insist, there may be no other option but to fall back on a more unpleasant 
inducement:

Although the employment of an incentive which appeals to fear is not usually good 

policy, occasions do arise when a supervisor is justified in using it to discipline a 

certain type of worker. Certain offences against Works’ rules are punishable by the 

withdrawal of small privileges. The threat of dismissal may be necessary in the case 

of continued lateness, bad work or unsatisfactory conduct (1938, 103).

Though a friendly and attentive method to incentivize workers was preferable, 
the manager or foreman would have to resort to more intimidating measures if 
the circumstances required him to do so. With too many chronically maladjusted 
workers, the shop floor would simply become unmanageable. 

4.4 Toward a technique of the social

As an offspring of the experiment with the relay assemblers, the Research Division 
at Hawthorne started a new project that was supervised by William Lloyd Warner. 
As an anthropologist Warner was used to working with direct observation and 
loose conversation as ways to record the social relations in a cultural milieu that 
was not his own. For the study of workplace culture along anthropological lines, 
a small group of male operators and a foreman from the bank wiring department 
were selected and placed apart from the rest of the operators. To simulate a natural 
industrial setting, the only major intervention was the presence of an observer 
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and an interviewer, Art Moore and William Dickson, respectively (Gillespie 1993, 
160) 29. The bank wirers worked under a so-called bogey system in which wages 
were dependent on the extent to which the group managed to approach a given 
standard of output or ‘bogey’. Similar to the Philadelphia spinners, this system 
failed to motivate the operators, and production always fell short of the standard. 
The researchers found that “for the majority of the workers in this department 
the bogey meant nothing” (Roethlisberger and Dickson 1934, 8). They did not 
consider the bogey to be a standard they should meet and instead strove to reach 
a lower level of output based on what they conceived of as a fair day’s work. If an 
individual seemed to transgress the group’s own standard of performance, he was 
pressed by his colleagues to abide by the norm with the help of sarcastic remarks, 
nicknames and severe blows to the upper arm (Roethlisberger and Dickson 1934, 
9). Ironically, the practice of publicly displaying the performance of individual 
workers to everyone concerned, Dickson found, helped the group to keep their 
norm intact: “The ostensible purpose of these charts is to foster competition. As 
a matter of fact they serve a further function. They inform everyone where each 
person stands in relation to everyone else and if anyone is out of line he can be 
checked by the group” (as cited in Gillespie 1993, 164). The existing differences 
in output between workers were not related to innate abilities or ambitions but 
to their position in the group. A particularly fast or slow worker was one who 
did not play along with group rules and was considered a social outcast by the 
other workers. Dickson concluded that actual production levels were thus 
dependent on the social behavior of workers rather than on individual effort. In 
Management and the Worker (1939), Dickson and Roethlisberger visualized the 
social relationships that existed between the bank wirers. In different sociograms, 
they made clear who played cards with whom, who became close friends and 
what cliques developed over time30.

In the long run, such social norms could only be maintained if the workers 
shielded them from management. In fear of a future increase in the bogey, the 
group opted for constant output as a signal that they worked at maximum speed. 
There were several strategies to keep output levels constant over time. One such 
strategy had to do with an option explicitly held open by management. Employees 
were allowed to call for ‘day work’ when unforeseen circumstances beyond the 
workers’ control had made it impossible to reach the daily target. But these 
circumstances were pliable and workers also called for day work when not strictly 
necessary. In that way they could keep particularly unproductive days out of the 
record. A second strategy was to report a different output to the foreman than 
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was actually produced. In this way, it was possible to spread the actual production 
over different days and compensate a productive day with an easygoing pace the 
next day. On the basis of the observations of and interviews with the bank wirers, 
Dickson concluded that the faith of management in the current wage incentive 
system was without foundation: 

Given the basic attitudes of this group, it is doubtful if any form of incentive could 

have succeeded. Wage plans assume that the worker is primarily motivated by 

economic interest and that he will act in a logical way. This study shows that social 

considerations outweighed economic ones and that their actions were essentially 

non-logical (1935, 330).

The bogey system had failed to trigger the right response from individual workers. 
The reason for this failure was that, although targeted at individuals, the incentive 
system met with the behavioral norms of a group that had distinct ways of 
maintaining these norms.

If the dissatisfaction of the worker was due to the fact that he could not meet 
the “social requirements of the job” and that he found it difficult to “adjust himself 
to the group”, then the worker’s mental health was not the prime object to be 
targeted (Roethlisberger 1949, 120). Therefore, along with an individual technique 
of counseling workers via therapeutic interviews, the process of adjustment also 
had to be advanced on a social plane. With the relationship between the individual 
and the group as the focal point of management action, the key purpose became 
that of substituting cooperation for conflict on the work floor. How could one 
foster collaboration within the group and avoid industrial disharmony? Though 
management might read the inquiry into the norms and strategies of the bank 
wirers as a direct invitation to intervene, Roethlisberger and Dickson, suggest that 
their findings with regard to worker morale should primarily play a cautionary 
role in the development of management strategy. The results of the Hawthorne 
experiment and the bank wiring test room were a reminder for managers to take 
the human group seriously when making strategic plans for the future of the 
company: “Successful management of any human enterprise depends largely on 
the ability to introduce more efficient methods without disrupting in the process 
the social foundations on which collaboration is based” (1934, 17). Once it is 
established, the social structure that fosters cooperation within an organization is 
relatively robust such that “if, in general, changes are not too rapid, the equilibrium 
remains fairly stable”. Of course, no firm can promise its employees that it will 
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abstain from (large-scale) reorganizations, but management can slow the pace of 
organizational changes and, by avoiding brusque ruptures in personnel and work 
methods, prevent the occurrence of “serious dislocation” in the social structure 
(Roethlisberger 1949, 125).

Obviously, the managerial strategy of avoiding such dislocation was 
feasible only if collaboration was the rule in the factory. A cautionary approach 
was clearly insufficient when there were many conflicts between workers. Even 
more, the executive who was either ignorant of the petty conflicts between his 
employees or was unwilling to intervene would, in the end, face the consequences 
of his inaction, for “their bickering and quarrelling, though over small things, will 
reduce both their efficiency and their contentment” (Hall and Locke 1938, 86–87). 
In a section on “the make-up of the working group”, Hall and Locke therefore 
developed a more interventionist strategy for coping with groups of rank-and-file 
workers with “long-standing hatreds and antipathies between individuals”. On the 
basis of their research into the contentment of workers and the incentives that 
made them either cooperate or fight with one another, Hall and Locke concluded 
that the vast majority of workers were in fact quite happy with their jobs. However, 
a small minority were not, and the social malaise was often caused by this small 
subset of the total population of workers: “Indeed, the presence of even one 
difficult worker in a section is like a piece of grit in an engine bearing, which not 
only increases the wear and tear of the engine itself, but also causes a waste of 
power through unnecessary friction” (Hall and Locke 138, 147). The interviews 
made the researchers sensitive as to the different types of discontented workers. In 
fact, they developed a complete new categorization of the difficult worker on the 
basis of these conversations. Some workers were full of anger toward the others 
because these angry workers belonged to the group of “chronic failures” or “grudge 
bearers”; others, such as the “day-dreamer” or “melancholic” worker, suffered 
from a milder form of mental distortion. And there were complex figures such as 
the “thwarted would-be leader” and the “older unmarried woman, not happy with 
her work” (1938, 149–160). Such categorizations could be helpful for managers 
and foremen because the lack of cooperative spirit in their department was often 
caused by the attitudes and behaviors of these difficult workers. When there was 
indeed a small group of individuals who caused havoc, then that “die-hard group 
would probably have to be gradually broken up by a peaceful method, such as 
transfer” (1938, 50). In fact, a similar peaceful method of transfer had already 
been tried in the Hawthorne experiments wherein the creation of a new mental 
attitude among the five female relay assemblers was explained by the presence 
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of attentive supervisors. Yet the creation of such a pleasant and productive 
experimental setting did require some additional manipulation of the group. 
Two workers were permanently removed from the test room for being moody, 
engaging in disruptive talking and being uncooperative. This occurred after the 
experiment had been underway for some years. The workers that replaced them 
were among the fastest in the relay assembly department, and by now the threat of 
removal had become very real for the remaining three original workers (Gillespie 
1993, 61–63). All in all, techniques of cautionary transformation could assist 
management in determining the pace of organizational change; while techniques 
of targeted social intervention could help managers in dealing with several kinds 
of socially maladjusted individuals.

4.5 Two ways to foster industrial communication

Where the relation of the worker toward himself was the objective of the first 
technique of adjustment, the second technique sought to foster good relations 
between the workers. Yet both left the actual relationship between management 
and factory worker untouched. The third technique of governance, therefore, was 
concerned with the communication and goodwill between these two groups. But, 
how could management guarantee the continuous flow of information in both 
directions while at the same time ensuring that the distortion of information 
up and down the line was kept to a minimum (see figure 7)? According to 
Roethlisberger, it was time to find concrete ways of “specifying, diagnosing, and 
treating many blockages in the channels of communication” (1949, 130).

There were two rather different 
solutions to the problem of fostering 
the exchange of information. On 
the one hand, several management 
practitioners and theorists proposed 
a modest form of democracy in 
industry31. Industrial democracy had 
become a hot topic after the First 
World War (Meeker 1920; Dowd 
1921; Derber 1967). The executive of 
the Cocoa Works, the factory studied 

Figure 7. A schematic diagram showing the linear 
flow of information from the worker, up through 
the levels of management, and back down to 
the worker (Gardner and Moore 1950, 42).
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by Hall and Locke, was highly sympathetic to the participation of employees in 
decision-making procedures. He encouraged his workers to join the labor union 
and was willing to negotiate with union representatives over wages and labor 
conditions (Hall and Locke 1938, 5–6). Within the factory, furthermore, he gave 
each department and section its own union representative. These shop stewards 
were expected to investigate any complaint or grievance brought forward by 
one of their fellow workers. In addition, the executive created Work Councils in 
which worker representatives and management officials met to discuss daily life 
at the factory. Based on the positive results obtained, Hall and Locke promoted 
the introduction of a system of representatives to the wider business community. 
They advised that by dividing the total labor force into smaller groups, each with 
its own representative who could negotiate with their manager, the strained 
relations between workers and management would disappear: they concluded 
that “this procedure was a distinct factor in bringing about the co-operation that 
was eventually established” during their study (Hall and Locke 1938, 88).

Contrary to many of his contemporaries, Mayo was highly skeptical about 
democracy, let alone industrial democracy. He despised any solution to the 
problems of modern industry that had even a slight democratic edge. How could 
the participation of the labor force in decision making contribute to dissolving 
the discontent of workers, if those easily agitated minds were now given even 
more room to vent their anger? Mayo thought the veritable solution was one of a 
technical, managerial kind. If the relations between labor and management were 
strained, they should be restored to their normal level by way of a paternalistic, 
yet gentle, management style. Thus, Mayo was a proponent of the industrial leader 
acting as therapist, one who would listen to the worker carefully, but only to place 
the vague utterances of the employee into his own analytic framework in order 
to make sense of them: “The illness metaphor is revealing of the medical and 
psychopathological model that was central to Mayo’s style of human relations; 
most workers were sick and could be made healthy only through the imposition 
of an understanding, paternalistic authority” (Gillespie 1993, 150). In opposition 
to those favoring industrial democracy, Mayo doubted whether workers were able 
to truly understand what would be in their own interest; he also doubted workers’ 
abilities to clearly articulate their complaints to the managers in charge. To Mayo, 
communication would become a difficult process without the mediation of a set 
of properly educated personnel counselors. The counselor was most able to tune 
in to a worker’s state of mind and understand the nature of his or her confused 
remarks about certain persons, events and situations. In addition, the counselor 

Proefschrift Guus Dix_defv1.indd   94 23-03-14   07:58



95adjUstment as incentive

could inform workers about policy changes, explaining what lay ahead without 
defending the decision made by management. As a neutral figure who was not 
responsible for the shifting policies, workers could still turn to the counselor 
with their own questions, complaints and grievances. In this way, the counselor 
could also function as the eyes and ears of management, keeping the executive 
office up-to-date with the mood on the shop floor. The conversations between the 
counselor and the workers would thus mediate the relations between management 
and worker.

4.6 Adjustment as incentive

In the previous sections we have seen that the mechanical engineers lost their 
monopoly on matters of industrial management in the 1920s and 1930s. At 
that time, social and behavioral scientists challenged the engineers’ authority as 
experts on worker motivation and productivity. They perceived the work of the 
American engineers as being based on a narrow conception of human behavior 
in and therefore sought to develop a new governmentality. In their rationalization 
of government, the worker was presented as a more complex human figure with 
characteristics not previously ascribed to it. In Foucauldian terms, the interwar 
economists, psychologists and anthropologists thereby contributed to the 
formation of the subject as an object of knowledge. In turn, their novel conception 
of the human subject led to new possibilities for inducing individuals and groups 
in industry. The set of techniques of power that emerged from their work redefined 
the role of the foreman and superintendent with regard to their subordinates.

The criticism of the engineering of incentives became an important theme 
in the work of British and American economists. They proposed an investigation 
of incentives beyond wage scales and looked for the presence of non-commercial 
or non-financial incentives based on something different than the cash-nexus. 
The reservations of these interwar economists regarding the broader effects of 
scientific management and their tentative remarks on the importance of human 
relations in industry were not lost on later management scientists. With their 
research practices firmly embedded in an industrial setting, Elton Mayo and 
coworkers set out to develop a radically different conception of worker subjectivity. 
Although the nature of the incentivizable subject changed with the appearance 
of social and behavioral scientists as authorities of delimitation, the place where 
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incentive-related problems appeared remained intact. The factory shop floor was 
still the primary research site in which to study the characteristics of the worker 
and to explore the efficacy of incentives in industry. The difference between 
the respective authorities discussed in chapter 3 and 4 lay not so much in the 
surface of emergence of the incentivizable subject. Instead, the schism between the 
mechanical engineers and the interwar social scientists was found in the way they 
studied the activity of the workers; the methods they thought adequate to reveal 
the characteristics of the operators; and the things that caught their attention 
while doing research.

With a background in economics, psychology, anthropology or sociology 
these new authorities had a rather different grid than did the engineers for the 
specification of what happened on the shop floor. These disciplinary grids of 
specification enabled them to delimit the subject that was susceptible to incentives 
in a new way. Their disciplinary background, for instance, led British neoclassical 
economists to place the organization in a much wider perspective than would a 
consulting engineer. Their belief in the interdependency of economic processes 
and organizational features made it possible to forge a link between task-related 
incentives and the employee characteristics that were necessary for long-
term economic dynamics. Similarly, American institutional economists were 
notoriously averse to the predominant conception of the homo economicus 
in their own discipline. They were therefore inclined to set a broader range of 
human desires against the engineers’ conviction that the desire for material 
goods governed the behavior of individuals. By training, psychologists were 
equally predisposed to question the rationalist and materialist assumptions that 
underpinned the wage incentive systems developed by the engineers. They saw 
the operation of subconscious drives in the behavior of the worker and in the 
distortions of the human mind that came with modern industrial conditions. The 
anthropologists and sociologists, finally, challenged the conception of the working 
group as a set of individuals. They focused on social relationships on the work 
floor and tried to grasp the nature of workshop culture by ethnographic means. 
In one way or another, each of the social and behavioral scientists discussed above 
added distinct features to the subjectivity of the worker and thereby contributed 
to a new delimitation of the incentivizable subject. In the end, the worker was no 
longer a materialistic creature who responded to wage incentives in a mechanical 
way. Instead, he had become a figure with a mental and social life of his own; a 
figure, moreover, who could be maladjusted in a variety of ways.

The industrial research at Hawthorne and elsewhere brought a set of 
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considerations to the fore that were absent from the perspective of mechanical 
engineers. Even though wage incentives did not disappear as a method to increase 
production, their efficacy was now shown to depend on a range of mental, social and 
communicative conditions that should first be met. Moreover, because adjustment 
was conceived as an incentive in itself, the inquiries discussed in this chapter led 
to a new set of techniques of power. The multifaceted adjustment of those working 
on the shop floor was more important than methods of remuneration in yielding 
a contented workforce. Employee contentment, however, was no goal in itself. It 
was a means to achieve what wage incentives were expected to do before—namely, 
to increase the overall productivity of the workers.

However, it is one thing to formulate how maladjustment should be 
understood; it is quite another to stipulate what a personnel counselor working 
in a large factory should do to enhance contentment and increase output. The 
major challenge for the interwar social and behavioral scientists was therefore 
to transform the results of their experimental, observational and conversational 
studies of the worker into a specific set of managerial techniques of power. The 
techniques of personnel counseling, for instance, could be used to adjust the 
worker more fully to modern industrial conditions. A productive worker was 
happy with him or herself, was sufficiently embedded in the working group and 
felt that he or she was taken seriously by management. With the aim of giving a 
proper incentive to labor, it was wise for management to act upon workers who 
did not match well with their jobs, their colleagues or their superiors. Each form 
of maladjustment required a slightly different instrument to set things straight. 
There were three instruments that management could make use of. First of all, the 
on-the-job interview could be used to increase the contentment of the individual. 
The worker could be relieved of tensions through an open conversation with a 
personnel counselor. Second, management could help the worker by providing the 
right kind of social embeddedness. For that purpose, the counselor had to find a 
proper balance between honoring the moral codes of the workers and intervening 
when the interaction within a group went awry. Third, a good counselor could 
assist in easing the communication between worker and management by relaying 
messages from one to the other. With these explicit attempts to steer the behavior of 
workers in certain directions, the final step in the formation of a governmentality 
of incentives and adjustment was addressed. What was still locally effective in the 
experimental, observational and conversational study of the working subject was 
now turned into something universally applicable: a set of techniques of power 
with which one could intervene on the full scale of the modern factory.
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chapter 5

Incentives and

information

After the rationalization of incentives by interwar social scientists, it took until 
the 1970s for a new system of governmentality to emerge. This time, economists 
with a strong mathematical background became the major authority to delimit 
the incentivizable subject and to design techniques with which to govern it. As I 
made clear in the previous chapter, incentives were a critical topic for British and 
American economists in the 1920s. Yet even though institutional and neoclassical 
economics paved the way for the psychology, sociology and anthropology of 
industrial organizations, their reflections on incentives failed to make a mark on 
the discipline of economics itself. What they had to say on the matter had been 
completely lost from view by the time that the incentive became an object for 
postwar economists. The first economic articles on incentives began to appear 
at the beginning of the 1970s; by the end of the decade articles dealing with the 
economics of incentives already numbered “in the several hundreds” (Groves 
1982, 2)32.

In the transition from the engineering of incentives to the social and 
behavioral science of management, the wage incentive was replaced by the mental 
and social adjustment of the worker as the predominant inducement to labor. 
Industrial managers were encouraged to address the relation of the subject to itself 
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and its surroundings, leaving the earlier zeal for piece rates in the past. The postwar 
economics of incentives, in turn, marks a clear break with the preceding research 
on the complexities of the worker. This time, unequal access to information 
replaced the maladjustment among individuals and groups as the major problem 
faced by those who governed. In the subdiscipline of economics that dealt with 
incentives, ‘principals’ in the private and public sectors had to design mechanisms 
to extract information from sets of ‘agents’ who knew more but were inclined to 
withhold that surplus of knowledge. Incentives were thus the main ingredient of 
such mechanisms.

The intertwining of knowledge and power in the economics of incentives is 
a complex matter that can be better understood when broken into two main topics: 
the roles of information and incentives in abstract models of communication 
between a central planner and a set of participants; and the place of information 
asymmetry in the more applied subdiscipline of principal-agent theory. In this 
chapter I will discuss how economists concerned with central planning gradually 
forged a link between information and incentives. In doing so, they abstracted 
from management as being a concrete problematic of manager-meets-reluctant-
worker-or-foreman.

There were three distinct steps in the process of formalization. The first 
was taken in a controversy over socialism and capitalism as rival economic 
systems. In the so-called socialist calculation debate of the 1920s and 1930s, 
economists discussed the possibilities and limits of central planning in a society 
where information on supply and demand was dispersed over the entire economy 
(section 5.1). Although the participating economists disagreed about many issues, 
they shared an economic view—as opposed to a technical or engineering view—
on matters of allocation and efficiency. Moreover, they agreed that motivation was 
a nonissue for economists and that information was the most important issue to 
address (section 5.2). 

The second step towards a more abstract approach was taken in postwar 
mechanism design theory. In this specific branch of economics—an offspring 
of the earlier debate about central planning—the design of mechanisms for the 
allocation of resources in different mathematically defined economic environments 
was put center stage. By formalizing the interaction between a central coordinator 
on the one hand and consumers and producers on the other hand, mechanism 
design theorists could model the optimal allocation of resources in a rigorous 
mathematical way (5.3). 

The introduction of ‘incentive compatibility’ marked the third and final 
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step in the establishment of a new governmental problematic. Any mechanism 
with which one could truly overcome the gap in knowledge between coordinator 
and participants should fit in with the latters’ self-interested strategies. That is, 
all viable economic mechanisms had to be compatible with the motivations or 
incentives of the individuals in order to ensure that they opted for truthfulness. 
A notion of the strategic agent, based on game theory, made it possible to forge 
a link between incentives and information in formal economic models (section 
5.4). The end result of this process was a stable governmental problem and 
solution: the relationship between a central coordinator and a set of participants 
was permeated by information asymmetry and could only be overcome with the 
help of an incentive scheme. This relationship could subsequently be discerned in 
a variety of concrete situations, which I will discuss in chapter 6.

5.1 Information and incentives in the socialist 

calculation debate 

The theoretical controversy over socialism started in 1920 with the publication 
of “Economic Calculation in the Socialist Commonwealth” by Ludwig von 
Mises. The key issue at stake in the debate was whether socialist planning or free 
market capitalism could better ensure a rational allocation of society’s resources. 
The advocates of the free market—with Ludwig von Mises, Lionel Robbins and 
Friedrich Hayek as the main figures—started with economic rivalry and the 
price mechanism as key features of capitalist economies. In Mises’s portrait of the 
market, the rivalry between different producers was a driving force for economic 
progress. Under the threat of losing market share, producers were forced to follow 
changes in the economy attentively to keep up with their competitors. The prices 
of goods and services fulfilled a crucial function in adapting to these changes. In 
societies with advanced economic production (i.e. with many different producers 
each playing their part in different areas and phases of production), prices signal 
what and how much to produce and in what way. In the economic calculation 
of profits and losses, prices were thus “guides […] for decisions that are made to 
achieve a more rational use of scarce resources” (Lavoie 1985, 24). Technological 
innovation was a case in point. When one producer had found a more efficient 
way to make a product, he or she could lower its price to increase sales. The lower 
price was an indication for other producers that something had changed; they had 
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to adapt to the new situation or risk eventual bankruptcy or takeover. Economic 
rivalry had its destructive side, but it simultaneously ensured that an innovation 
in production methods—first known only at one place to one producer—could 
travel quickly until it became part and parcel of the new knowledge structure of the 
economy. Consumer demand provided another example of the economic function 
of prices. As a proxy for the needs of consumers, “market price makes available the 
otherwise inaccessible subjective costs and utility evaluations of market actors” 
(Horwitz 1998, 435). A fluctuation in the price of commodities could indicate a 
change in consumer valuations and an opportunity for entrepreneurs to change 
their strategies. Because prices contained knowledge seized upon by entrepreneurs 
who were caught up in a continuous process of economic competition, they were 
essential to the rapid spread of information over the whole economic system.

Mises and his colleagues considered the beneficial rivalry between producers 
over market shares and the information provided by the price mechanism to 
be a distinctive feature of capitalism; it therefore informed their analysis of the 
economic problems present under socialism. In a socialist society the free 
competition between private enterprises had been banned and the state fully 
controlled economic activity. Furthermore, prices no longer functioned as a signal 
for producers and consumers because the price mechanism had been abandoned. 
The elimination of competition and free-market money prices made the need for 
economic planning a very urgent concern. A central authority now had to gather 
all information about the production process; in contrast, such information would 
automatically find its way to entrepreneurs in a capitalist economy. In addition, the 
central planning agency of a socialist regime had to discover the combination of 
the available means of production that would prove most beneficial to society: “It 
is this formal aspect, this fact that one central authority has to solve the economic 
problem of distributing a limited amount of resources between a practically 
infinite number of competing purposes, that constitutes the problem of socialism 
as a method” (Hayek 1975, 16–17). In what way could a central authority establish 
a hierarchy between all the different ends individuals pursued? How could it 
determine the demand for products when that demand was no longer revealed 
directly to producers who were then authorized to act upon price fluctuations? 
What was a fair distribution of income among the members of society? Even 
granting that it was possible to answer these questions, socialist economic planning 
would certainly come at a loss. The central agency’s difficult and time-consuming 
search for knowledge would hamper the efficient use of scarce resources and 
thereby lead to waste (Hayek 1975, 34). For the advocates of the free markets, the 
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difficulties inherent in top-down planning procedures were insurmountable. An 
informed comparison between capitalism and socialism as rival economic systems 
could therefore only reveal the former’s superiority.

 The economists in the socialism camp were unconvinced as to the 
overall superiority of capitalism. Oskar Lange, a Polish émigré who became a 
University of Chicago professor in the late 1930s, was one the most prominent 
socialist economists at the time. Lange sought some sort of reconciliation between 
collective ownership of the means of production and a market-like mechanism 
for the allocation of labor and commodities. In a similar vein, economist Abe 
Lerner took the view that “the competitive price system had to be adapted to 
a socialist society” (as cited in Amadae 2003, 94; italics in the original). The 
model of a socialist economy developed by Lange, Lerner and others was called 
‘market socialism’ due to its combination of centralized economic planning and 
decentralized decision making by producers and consumers. 

Their defense against the allegation that socialism would do worse in terms 
of the rational allocation of resources came by way of a trial-and-error procedure 
for the determination of prices derived from Walrasian general equilibrium 
theory. In the second half of the nineteenth century, the mathematical economist 
Leon Walras attempted to determine the conditions under which one could prove 
the existence of an overall equilibrium between supply and demand. In his model 
consumers had individual utility functions that were subsequently translated into 
an aggregate demand function for a certain commodity. The producers of that 
commodity were equipped with a supply function that specified what they were 
willing to produce and at what price. These demand and supply functions were 
modeled as linear equations with the price of the commodity and its quantity as 
unknowns. Walras thus represented the market as the total set of equations; a 
general equilibrium was proven to exist when the number of unknowns in the 
model matched the number of equations. Under that condition, it was possible to 
determine the prices and quantities at which there was a match between supply 
and demand (Blaug 1996, 551–554). 

The model developed by Walras was static in the sense that it was concerned 
with the general equilibrium between total supply and total demand at one particular 
moment in time. In itself, the existence of a general equilibrium in such a static model 
gave no hint as to how it actually came about in reality. How could the emergence 
of equilibrium in dynamic markets be explained? Walras answered this question 
by way of an analogy between the forces that led to equilibrium prices and the way 
prices were made at auction. According to Walras, prices were offered at an auction 
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in the absence of an exact idea of the price at which the parties involved would be 
willing to sell or buy. If there was a false price then either the bidders or the sellers 
would be unwilling to buy or to sell and no trade would take place. Exchange would 
only happen when a price had been found that pleased both parties. In capitalist 
economies the equilibrium between supply and demand on the market thus came 
about by groping towards the equilibrium price—or tâtonnement in French—in an 
auction-like process of trial and error (Blaug 1996, 555–556). 

Walras’ perspective on markets was new in that he chose “to seize on 
multimarket equilibria as the economic problem and to pose the solution of that 
economic problem as perfectly analogous to the algebraic problem of solving a set 
of simultaneous equations” (Blaug 1996, 550; italics in the original). The market 
socialists considered his model of trial and error to be an apt one for the centralized 
planning procedures under socialism. For them, capitalist and socialist economies 
were formally similar in that they were both able to solve the total set of equations 
in their own distinctive way. Under socialism, the free adjustment of prices to 
situations of disequilibrium on the market was no longer possible; therefore the 
central planning board would have to solve all the equations single handedly. To 
do so, it would first gather statistical information on the supply of and the demand 
for all commodities as well as on the costs involved in the alternative uses of the 
available means of production. On the basis of this information the board would 
then estimate the prices at which consumption goods should be released. The 
producer or plant manager would then take these prices as given and act according 
to the rules imposed by the board. On the one hand, the manager was obliged 
to combine the factors of production in such a way that the costs were kept to a 
minimum. The capitalist entrepreneur’s quest for efficiency for reasons of profit 
was thus replaced by the rule to produce as cheaply as possible. On the other hand, 
the manager was required to stop producing when the production costs for an 
additional unit exceeded the price consumers had to pay for it. With this second 
rule the board sought to ensure that plants never produced at a loss. There were no 
rules for socialist consumers; they were free to decide for themselves what selection 
of goods best suited their tastes (Elliott 1976, 170). When certain products ran out 
of stock while others piled up, the central planning board had to make a move. It 
would raise prices if the demand for a product was in excess of its current supply. 
The higher price would inform plant managers that they should produce more of 
that specific product until the marginal costs again equaled retail prices. In contrast, 
prices would be lowered when the supply of a product exceeded its current demand. 
Mindful of the second rule, plant managers would react to the lower price by 
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reducing production in that specific area (Lavoie 1985, 120–122). The adjustment 
of prices based on the shortage or glut of different types of commodities “should 
lead, over a number of iterations, to socialist general equilibrium” (Cottrell and 
Cockshott 1993, 88). After a certain period of trial and error, the right prices for 
all products could be determined. From this general equilibrium would spring 
relatively stable levels of profit, which could then be distributed as social dividend 
across all individuals who contributed to the production process. All in all, rational 
economic planning would lead to a steady growth of production and consumption 
in the socialist commonwealth.

 In turn, the protagonists of the free market were unconvinced by the 
solution presented by market socialists. According to Mises, the problem of 
calculation is one “which arises in an economy which is perpetually subject to 
change, an economy which every day is confronted with new problems which 
have to be solved” (1951, 139). So how could one solve the problem of economic 
calculation in dynamic economies with the help of Walras’ model of static 
equilibrium? And, practically speaking, how could a central planning board 
ever complete the calculation of all the equations of demand and supply within 
a reasonable timespan? Although the actual controversy remained unsettled, the 
economists who participated in the socialist calculation debate did set the stage 
for the formation of a new rationalization of government in the postwar era.

5.2 The displacement of the problem of government

The differences between the advocates of the free market and the proponents 
of market socialism were considerable. They favored rival forms of economic 
organization and had a different idea as to the fundamental problems that 
economists should address as well as a different theoretical background for 
articulating adequate solutions to these problems. Yet in clearing the way for a 
new governmental perspective on incentives, the features they shared are more 
important than those that set them apart. Together, these economists inaugurated 
a shift in the level at which questions of government should be addressed. They 
also had a similar basic outlook on what economic analysis entailed (and what it 
did not) and they brought a new problem of government to the fore. However, they 
made their analysis of government immune to the perspectives of the engineers 
and interwar social scientists discussed in the previous chapters.
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First, the participants in the socialist calculation debate agreed about the 
level at which economics should address governmental problems. Although there 
was some discussion about the management of industrial organizations under 
communist rule, none of them were concerned with the practical question of 
how to manage a large factory. Instead, they were engaged in a theoretical debate 
about the possibilities of governing a complete economy. The scaling up from 
factory organization to economic organization meant that the plant manager 
who governed workers and foremen was no longer the pivotal figure. With the 
emergence of the central planner—or central planning board—plant managers 
were now the ones who had to take orders from above and carry them out. The 
daily problems of factory management were but a local matter to the socialist 
planner, who was primarily concerned with the sheer difficulty of the allocation 
of the available resources over all producers and consumers.

Second, with the change in the level of focus came a transformation 
of the kind of analysis that was required. For the plant managers the goal was 
already given: the maximization of the firm’s profits. They were mainly concerned 
with finding the right means to achieve that goal—where the right means was 
defined as the most efficient use of material and human resources. A technical 
analysis of ways to enhance the efficiency of men and machines in (industrial) 
organizations—such as the one provided by the mechanical engineers—would 
suffice for problems of industrial management. For central planners, however, 
the goal was not so obvious. Market socialists, such as Lerner, believed that 
one could not simply formulate a single purpose for a socialist society that its 
members would accept without question. From his point of view, the preferences 
of individual consumers were sacred, and a central planning board therefore 
had to find the most efficient use of resources given the diversity of goods these 
consumers desired (Amadae 2003, 93–95). According to the participants in the 
socialist calculation debate, a technical approach to the allocation of resources 
would not suffice. The multiplicity of societal goals required a veritable economic 
approach. The choice over competing goals, given scarce resources, was at heart 
of the discipline of economics. Because the problem of central planning was an 
economic one, the solution could only be found with the help of economic analysis 
and not with technical analysis (Robbins 1949 [1932], 32–38; Hayek 1975 [1935], 
3–8). Hence the emphasis in both camps was on how knowledge about consumer 
preferences circulated under the influence of the market mechanism and on how 
that knowledge was revealed to the central planning board.

The emphasis on knowledge leads to the third and final displacement 
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brought about by the socialist calculation debate. With the shift from a technical 
analysis of the organization to an economic analysis of planning, the problem of 
motivation made way for the problem of information. The issue of the nature of 
human motivation—so dear to the social and behavioral scientists of the interwar 
period—was explicitly excluded from the debate over the benefits and pitfalls of 
socialism versus capitalism as alternative economic systems. The market socialists 
stressed that an elaboration upon theoretic principles did not have to include 
elaborate plans about the practicalities of management. Certainly, the orders 
issued by central planners had to be obeyed by all plant managers in their model 
of central planning and decentralized production. But even though the motivation 
of managers to abide by the rules might be a problem in a socialist society, they 
thought it was “outside the legitimate province of economic theory” (Lavoie 1985, 
143). The advocates of the free market equally assumed that socialist managers had 
to be loyal to their superiors. The question of how to ensure that individuals actually 
obeyed the orders, however, should be delegated to the other social sciences as “it 
was a matter for political, sociological, and psychological debate to resolve how to 
properly motivate people to obey the principle” (Lavoie 1985, 143).

Even though motivation was a nonissue for the participating economists, 
the issue of incentives did play a small part in some of their contributions. 
According to Mises, the process of knowledge dissemination in the capitalist 
production process was bound up with the “ceaseless search on the part of 
capitalists and entrepreneurs to maximize their profits by serving the consumers’ 
whishes” (1951, 138). As Mises conceived of them, the capitalists always looked 
for opportunities to purchase cheaper materials and enhance efficiency but only 
did so because they were “under the incentive to preserve their property and to 
make profits which increase it or at least allow them to live without diminishing 
their capital” (1951, 141). He further claimed that socialism eliminated the 
motivation to exert oneself that came from self-interest: “Under such a socialist 
mode of production all personal incentives which selfishness provides under 
capitalism are removed and a premium is put on laziness and negligence” (1963, 
677)33. In fact, the decentralized system developed by the market socialists did 
leave some room for the personal initiative of plant managers. However, even if 
socialist managers were granted a certain power to act on their own behalf, they 
were neither induced to look for cheaper ways to produce nor did they really 
have the opportunity to do so. In capitalist economies, by contrast, engaging 
in the competitive process was the only way for entrepreneurs to discover how 
far prices could be pushed down: “competition is, as Hayek put it, a discovery 
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procedure, where the rivalrous pulls and tugs of the contrary plans of individual 
participants impart knowledge to the overall social system” (Lavoie 1990, 78). The 
question was therefore not (only) whether managers were sufficiently motivated 
to do their work properly but whether individuals who did not own the means 
of production could make informed and responsible decisions. Thus, the issue of 
incentives under capitalism and socialism was not completely dismissed; however 
incentives were only an economic issue because the selfish motive that came with 
the private ownership of the means of production ensured that information could 
travel quickly throughout the economy (Lavoie 1985, 165, 170–171).

Despite the differences between economists participating in the socialist 
calculation debate, they all brought information to the fore as a crucial element in 
economic processes. Thereby they initiated something that would prove important 
for postwar economics, namely “a shift in the centre of gravity of economic 
conceptions of the ‘function’ of the market away from earlier neoclassical 
notions of exchange as brute allocation [...] and toward the image of the market 
as a conveyor and coordinator of ‘knowledge’ and ‘information’ between agents” 
(Mirowski 2002, 235). This shift toward the market as a mechanism for the 
dispersion of knowledge was not lost on later economists who went on to turn the 
incentive from a side issue in the socialist calculation debate into a distinct topic 
for economic science. However, when those economists began to focus on the 
issue, the earlier contributions to the study of incentives were no longer considered 
to be of importance. This lack of interest for or knowledge of the incentive work 
of the prewar engineers and interwar management scientists can be explained 
by the shared outlook on the nature of economic inquiry, that was held by both 
free-market advocates and market socialists. The engineers’ technical approach to 
questions of industrial government at the level of the individual company could 
have no bearing on the questions of national-level economic planning addressed 
by economists34. Moreover, the research on incentives and adjustment by social 
and behavioral scientists left no trace in the postwar economics of incentives 
because neither side of the debate deemed it necessary to discuss the incentive as 
a motivational issue in the larger problematic of governance.
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5.3 Formalizing information exchange 

in economic environments

Given the fact that incentives were only a minor topic in the socialist calculation 
debate—even downplayed by some participants—it was not at all obvious 
that they would eventually occupy a key position in the postwar economics of 
planning. But even when incentives were later put center stage, the preliminary 
delimitation of economic problems and the approach suited to address them 
left its mark on the way in which incentives were understood. In mechanism 
design theory the term resurfaced, but it was now freed from its earlier technical 
and social-scientific connotations. As an abstract motivational term it blended 
easily with the mathematical models about the exchange of information that 
came into vogue then35. No doubt, the sheer neglect of the earlier elaborations 
on incentives also reflected a broader transformation from interwar pluralism 
to postwar neoclassical economics. American institutional economics, with its 
interdisciplinary profile and its broadly inductive view of scientific inquiry, was 
already in decline in the late 1930s and 1940s (Rutherford 2010, 64–66). After the 
Second World War, the applied empirical research of interwar labor economists 
was abandoned and replaced by a more method- and theory-driven conception of 
economic inquiry (Morgan and Rutherford 1998, 6–7). Such a novel conception of 
economic science, however, was not born overnight. Just like Elton Mayo’s research 
network was crucial for the development and spread of a new rationalization of 
industrial management, so the Cowles Commission played an important role in 
the development and subsequent spread of a new conception of economic inquiry 
(Mirowski 2002, 249).

The Cowles Commission was a Chicago-based committee of economists 
who tried to develop an overall econometric model of the American economy. 
However, as they encountered many difficulties with the use of mathematics in 
directly modeling economic processes, the economists at Cowles began to retreat 
from their empiricist research program in the late forties; a move that was spurred 
by the arrival of Gerard Debreu in 1949. Debreu was trained in the mathematics 
of Bourbaki, a collective of French mathematicians working together under that 
name in the thirties and forties. Bourbaki set out to develop a general mathematical 
framework that could bring order into the (perceived) chaos of the notions and 
theories used by mathematicians around the world. The image of mathematics 
fostered by Bourbaki was that of a solid core of general structures from which 
mathematicians could then begin to think about areas of application. This idea 
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of the primacy of pure mathematics enabling subsequent applied research had 
a profound influence on the American economics profession: “one distinctive 
image of mathematics could make inroads into a seemingly distant field and 
subsequently transform not only that field’s self-image, but its concept of inquiry 
itself ” (Weintraub 2002, 101). 

How did the image of mathematics fostered by Bourbaki transform 
the conception of economic inquiry? First, it offered members of the Cowles 
Commission a way out of the problems encountered in the econometric program 
and strengthened them in their “renunciation of grounding the success of 
economics in its empirical instantiations” (Mirowski 2002, 384). In addition, it 
also guided them toward a new research program. Starting afresh, economists 
had to first work on their core analytical frameworks, without thinking ahead 
to the empirical implications and inquiries that could follow. The preference 
for analytical frameworks over empirical studies was reflected in their shared 
outlook on what was valuable and what not in the (recent) history of economics. 
The Cowles economists appreciated the contributions of interwar neoclassical 
economists who worked within a framework of Walrasian economic theory, such 
as Harold Hotelling and Henry Schultz; yet they were overtly hostile to American 
Institutionalism and British economists who worked in the tradition of Alfred 
Marshall (Mirowski 2002, 270–271).

The Polish-American economist Leonid Hurwicz was a young research 
associate at Cowles at the time of the shift from the econometric research program 
to a program of pure economics. Like other associates, Hurwicz was familiar with 
the earlier debate over socialism and capitalism. He had taken Hayek’s classes at 
the London School of Economics, attended Mises’s seminar in Geneva and was 
Lange’s research assistant in Chicago (Sikdar 2008, 3). Although Hurwicz shared 
with the earlier market socialists a constructive, Walrasian engagement with the 
issue of central planning, he was not really satisfied with the nature of the debate. 
In a retrospect of Hurwicz’ work, one of his students framed this dissatisfaction 
as follows: 

The inconclusive nature of their debate showed that the existing framework of 

economic analysis was not adequate to formalize the justifications for the strongly 

held convictions on each side of this vital argument. To allow analytical comparison 

of fundamentally different forms of organization, a new and more general theoretical 

framework was needed (Myerson 2006, 1–2).
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Thus, if the discussion over two rival systems of economic organization was to 
bear fruit it first had to be rephrased in a mathematical language. Although the 
disposition to formalize economic problems was not shared by the American 
economic profession at large, it was in line with the conception of scientific 
research held dear by the small inner circle of high theorists at Cowles. In fact, 
the attempt “to provide a sophisticated, mathematical formulation of Friedrich 
Hayek’s [...] information (or knowledge) problem” was “one of its central concerns” 
(Lee 2006, 284–285). Hurwicz’s theory of economic mechanisms and economic 
environments provided one such formulation.

 A key feature of what was to become mechanism design theory is the initial 
bracketing of the mechanism for allocating resources among society’s members. 
Economists usually began with a given allocation mechanism, such as the market 
or the state, in order to highlight some of its positive or negative characteristics. 
Hurwicz reasoned the other way around: he began with the enumeration of several 
parameters of the “economic environment” to find out what mechanism would 
work best (Hurwicz 1972, 297). Hurwicz defined the environment as the “set of 
circumstances that cannot be changed either by the designer of the mechanism 
or by the agents (participants)” (1973, 16). Included in this set of circumstances 
are the participating agents, with their characteristics, and the commodities that 
are exchanged between them. The characteristics of the participants, in turn, 
are expressed by their preferences, their endowments and the technology they 
have at their disposal (Lee 2006, 289–291). Simply to list all the participants and 
commodities is not enough; they have to be defined in mathematical terms in order 
to allow for subsequent computation. For only with the complete formalization of 
all parameters of an economic environment is it possible to determine the best 
resource-allocation mechanism for that environment. 

This economic mechanism gives a specification of the behavior of all 
individuals and thereby of the nature of the dialogue between a coordinator at 
the center and a set of participants at the periphery (Hurwicz 1972, 298; 1973, 6). 
First, it specifies the behavior of the economic units among whom the resources 
have to be allocated. These units only have private knowledge: “consumers about 
their respective preferences, producers about their technologies, and resource 
holders about the resources” (Hurwicz 1973, 5). The content of the messages 
they send to the coordinator is determined by a particular response function. 
These messages, for instance, reveal the consumer’s demand for a commodity at 
a certain price or the number of finished products a firm can produce with a 
given quantity of raw material. Second, the mechanism specifies the behavior of 
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the central coordinator by way of a definite outcome function. Such an outcome 
function determines the allocation of resources on the basis of the information 
received from the participants. In a game with multiple moves the participants are 
allowed to respond to the information sent back to them. If they are not satisfied 
with the provisional allocation of consumer goods or raw material, they will send 
a new message to the coordinator. The exchange of information continues until 
there is an “equilibrium message configuration” (Lee 2006, 290). On the basis of 
the final configuration of messages, the central coordinator then establishes the 
definitive allocation of resources.

 Hurwicz’s appropriation of the issue of allocation and information 
changed it significantly. Of course, the initial problem of central planning under 
socialism is still recognizable in the foregoing description of mechanism design 
theory: information is a private matter that is distributed among all economic 
participants; there is a central coordinator who needs this information in order to 
determine the best allocation of resources; and the search for private information 
leads to a dialogue between the coordinator and the participants until equilibrium 
is reached. However, two things attest to the difference between the earlier debate 
about socialist and capitalist economies and the current debate about economic 
mechanisms. On the one hand, there is a discernible shift in the problem’s setting. 
In mechanism design theory, the absolute distinction between socialism and 
capitalism as rival systems of economic allocation ceased to exist. For Hurwicz 
and his students the problem of planning and information was not only found in 
socialist economies but, to a greater or lesser degree, in all economic environments. 
Hurwicz stated, for instance, that he had focused on “redesigning the economy of 
a nation or similar collectivity” but that “with the enormous growth of private 
enterprises and governmental bodies, similar issues arise in determining the 
relationships between the headquarters of a firm and its divisions, or a ministry 
(department) and its components” (1973, 3). Moreover, the conceptual framework 
of mechanism design theory was broad enough to cover many forms of economic 
organization such that “both market phenomena and command systems can be 
fitted into this schema” (1973, 17). Had not the market socialists already shown 
that the auction-like process of trial and error could symbolize the emergence of 
equilibrium on the market as well as in central planning procedures? So, instead 
of an opposition between extremes, there was now a continuum from perfect 
competition via mixed economies toward pure central planning and “the range 
of possible economic mechanisms for guiding the allocation of resources” had 
become “very wide indeed” (Mookherjee 2008, 238).
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On the other hand, the analytical approach to this continuum of economic 
mechanisms was different from the (largely) verbal analyses of socialism and 
capitalism. Roger Myerson, one of Hurwicz’s students and a fellow Riskbank 
Memorial Prize winner in 2007, put the difference between them as follows: “I would 
argue that in some of this debate you can find Hayek saying things we can now say 
in our models. But because Hayek couldn’t say it in formal models, he tended to 
get lost. If you don’t have it in an analytical framework, the words fly by…” (Maskin 
and Myerson 2007). Words flew by, because despite its stress on ‘calculation’, 
there was actually little to calculate within the socialist calculation debate. The 
complete formalization of the parameters of the economic environment did allow 
for computation of the fit between mechanism and environment. According 
to Eric Maskin–the other economist with which Hurwicz shared the Riskbank 
prize—such formalization was crucial, for “the advantage of mathematics is that 
it is unambiguous; it gives a precision that sometimes ordinary language doesn’t 
provide” (Maskin and Myerson 2007). The decreased ambiguity and increased 
precision, however, came at a price: the link between economic theory and 
economic reality became even looser than it already was36. If mechanism design 
theory abstracted from a theoretical debate that itself abstracted from socialism 
and capitalism as complex and messy economic systems, then to what phenomena 
did it actually apply? For a while, the Bourbaki conception of economic inquiry 
allowed that question to be answered by general remarks on firms and ministries 
like the one provided by Hurwicz. But before I discuss how economists plugged 
information asymmetry into a variety of more concrete relationships of power, I 
will first show how incentives reappeared as a topic worthy of economic inquiry.

5.4 The search for incentive compatible mechanisms

The main problem in the first phase of mechanism design theory was that of the 
efficient allocation of resources in light of the distribution of information over 
all participants. Most attention was given to the nature of the communication 
process, as defined by the number of messages exchanged between the central 
coordinator and the participants, the nature of those messages, and the size of the 
message space that was required by the mechanism (Hurwicz 1973, 20; Lee 2006, 
292). The focus on information made way for something new in the 1970s, as 
Hurwicz declared in a retrospective on his own work:
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This emphasis on information aspects was true of my own work until the late 1960s. 

But then I noticed that whenever I was asked to present some of my work, I would 

start by saying, ‘Of course, the incentive problem is very important, but I will assume 

that people are angels and whatever you tell them to do, they will do’ (1987, 272).

As I detailed in the preceding sections, the information provided by individual 
participants was needed in order to calculate the final allocation of resources. But 
what if the individuals were not inclined to provide that information honestly? 
The insight that the willingness of participants to reveal their private information 
truthfully was crucial for the mechanism to work led Hurwicz in a different 
direction: “since I know people are not angels, perhaps I should not completely 
ignore the incentive aspect” (1987, 273; Mookherjee 2008, 247).

Rephrased in the language of mechanism design theory, individuals who 
were disposed to take advantage of the rules might have “an incentive to provide 
deliberately misleading information if this distorts the planning rule in their 
favour” (Hammond 1979, 181). From the point of view of the central coordinator, 
all participants had to play by the rules to guarantee an optimal outcome of 
the planning procedure. Given their assumed malicious behavior, however, the 
coordinator could not simply rely on the truthfulness of the messages being sent. 
In need of a procedure to elicit the truth, the coordinator would therefore have 
to design an “incentive scheme” that would offer something to the participants 
that was so attractive to them that they “would not find it advantageous to violate 
the rules of the process” (Ledyard 1987, 739). The optimal incentive scheme 
guaranteed that only true information about the agents’ characteristics ended up 
as input for the planning rule: “That is, no agent can manipulate the mechanism 
by pretending to have a characteristic different from the true one and do better 
than acting according to the truth. The agent has an incentive to follow the 
rules and the rules are compatible with his motivations” (Ledyard 1987, 740). 
Hurwicz also framed the matter in motivational terms by saying that a viable 
mechanism required “the compatibility of [agents’] postulated behavior with 
self-interest (or other motivational variables)” (as cited in Laffont and Martimort 
2002, 25). To exclude the possibility of manipulation, every resource-allocation 
mechanism therefore has to ensure that “the rules prescribed by the mechanism 
are compatible with either individual or group incentives” (Hurwicz 1972, 299). 
From the requirement that economic mechanisms must be ‘incentive compatible’ 
sprang an entirely new corpus of literature.

Of course, the eruption of articles on incentives in the 1970s did not literally 
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spring from Hurwicz’s insight into the nonangelic nature of human beings. So what 
could explain the sudden focus on incentives among economists? The emergence 
of the economics of incentives was not born out of a rediscovery of the work 
of interwar social and behavioral scientists. Although the term ‘motivation’ was 
brought back after it had been excluded by participants of the socialist calculation 
debate, no economists was inclined to provide a substantial elaboration upon the 
motivational characteristics of the agent. What had been the key problem in the 
interwar period—how to conceptualize and study other motivational variables 
beyond material self-interest—was simply made parenthetical by Hurwicz. 
The sparse references to incentive issues in the socialist calculation debate are 
not a good explanation either. Certainly, some issues in the earlier debate about 
central economic planning were explicitly staged as evidence for the importance 
of incentives. Hurwicz pointed to “managerial incentives in the Lange-Lerner 
mechanism”, for instance, as one of the instances where the issue was present. 
Would managers of state-owned firms really behave as expected and obey the 
rules, or would they only pretend to do so (Hurwicz 1987, 273–274)? Hurwicz 
also found support for the newfound importance of incentives in a little known 
contribution to the socialist calculation debate by Jacob Marschak. Marschak was 
another Cowles economist who thought that the “real issue would not be rational 
economic calculation, but motivation, stimulation of initiative, and intensity of 
effort—under an egalitarian system where managers would be democratically 
elected” (Hurwicz as cited in Mookherjee 2008, 241)37. It is questionable, however, 
whether an obscure article from the 1920s and an issue that was downplayed by 
market socialists in the 1930s really played a formative role in the emergence of 
the economics of incentives forty years later. Why would incentive problems in 
these papers suddenly gain credence many decades after they were first brought 
to the fore?

 A more plausible explanation for the importance ascribed to incentives is 
found in the embracing of a strain of economic theorizing that had recently moved 
from the margins and toward the center of economists’ attention. Initially, game 
theory fell on deaf ears (Mirowski 2002, 129). Academic economists saw little 
of value in John von Neumann and Oskar Morgenstern’s Theory of Games and 
Economic Behavior (1944) in the first two decades after its publication. What could 
they learn from the mathematical formalization of the strategies chosen by rational 
and egoistic individuals in games with two or more players? Economists from 
the Cowles Commission were a notable exception. Both Marschak and Hurwicz 
wrote favorable reviews of Neumann and Morgenstern’s book (Marschak 1946; 
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Hurwicz 1948). At the end of the 1960s, however, the appreciation for game theory 
had grown; it was now recognized as an important pillar of modern economics. 
Its formal outlook on economic problems especially matched the approach of 
mechanism design theorists, who could only incorporate a new perspective on 
human action into their abstract models of information exchange when that 
perspective could be expressed in mathematical terms. In a retrospective on the 
introduction of motivation in mechanism design theory, Hurwicz acknowledged 
that point when he stated that the most important matter back then was how 
to “formalize the incentive issue” (1987, 273). In the section in which Hurwicz 
introduced the concept of incentive compatibility, he remarked that “we think 
of the participants as taking part in an n-person noncooperative game” (1972, 
320). The game-theoretic conception of strategic agency thus seemed a promising 
candidate for formalizing the noncooperative behavior of the participants. It 
provided a mathematical expression of human behavior and thereby made it 
possible to plug a notion of the self-interested agent into the formal problematic 
of information exchange.

Hurwicz was not the main economist to actually forge the link between 
communication and strategic behavior. At the time he was coming to the 
conclusion that people were not angels, a number of up-and-coming economists, 
trained in mathematics and economics and therefore capable of working at a high 
level of abstraction, made the entanglement of information and incentive their 
central concern:

That stream came together in the late seventies where two of the group of then young 

economists jumped into the breach with the game theoretical tools and Hurwicz’ 

mechanism design theory in place and at last economics was prepared to really deal 

systematically and analytically with interactions between people who have different 

information (Maskin and Myerson 2007).

Of course, the fusion of two recent strains of economic theorizing into the 
economics of incentives did not leave the original stream of mechanism design 
theory intact. Just like the earlier formalization of the socialist calculation debate 
displaced the setting of the problem, so game theory did not simply fit in with 
the existing analysis of information exchange. In fact, it displaced the problem 
from being that of the dialogue between the coordinator and the participants to 
being that of the interaction between the participants themselves: “with more 
than one agent, an incentive scheme induces a game among the agents, and 
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the planner optimizes subject to the agents’ being in equilibrium” (Laffont and 
Maskin 1983, 32; italics in the original). The nature of the game played between 
the agents was determined by the information about the strategies of their rivals 
that they had at their disposal. An agent who is actually cognizant of others will 
adjust his behavior, as his “choice of strategy will ordinarily depend on how he 
believes others behave” (Laffont and Maskin 1983, 34). Again, the cue for the 
formalization of an agent’s beliefs about other agents was taken from game theory. 
Game theorists had developed three different “solution concepts” that specified 
the conditions under which economic equilibrium could be reached (Laffont and 
Maskin 1983, 33). The differences between these solution concepts had to do with 
the information structure of the economic environment and with the number and 
sequence of moves allowed (Ledyard 1987, 742). 

The first solution concept is known as the ‘dominant strategy equilibrium’. 
When a player has a dominant strategy, the strategies of other players will not 
affect her decision making because there is always one course of action with the 
highest payoff. Dominant strategy equilibrium is reached when all players stick 
to their one best strategy no matter what the others may do. Rephrased in terms 
of mechanism design theory, agents who have a dominant strategy will reveal 
their true characteristics to the planner regardless of the (un)truthfulness of the 
others. Such dominant strategy equilibriums are not demanding in terms of the 
knowledge that the agents need to respond to the planner. Each player can be 
completely ignorant about the preferences or the actions of the others; it is sufficient 
that each knows her own preferences. This type of equilibrium, however, is quite 
demanding in terms of the incentives that the planner has to provide to ensure 
truthfulness. It was so demanding, as Hurwicz proved, that it was impossible to 
design an incentive-compatible allocation mechanism that was Pareto efficient 
and allowed agents to pull back (Groves 1982, 7; Laffont and Maskin 1983, 36–37; 
Ledyard 1987, 741)38.

The impossibility result reached by Hurwicz led to the incorporation of 
less demanding equilibrium concepts such as the ‘Nash equilibrium’, a second, 
weaker solution concept. In contrast to the dominant strategy, players no longer 
have a favorite strategy that they choose totally independent of the strategies of 
the others. The values of the strategies available to the player now depend upon 
the strategies chosen by other agents. The game has a sequence of moves and 
thereby allows for mutual surveillance of actions. In such an iterative game the 
players are informed about each other’s responses and adjust the messages they 
send to the coordinator accordingly. Nash equilibrium is reached when agents 
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stick with their best strategy as long as other agents stick with theirs. For instance, 
they reveal their true characteristics to the coordinator but only on condition that 
others do the same. Although the Nash equilibrium is less demanding when it 
comes to the strength of the incentive required, the assumption about the amount 
of information available to agents is quite strong. In a model that was developed 
to deal with the private character of information, it is slightly odd to assume that 
agents are completely informed about the strategies of the others. 

A third solution concept took an intermediate position between the 
stringent informational requirements of the Nash equilibrium and the strong 
incentive requirements of the dominant strategy equilibrium. In this so-called 
‘Bayesian equilibrium’ the assumption that agents have detailed information 
about the messages sent by other agents is dropped. Instead, there is a common 
knowledge about the distribution of the characteristics over all agents. Agents 
now respond to the planner with a general idea about the behavior of the others 
in the back of their minds (Groves 1982, 7–8; Laffont and Maskin 1983, 38–40).

5.5 Incentives and information

As I have shown in the preceding sections, mathematically trained economists 
emerged as new experts on incentives in the 1970s. At that time, mechanism design 
theorists gave the incentive an important role in the third and final rationalization 
of government. The first step in the development of this new governmentality was 
taken in the socialist calculation debate of the 1920s and 1930s. Market socialists 
and advocates of the free market discussed the feasibility of central planning 
when information was spread among many different economic actors. Although 
the socialist calculation debate brought the allocation of scarce resources 
and the gathering of information to the fore as new governmental problems, 
incentives were considered a side issue and left largely unaddressed. The issue 
of incentives began to figure more prominently in postwar mechanism design 
theory. Taking their cue from the theoretical controversy between socialism 
and capitalism, mechanism design theorists abstracted from the largely verbal 
debate about existing economic systems. They formalized the features of the 
economic environment in order to determine a suitable allocation mechanism. 
Initially, Hurwicz focused on the dialogue between a central coordinator and a 
set of participants within that mechanism. The motivations of these participants 
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became an important topic only after Hurwicz concluded that they might have an 
interest in hiding their true characteristics from the coordinator. The newfound 
requirement that economic mechanisms must be compatible with the motivations 
of individuals if it were to secure an efficient allocation of resources led to a large 
literature on incentive compatibility. These reflections on central economic 
planning led to a particular conception of the individuals that were to be 
governed. Thereby, the economists contributed to a novel formation of the subject 
as an object of knowledge. Moreover, they developed a rudimentary notion of the 
techniques of power that central coordinators had at their disposal. Although the 
characterization of incentive schemes was still formal, there was at least an idea of 
the reason why the coordinator would use them.

Many things changed when postwar economists emerged as a novel 
authority of delimitation in matters of incentives. They delimited the subject that 
was to be incentivized in a different way than both the mechanical engineers and 
the interwar social and behavioral scientists had done before them. This shift can 
be understood, in part, through an articulation of the surface of emergence of the 
incentivizable subject. Initially, that subject was located on the work floor of large 
industrial organizations. The mechanical engineers had been preoccupied with 
machine shops and with the organization of work on the shop floor level. How 
could the foreman and superintendents best use wage incentive systems to manage 
laborers? Interwar social and behavioral scientists subsequently broadened 
the conception of the worker, but they still did so within an organizational 
framework: What kind of organization was best suited for individual creativity 
and innovation? What were the major forms of maladjustment in modern 
factories? The shop floor, however, lost its position as the predominant surface of 
emergence in the debate over socialism and capitalism as rival economic systems. 
Although incentives were not prioritized in the socialist calculation debate, the 
participating economists did contribute to the displacement of the governmental 
problem from the level of (industrial) organizations to that of the economy at 
large. In doing so, they focused on the relationship between a central planner 
and the members of a socialist commonwealth. The subject was now conceived of 
as an individual (consumer, producer) with private information about his or her 
characteristics (preferences, technologies)—information that was needed by the 
planner to allocate resources efficiently.

This displacement of the governmental problem led to a new conception 
of the subject, but it was not yet a conception of the subject as one who was in 
need of incentives. Thus, to fully understand the subsequent delimitation of the 

Proefschrift Guus Dix_defv1.indd   119 23-03-14   07:58



120governing by carrot and stick

incentivizable subject it is also necessary to characterize the four elements of the 
economists’ grid of specification. The first element of the disciplinary framework 
that enabled postwar economists to further delimit the characteristics of the 
subject had to do with a shared attitude regarding the division of labor between 
the different social sciences. The protagonists of the controversy over socialism 
thought that the issue of the motivation to work and obey the rules under 
capitalism and socialism was a topic for the other social sciences. This was a rather 
different attitude than that of contemporary economists like Marshall, Pigou and 
Commons (discussed in chapter 4), who considered the issue of motivation to be 
highly relevant to their own work in economics and thought that the consequences 
of (scientific) management were simply too important to be left aside. Moreover, 
these interwar economists believed the relation between incentives and output was 
itself an economic topic worthy of further inquiry. However, from the perspective 
of economists involved in the socialist calculation debate, such as Hayek and 
Robbins, they were making a crucial mistake by addressing problems that were 
actually outside the scope of economics. Although motivational issues resurfaced 
in postwar economics, economists still had little affinity for efforts to open the 
black box of human motivation (as earlier social and behavioral scientists had 
done)–even when those efforts came from within their own discipline.

 The second element of the economists’ grid of specification concerned 
the efficient allocation of scarce resources given multiple purposes—an essential 
issue in economic science. The problem of efficient allocation, in turn, led 
to information as a pivotal issue that economists had to address. As I argued 
previously, the allocation of resources required detailed knowledge of many 
economic parameters. In capitalist economies information was dispersed 
automatically via the price mechanism and the rivalries between producers 
and between consumers. According to the advocates of the free market, the 
information necessary for calculating the rational use of scarce resources made 
the task of planning under socialism very difficult. The central planning board 
would have to gather information about the preferences of all individuals, identify 
the most efficient methods of production and determine all available resources. 
Though market socialists acknow1ledged the importance of information for 
central planning procedures, they thought that the problems discerned by Mises 
and others were surmountable. With a proper system of rules for plant managers 
and a system of price setting by trial and error, the central planning board could 
take the place of the competitive market mechanism.

The third feature of the grid used by the economists to specify the 

Proefschrift Guus Dix_defv1.indd   120 23-03-14   07:58



121incentives and information

characteristics of the human subject was their disposition to abstract from 
concrete issues of government. This disposition had already come to the surface in 
the socialist calculation debate when economists substituted the practicalities of 
socialist government for the theoretical feasibility of central economic planning. 
In mechanism design theory, the analysis of informational problems became 
even more abstract. Mechanism design theorists all had strong backgrounds in 
mathematics, which enabled them to develop formal models of the exchange 
of information. For example, Hurwicz and others studied the communication 
between central coordinator and peripheral participants in mathematically 
defined economic environments.

The fourth and final element of the grid of specification is the underlying 
conception of human action. Of course, the importance of strategic reasoning 
and the self-interested action of individuals had been acknowledged by many 
economists since the emergence of economic science in the late eighteenth 
and early nineteenth centuries. Yet this conception of human agency became 
more prominent and more circumscribed with the acceptance of game theory 
among economists after the Second World War. In due time, the main problem 
in mechanism design theory became that of the distribution of knowledge over 
the different players caught up in a strategic game. The literature on incentive 
compatibility thus raised the question of how best to address agents who were 
disposed to violate the rules of the game when it would increase their utility level. 

These four features of the grid of specification all played their part in the 
delimitation of the incentivizable subject. They enabled economists to ascribe 
particular characteristics to the incentivizable subject and leave other characteristics 
aside. To begin with the latter, the economists no longer subscribed to a substantial 
notion of the subject as a materialist or maladjusted individual. It was not considered 
legitimate for economists to dig into the mental and social determinants of human 
action by means of experimentation, conversation or observation. In its place came 
a formal conception of the subject as a processor of information, who would receive 
messages from the coordinator and send messages in return until equilibrium was 
reached. That formal account of communication in planning procedures made it 
possible to incorporate a mathematic expression of human agency that had recently 
gained academic legitimacy within the economics profession. With the introduction 
of a game theoretic notion of strategic action, the subject now acted out of self-
interest and constantly evaluated the existing possibilities for action with an eye to 
increasing his or her level of utility. This meant that participants in the mechanism 
would always watch each other as well as the coordinator and would change their 
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information strategies when it was in their favor. Thus, the incentivizable subject 
appears as a strategic and self-interested individual who reveals private information 
only when the reward is high enough.

After the blending of mechanism design theory and game theory, the subject 
was no longer an angel inclined to provide information honestly. Coordinators 
now faced sets of individuals who might abuse their informational advantage; 
hence the need to find a way to reveal their true characteristics. How should the 
coordinator deal with subjects who wanted to be rewarded for truthfulness? Here, 
the incentive scheme as a technique of power comes in. With the right incentive, 
the coordinator could influence the informational strategies of the participants. 
Once the requirement of incentive compatibility had been formulated, economists 
explored what kind of incentive scheme should accompany the planning rule 
in order to ensure that the messages sent by individual participants contained 
true information. But although the focus on incentivizing shows that the issue of 
power was important to mechanism design theorists, they were still convinced 
that the development of a general framework for addressing the relation between 
information and incentives came first. Questions over the content of incentives 
belonged to applied economic science and were thus postponed.

Through the formal exploration of the central coordinator’s ability to 
influence the informational strategies of individuals, postwar mechanism design 
theorists completed the first phase in the constitution of a new rationalization of 
government. At the end of that phase, information asymmetry had been established 
as a governmental problem and incentive schemes as the desired solution. 
Thus the information-incentive nexus had become stable for a small circle of 
mathematical economists. Other than the relationships in the socialist calculation 
debate, however, it was still unclear what types of relationships it would appear 
in. For now, the incentivizable subject was just an abstract figure, defined by a 
response function, who faced an equally abstract coordinator in a mathematically 
defined economic environment. What were the real-life situations in which this 
subject would emerge to thwart the plans of someone else? Moreover, the analysis 
only makes clear that the coordinator needs a technique of power to induce the 
subject to tell the truth. So what incentive schemes could counteract information 
asymmetries in the world? For an answer to these two questions we turn to the 
second phase in the development of an economics-infused governmentality. In 
the next chapter I will show how the information-incentive nexus was plugged 
into a variety of more down-to-earth relationships of power.
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chapter 6

A world inhabited

by principals

and agents

In the previous chapter I showed how mechanism design theory developed out 
of a debate about capitalism and socialism as rival economic systems and how 
the theory freed that debate from its ideological connotations and verbalism. In 
mechanism design theory, the basic problem became that of constructing central 
allocation mechanisms in economic environments with decentralized information. 
The subsequent introduction of self-interested and strategic behavior on the part of 
the participants pushed earlier issues of communication to the side. The emphasis 
was now on the nature of the game that individuals played with each other and 
with the central coordinator. Individuals were characterized as information 
processors who tried to secure the best possible outcome for themselves. Their 
self-interestedness necessitated the use of incentives as an inducement for them to 
reveal their true characteristics to the coordinator. This development in economics 
led finally to the constitution of information asymmetry as a major governmental 
problem and the incentive scheme as the proposed solution.

For all their theoretical bickering and formalism, the socialist calculation 
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debate and mechanism design theory were largely a matter of armchair proposals. 
Although Oskar Lange returned to Poland to assist the communist government in 
1947, that was as far as the intertwining of power and knowledge went. The return 
to practical problems of government came later and marked the final step in the 
formation of a new governmentality. The initial displacement of the problem of 
government was reversed in this move toward concreteness. Participants in the 
socialist calculation debate had lifted the governmental problem from the level 
of organizations to that of the economy. Their end point was the identification 
of a link between obtaining information and providing incentives in the design 
of allocation mechanisms for the economy at large. Now, however, the challenge 
became that of localizing the information-incentive nexus in a wider range of 
relationships than that of central coordinator and peripheral participants—
including those relationships that were localized in the organizations economists 
had earlier abstracted from. The articulation of these additional relationships 
of power became the central concern of principal-agent theory—also known as 
‘the economics of incentives’. More so than Hurwicz’s side remark on the real-
world issues that could be addressed with mechanism design theory, principal-
agent theorists made explicit how information asymmetry frustrated the 
attempts of principals to govern self-interested agents in the public and private 
sectors. They did so via concepts such as ‘moral hazard’ and ‘adverse selection’, 
which described specific classes of situations characterized by specific types of 
information asymmetry. Each class of situations was then said to encompass 
real-life problems encountered in insurance, management and market regulation 
(section 6.1). The link forged between abstract economic theorizing and concrete 
relationships of power paved the way for policy-oriented economists, political 
scientists and government officials to bring the information-incentive nexus 
closer to the practices of public sector government. In doing so, the earlier 
mathematical sophistication was dropped and information asymmetry was now 
simply conceived of as a feature of reality that permeated the interactions between 
governor and governed (section 6.2).

I will address the interpretation of political reality in principal-agent terms 
using a case study of the role of economic expertise in political democracies. 
The economics of incentives, as it emerged in the 1970s, was a key resource for 
economists of the Netherlands Bureau for Economic Policy Analysis (CPB) in 
articulating specific problems of information asymmetry in education as well as in 
identifying a particular set of instruments for solving those problems. Curiously, 
the instruments proposed bore a strong resemblance to earlier techniques of 
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power developed by the mechanical engineers. Wage incentives and the ranking 
of performance made their reappearance, but this time as solutions to a new 
governmental problematic (section 6.3). In due time, performance pay came to be 
regarded as the most promising technique for increasing transparency in education 
and improving the test scores of students. CPB economists promoted both on the 
basis of disparate evidence from experiments conducted in other countries than 
the Netherlands. Yet before such evidence could ‘speak’ in a clear and univocal 
way, the CPB had to deal with the many uncertainties with which both the 
experiments and the subsequent generalizations were surrounded (section 6.4). 
After they merged a small range of local and ambiguous experimental results into 
a stable positive effect, there was still the matter of how to sell this policy measure 
politically. The CPB could draw strength from a long tradition of providing 
macroeconomic advice within the Dutch political field. In extending its expertise 
to new areas such as education, moreover, it had a unique medium at its disposal: 
the economic assessment of the campaign platforms of rival political parties. 
My analysis of succeeding CPB assessments shows that the political support for 
performance pay grew as the expectations with regard to its beneficial economic 
effects ran higher (section 6.5).

6.1 The move toward concreteness

The localization of the information-incentive nexus in more mundane relationships 
of power became the core concern of principal-agent theory; a branch of economic 
science that was also known as ‘the economics of incentives’ (Hammond 1979, 
181; Laffont and Martimort 2002). In principal-agent theory, the central planner 
or central coordinator was replaced by the ‘principal’ as the figure who depended 
on the behavior of others for the achievement of her goals. While all those on 
whom she depended—formerly known as the plant managers, consumers or 
participants to the mechanism—were referred to as ‘agents’. Although the terms 
changed slightly, the earlier information-incentive nexus is clearly recognizable 
in principal-agent theory: the problems addressed are those that occur “when 
there is imperfect information, either concerning what action the agent has 
undertaken or should undertake” (Stiglitz 1987, 967). In this economic theory, 
the principal has well-defined objectives but can only achieve these objectives 
with the information provided or the actions performed by the agents. The agents 
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in question always act to maximize their own expected utility and are therefore 
not a priori inclined to do or say what the principal wants (Laffont and Maskin 
1983, 31–32). The possible divergence of goals and the presence of information 
asymmetry necessitate the introduction of incentives. Because the agent could 
always opt out if the offer were not attractive enough, a principal needed an 
incentive scheme that would induce agents to reveal the information or behavior 
they hid from her and to make their goals compatible with her own.

Principal-agent theory was initially only an academic endeavor, yet in it, the 
role of incentives was already more concrete than in mechanism design theories 
where incentives simply “provide[d] a framework in which to analyze such diverse 
topics as auctions, central planning, regulation of monopoly, transfer pricing, 
capital budgeting, and public enterprise management” (Ledyard 1987, 743). Such 
concreteness was achieved by assigning the topics that were analyzable in principal-
agent terms to a small number of relatively stable classes of relationships. These 
classes were distinguishable by the different kinds of information asymmetry that 
occurred and became known under their own distinctive labels: moral hazard, 
adverse selection, costly verification (Laffont and Martimort 2002; Dixit 2002, 
697–701)39. Each type of problem was then coupled to a range of heterogeneous 
examples drawn from real life.

The identification of moral hazard as an economic problem offers a good 
opportunity for articulating the emergence of a class of relationships where 
information asymmetry was said to occur. The term was initially used to describe 
a practical problem that confronted nineteenth-century insurance companies. 
These companies had to find a way to keep “bad characters” from purchasing 
their insurance policies and minimize a policy holder’s “temptation” to engage 
in bad actions in order to avoid bankruptcy (Baker 1996, 250–252). Kenneth 
Arrow introduced the concept of moral hazard into economics in the early 1960s 
when he published his study of the US health care sector (1963, 961–962). In 
the discussion that followed Arrow’s publication, the local insurance problem 
was transformed into a general economic problem such that moral hazard was 
now said to be present in “all relationships involving risk” (Baker 1996, 241, 
272–275). Moreover the moral connotations of the concept—present in notions 
of character and temptation—were no longer considered to be part of it. Moral 
hazard could be explained in terms of the self-interestedness and rationality of the 
insured: the rational and self-interested agent did not minimize risks because he 
was compensated for any eventual loss (Baker 1996, 268). The term now covered 
all relationships where the agent did not face the consequences of his actions. 
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Because the risks of actions performed by the agent did not weigh directly on 
himself but on the principal instead, the former might become more risk prone 
than the latter would like to see.

After economists began to use the term to describe a general problem of 
human action, moral hazard was subsequently classified as a special case within 
the general problem of information asymmetry. The informational problem in 
situations of moral hazard was that of ‘hidden action’ which could be discerned 
in many places (Laffont and Martimort 2002, 45). The relationship between 
an employer and her employees was deemed a classic locus of moral-hazard 
problems. The former could not constantly watch over the actions performed by 
the latter; instead she had to find a way to ensure that the actions hidden from her 
still contributed to her own goals. Therefore, an incentive scheme was required to 
make the goals pursued by the employees compatible with those pursued by the 
employer (Stiglitz 1987). The problem of moral hazard was also said to occur in 
the relationship between shareholders and managers of a firm quoted on the stock 
exchange. The shareholders owned part of the firm but were not in a position to 
monitor the actions of the managers on the work floor. Again, with the right kind 
of performance-based incentive scheme, the interests of the managers could be 
kept in line with the interests of the shareholders (Hindriks and Myles 2006, 255). 
As a final example, the relationship between the state and the banking sector has 
also been characterized as one permeated by moral hazards. In the recent financial 
crisis, moral hazard was staged as “central to the controversy over the causes of 
the present crisis” and was said to have “played a central role in the events leading 
up to the crisis” (Dowd 2009, 141). Banks could take enormous risks because 
they knew that the state would eventually bail them out if things went truly awry. 
Because the banks’ expectation of state intervention was the core moral-hazard 
problem here, the proposed solution has been to let banks face their own risks 
again: “150 years of state intervention has to be rolled back” (Dowd 2009, 163). 
Whether the principal was concerned with employees, managers or banks, the 
general purpose of the techniques to counter moral hazard was the same: to make 
sure that the agents in question were confronted with the effects of their own (in)
action. If the consequences of taking risks would be felt by the agents, they would 
have an incentive to take responsibility for their actions.

Another concept that was connected to a particular class of informational 
problems was that of ‘adverse selection’. Adverse selection was said to have occurred 
in situations in which ‘bad’ agents chose to buy or sell a certain good or service 
and that action eventually drove out ‘good’ agents. In information asymmetric 
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terms, adverse selection occurs when agents are in a position to hide something 
they know regarding their own characteristics or those of the product they 
offer. Because it is difficult for others to gain access to such private information, 
adverse selection is also known as the problem of ‘hidden knowledge’ (Laffont and 
Martimort 2002, 86). Again, the principal has to offer (monetary) incentives to 
elicit truthful information from the agents. 

Just like the concept of moral hazard, the actual constitution of adverse 
selection as an instance of principal-agent theory was gradual. George Akerlof ’s 
(1970) article on the market for secondhand automobiles, for instance, is now 
considered to be a classic example of adverse selection in textbook descriptions of 
principal-agent theory; however, the article was itself not cast in the language of 
principals and agents. Akerlof ’s paper began with the observation that the seller 
of a secondhand car knew more about the car for sale than did the potential buyer. 
Consumers were therefore never certain whether they were buying a good car 
or a car that would soon turned out to be a bad investment—that is, a ‘lemon’. 
Because of the high risk of buying a lemon, consumers were not willing to pay a 
high price for a used car. As a result, the good cars on the market would find no 
buyer (because the prices for good cars would be too high) and the average quality 
of used cars on the market would decrease. 

From the market for used cars economists widened the field of adverse-
selection problems. The difficulty faced by insurance companies in selecting the 
right kind of client for the right policy stands out as exemplary in the literature. 
In this example, adverse selection became a problem for insurance companies 
when they could not “distinguish the low-risk consumers from the high-risks” 
(Hindriks and Myles 2006, 259). The success of an insurance company might 
be jeopardized if too many risk prone clients—that is, clients with a higher 
probability of having accidents—were able to buy a policy developed for those 
who are averse to risks. Economists also suspected adverse selection to play a 
part in the employment of minorities on the labor market. Employers might 
refuse to hire members from minority groups because, compared to the majority 
group, there were relatively few qualified individuals. As a consequence of the 
rational behavior of the employers, the minority individuals who had potential 
were excluded from participation in the labor market (Akerlof 1970, 494–495). 
Other instances of adverse selection were discerned in the market for credit in 
underdeveloped countries, the relationship between patient and doctor, and 
the relationship between the electorate and politicians (Akerlof 1970, 497–499; 
Hindriks and Myles 2006, 254).
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The techniques to counter adverse selection get to the heart of the problem. 
When knowledge is hidden, one has to design a mechanism to reveal it. The 
principal who lacked essential information about the characteristics of the agents 
could use screening devices to distinguish agents from one another. Insurance 
companies, for instance, have developed a menu of options that encourage 
different kinds of agents to choose particular policies. In this way, a high-risk 
client would have to pay a higher monthly premium for full coverage with a 
low deductible (Hindriks and Myles 2006, 261–262). Techniques of screening 
are therefore used by the lesser-informed party to reveal the knowledge that is 
hidden from them by those that are better informed. Techniques of signaling, in 
contrast, are used by the better informed to convey information to those who are 
less informed. In the restaurant business, for instance, a principal–in this case: a 
consumer–can have a hard time selecting the right agent. In an unfamiliar city 
you often don’t know which restaurants are really bad. Luckily, you can always 
go to the McDonald’s and know what to expect because they have completely 
standardized their products. The consumer’s (principal) search for a good meal 
(sic) is thus an incentive to restaurant chains (agent) to opt for the standardization 
of their products in order to signal constant quality (Akerlof 1970, 500; Pindyck 
and Rubinfeld 2005, 618). Besides brand names, warranties can equally be 
considered a method for counteracting the effects of hidden knowledge on the 
market. Without such signals consumers, who are less informed about a product 
than producers, might otherwise refrain from consuming. This behavior on the 
part of the principal can thus be an incentive for a dealer in used cars to guarantee 
free repairs for a certain period of time in order to signal the quality of the cars for 
sale (Akerlof 1970, 499; Pindyck and Rubinfeld 2005, 623).

6.2 The move toward public policy

The general framework of principal-agent theory and the stabilized concepts 
it encompassed eventually trickled down to a broader academic audience. 
Information asymmetry and incentives, for instance, became standard subjects 
in microeconomics textbooks. The principal-agent problem and the concept 
of incentive compatibility were now part of the standard toolkit of economists, 
generally imparted to students in their first years of study (Mookherjee 2008, 
240). In microeconomic courses undergraduate students faced problems and 
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exercises involving incentive design in private and public organizations as did 
graduate students taking advanced courses in public economics (cf. Pindyck and 
Rubinfeld 2005, 613; Hindriks and Myles 2006, 251–298). 

At about the same time that the theory of principal and agent became part of 
the mainstream curriculum, economists working on information and incentives 
began to receive the highest forms of recognition. In 1996 James Mirrlees and 
William Vickrey received the Sveriges Riksbank Prize in Economic Science in 
Memory of Alfred Nobel—often referred to as the Nobel Prize in Economics—
“for their fundamental contributions to the economic theory of incentives under 
asymmetric information”. Five years later, in 2001, the Nobel was awarded to 
George Akerlof, Michael Spence and George Stiglitz for analyzing markets with 
asymmetric information. Then in 2007, Leonid Hurwicz, Erik Maskin and Roger 
Myerson received the Nobel for their work in mechanism design theory (Nobel 
Prize 1996; 2001; 2007).

 Though it was already well-established and revered as a general analytical 
framework, principal-agent theorists expressed their hope that others would 
equally “apply this indispensable tool when thinking about society” (Laffont 
and Martimort 2002, 3). The application of principal-agent theory to society has 
become especially strong in public economics, in political science and in policy 
studies (Dixit 2002). Over the past two decades, these policy-oriented scientists 
have turned it into a cognitive tool for articulating a large number of problems 
involving information and incentives in the public sector. Principal-agent theory 
has provided these scientists with a “flexible framework for modelling innumerable 
variations in institutional arrangements, and comparing their potential for 
inducing desirable behavior” (Gailmard in press)40. Next to its flexibility, the 
framework has also permitted them “to generate rather precise expectations about 
the effects of different institutional arrangements” because these arrangements 
“have systematic and predictable consequences” (Strom 2000, 275).

The conceptual tools of principal-agent theory, for instance, would help 
to understand relationships of delegation in parliamentary democracies. Voters 
are the ultimate principals who delegate the authority to govern to the agents 
they have elected in parliament; parliamentary principals, in turn, delegate the 
practical affairs of government to the agents of the executive branch; and ministers, 
finally, are principals who delegate the realization of their plans to public servants 
(Strom 2000, 267). When interpreted in these terms, parliamentary democracy 
helps to overcome adverse selection in that it offers adequate screening devices for 
selecting politicians. Political parties are the pillars of parliamentary democracy 
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and they screen potential candidates for their ability to represent the various 
social groups that may vote for them. This process increases the chance that the 
agent (politician) actually serves the interest of the principal (voter). When the 
screening is not successful, elections can still set things straight; they function as 
a sanctioning device for politicians who have not behaved as their voters expected 
(2000, 272). While parliamentary democracy counteracts adverse selection, 
it simultaneously aggravates problems of moral hazard. Because the principals 
cannot always monitor the behavior of the agents, all sorts of agency problems are 
created. How can parliamentarians and government officials to whom we delegate 
power be held accountable for their (mal)performance? The problems of hidden 
behavior that can be expected to occur everywhere in the chain of delegation, 
from the electorate to public servants, lead to issues of accountability and public-
service motivation (Gailmard 2010; Gailmard in press).

From a broad academic arena, the economic approach to information and 
incentives finally began to influence a wider political audience. In an interview 
with the three 2001 Riksbank Laureates, George Stiglitz acknowledged the 
influence of the economic theory of incentives on contemporary policy debates. 
When asked about the practical implementation of their work on asymmetric 
information, Stiglitz drew from his own experiences as Chief Economic Advisor 
under President Clinton. One of the big issues on the agenda when he first came 
to the White House was that of reforming the American health insurance system: 
“And I remember going to a meeting and just sitting in the back of the room. 
Others were discussing. And they were talking about moral hazard and adverse 
selection as the key ideas, the key problems that had to be resolved in reforming 
the health insurance market” (Stiglitz 2001). As Stiglitz was one of the economists 
who put these problems on the agenda of economic science, he was pleasantly 
surprised to hear policy makers use the very same terms to tackle practical 
problems of reform: 

And it gave me a lot of pleasure to see how quickly some of the ideas that we 

had developed had gone from theoretical research into being taught at graduate 

school and by this point were just common tools that everybody… You wouldn’t 

begin a discussion on health insurance reform without the concepts of moral hazard 

and adverse selection. So in a way they became a toolkit, part of the vocabulary 

everybody uses… (Stiglitz 2001).
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Moral hazard and adverse selection thus traveled from economic theory to policy 
studies to political practice, binding a new set of theoretical concepts to a new 
toolkit for analyzing problems of public policy and designing solutions.

The fact that incentive-related concepts became part and parcel of the 
vocabulary of policy makers suggests that the initial abstractness of mechanism 
design theory posed no obstacle for its application to mundane social and political 
practices. In the subsequent sections I will focus on the political role of Dutch 
economic experts for further evidence of the ease with which economists bridged 
the gap between economic theories on the one hand and social and political 
practices on the other. As I discuss below, this by now established problematic 
of information and incentives became popular at the Netherlands Bureau for 
Economic Policy Analysis (CPB). The CPB is quite established in the Dutch 
political field as an institution working at the interface of scientific inquiry and 
policy advice. The latter is partly given at the behest of central government or 
political parties and partly on the CPB’s own initiative. When established in 1945, 
the main task of the CPB was the analysis of economic trends, for which they used 
quantitative models originally built by econometrist Jan Tinbergen and refined in 
the decades thereafter (Maas 2010). Although econometric models are still a key 
feature of the current epistemological authority of the CPB in matters political, a 
more microeconomic focus on revitalizing the public sector was added to their 
quantitative assessment of the economy. The economics of incentives was a crucial 
resource for extending the CPB’s area of expertise. It offered an analytical grid 
within which to discern a certain number of “weaknesses” in the “organizational 
and incentive structure” of parts of the public sector (Canton and Webbink 2004, 
87) as well as a set of solutions to the problems thus discerned. As a resource, 
however, principal-agent theory offers only a general outline of power relations. It 
is up to others to interpret the abstract and indeterminate “theoretical insights into 
incentives and information” (CPB 2001, 128) and translate them into determinate 
relationships between individuals and groups in different areas of the public 
sector. Economists of the CPB began to do just that in a multisector project on 
incentives for semipublic institutions in 2001. The project culminated in a range 
of studies on the (lack of) incentives in Dutch health care, police, science and 
education. In the next three sections I will focus on their studies of primary and 
secondary education. Through this case study, I will show how principal-agent 
theory was crucial in helping a policy proposal, advocated by economic experts, 
become a policy measure that was embraced by political parties and government. 
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6.3 Articulating principals and 

agents in Dutch education

Over the past decade monetary incentives for education have become a fashionable 
instrument among policy makers around the world. These policy makers expect 
that the overall level of education will rise when teachers receive a bonus for 
increased student performance. The Israeli government was the first to experiment 
with performance-based pay for teaching personnel. In 2000, it began to reward 
individuals and teams of the participating schools when they managed to raise 
student scores on matriculation exams. In the United States, several individual 
states similarly experimented with bonuses in primary and secondary education 
(Lavy 2009). A nationwide program of performance pay for American teachers 
was established in 2006; the best-performing teachers would receive performance 
rewards drawn from the so-called Teacher Incentive Fund. Other countries such 
as Australia and the UK followed suit. In the Netherlands, the appreciation for and 
implementation of this particular policy measure came relatively late. A coalition 
of Liberals and Christian Democrats set 250 million euros aside in 2010 to spend 
on performance pay over a period of five years (Vrijheid en Verantwoordelijkheid 
2010). In line with the Israeli approach, the Dutch government decided to begin 
with a series of experiments in order to determine what type of bonus would 
work best. Several schools participated in a pilot study just after the coalition 
agreement was signed. The results of the pilot study were to be used to help 
academic economists design experiments that all Dutch schools could participate 
in. However, that coalition government resigned on the eve of the first round of 
experiments and performance pay was dropped soon afterwards. The money 
that had been earmarked for performance pay was instead used by a temporary 
coalition to meet EU requirements regarding the nation’s budget deficit. 

Even though performance pay failed to materialize on the scale envisaged, 
the route toward the incentivization of teachers makes for an interesting case 
study in the role of (economic) expertise in political democracy. In particular, it 
is a further extension of the move toward concrete issues of public policy, which 
I have elaborated in this chapter. For in the exploration of structural weaknesses 
in the public sector, CPB economists used principal-agent theory to pinpoint a 
plethora of information asymmetries. They articulated three principal-agent 
relationships in primary and secondary education using the model of human 
interaction that included an unequal distribution of knowledge across different 
parties (Koning et al. 2004, 83).
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First is the relationship between the Ministry of Education and the agencies 
to which it delegates the task of education. The consequences can be far-reaching 
when central government lacks the knowledge that is available to the schools on a 
decentralized level. For if government officials are unable to monitor the relation 
between the input and output of education, between monetary investment and 
the improvement in learning, the school can “neglect its duties without being 
punished” (CPB 2001, 128). In the absence of strong competition between schools 
and in the presence of information asymmetry, schools have a weak incentive to 
perform at their best. Thus, two solutions for counteracting this situation were 
presented by the CPB. First, education inspectors could intervene when schools 
performance goes below a certain threshold. However, such a traditional policy 
of threatening to shut down the school if necessary ensured only that minimum 
standards of performance would be met. Additionally, because inspectors only 
step in after the fact, it does not prevent poor performance. A more permanent 
solution was therefore required; one that went to the heart of the problem of 
information and incentives. The second policy proposal suggested by the CPB was 
therefore that of a system where the school budget is determined on the basis of 
performance criteria specified beforehand. In this system, extra money would be 
given for enhanced student scores, either in the form of additional team rewards 
or as a lump-sum payment. 

Besides the link between the state and its executive bodies, the CPB 
identified the relationship between parents and schools as one of principal and 
agent. When we proceed along this line, the parents are the principals who 
delegate the education of their children to the agent—i.e., school—of their choice. 
When parents lack sufficient data on the performance of the schools, they are 
unable to make an optimal decision over the investment in their child’s education. 
Again, this unequal distribution of knowledge across the parties involved in the 
exchange means that schools can continue to underperform without facing the 
consequences of parental-choice behavior. To counter this gap in knowledge, 
the CPB stressed the need for procedures of accountability. Information on key 
indicators of school performance should be accessible to parents, preferably in 
the form of a list that ranks the schools of a city or region. The availability of such 
a transparent and objective ranking would give parents the opportunity to select 
the best schools for their children—to “vote with their feet” (Koning et al. 2004, 
87, 93). With this procedure in place, schools would face stronger competition for 
a share in the student population which, in turn, “function[ed] as an additional 
incentive for schools to perform well” (Canton and Webbink 2004, 15).
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Lastly, the CPB discerned a principal-agent relationship within the school 
itself between management and teachers. Conceived of in this manner, the 
administration acts as the principal, who delegates the executive tasks of education 
to individual teachers (agents). Of course, it is likely that their respective objectives 
and interests overlap. Yet there is at least a possibility that teachers will try to pursue 
their own ends at the expense of the general benefits of education (Koning et al. 
2004, 87). To align the interests of teachers with the goals set out by management, 
monetary incentives were again presented as the proper solution: because of the 
lack of information on the situation in the classroom “the principal-agent relation 
within the school between management and teachers may lead one to consider 
the introduction of performance pay” (Canton and Webbink 2004, 17). 

 Questions as to the actual fit of economic theory with educational practice 
were not raised when CPB economists localized the problem of asymmetrically 
dispersed information in the relationships between central government, parents, 
school directors and teachers. Was the access of the inspectorate to schools so 
insufficient that government should opt for a drastic budgetary reform? Did 
parents really face difficulties in the choice of a good school because of the lack 
of information on school performance? Why were there still schools that took 
their duties seriously in light of the fact that they could all exploit their surplus 
of information? Finally, what were the alleged personal goals pursued by teachers 
that were harmful to the public interest of education? For my purposes, the lack of 
evidence on the actual correlation between problems of information asymmetry 
and structural problems in the educational field is not an issue; what matters is 
the fact that economists construed a set of problems in terms of principal-agent 
theory. Even though such problems might be articulated on the basis of a general 
governmental problematic of information asymmetry, the exact economic 
effect of either budgetary reform, the ranking of schools or the introduction of 
performance pay cannot be. For an assessment of the effectiveness of using these 
techniques to improve education, I turn from the theoretical results of economics 
to its (quasi)experimental results in order to show how performance pay for 
teachers grew to become the most promising policy measure for increasing the 
economic benefits of education in both primary and secondary schools.
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6.4 making results converge

At the beginning of the CPB project on incentives in the public sector, only a small 
range of experimental results were available for assessing the potential relevance 
of performance pay for Dutch primary and secondary education. Although early 
CPB papers were concerned with the positive results of the experiments performed 
in Israel and the United States, the uncertainties with which they were surrounded 
also received much attention. The economists acknowledged that the relation 
between incentivizing teachers and enhancing student performance was far from 
robust and noted the lacunas in the literature about the possible side effects of 
introducing performance pay. In their role as political advisors, however, CPB 
economists did not stress the (many) uncertainties that still remained. Instead, the 
mixed results of the geographically and contextually dispersed experiments were 
touted as a universal and unequivocal effect on student test scores. This test-score 
effect was subsequently incorporated into a mathematical model that could be 
used to predict how incentivizing teachers would affect the gross national product 
(GNP) in the long term. In this section I will first detail three acknowledged 
uncertainties about the experiments and then focus on the convergence of the 
available results into a stable phenomenon where these uncertainties were de 
facto ruled out. 

The first uncertainty involved certain measurement problems. For 
performance pay to work it was crucial to be able to measure the educational 
gain brought about by a single teacher or team in a clear and consistent way. 
Although it seemed easy to work with student test scores, it actually proved quite 
difficult to measure the exact influence of individual teachers and teams on the 
output of education (CPB, 2001, 129; Canton and Webbink 2004, 22). The second 
uncertainty involved possible causes of the results. Even if the results on test scores 
were accurately measured and they were positive, they could actually be caused by 
something other than a real improvement in student learning. Two possibilities 
stand out. On the one hand, teachers may have begun to focus exclusively on 
teaching their students how to prepare for the test. When ‘teaching to the test’ 
occurs, performance pay will contribute to the narrow ability to pass certain 
exams but not to fostering the development of broader skills. On the other hand, 
and even more extreme, offering teachers a bonus may have encouraged their 
deliberate manipulation of test scores; for instance, a teacher could improve overall 
scores by keeping underperforming students out of the test. In such instances of 
‘gaming’ the incentive to perform became an incentive to cheat instead. Gaming 
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and teaching to the test received little or no attention in the experimental literature; 
when researchers did take notice, they found evidence that such manipulation 
of the test scores had indeed occurred (Canton and Webbink 2004, 23). Lastly, 
the third uncertainty was whether the results found were incidental or structural. 
Due to the fact that these experiments often did not run their proper course—
the experiment in Israel, for instance, was terminated prematurely for political 
reasons—there is no clear way to assess the permanence of the effects (Koning 
et al. 2004, 94). Besides these three experimental uncertainties, there were other 
lacunae in the literature regarding the possible side effects of performance pay 
in education. It was unknown, for instance, what incentives would do to the 
motivation of teachers. When extrinsic rewards were given a more prominent role 
than before, harm could be inflicted upon teachers’ intrinsic motivation to teach. 
Furthermore, there was a risk that differential pay would split the educational field 
into a set of good schools with teachers who received higher pay and a set of bad 
schools with teachers who were paid less (CPB 2001, 130–131).

None of these uncertainties and lacunae was really addressed as 
performance pay gained momentum at the CPB; thus they were still listed when 
economists began to quantify the economic effects of performance pay (Elk et al. 
2011b, 34–35). Yet they were somehow accounted for. In quantifying the effects 
of incentives in education, the CPB took three distinct steps to bridge the gap 
between an experiment conducted, say, in a high school in Israel and a prediction 
of how much value incentivizing teachers will add to the Dutch GNP over many 
decades—until 2070. First, the results of individual experiments in different 
countries, each with a different experimental setup, had to be grouped together 
so as to arrive at a single effect that could be applied to the political intervention 
discussed here. In reviews of the experimental results, economists calculated 
that the introduction of monetary incentive had a positive effect on student test 
scores, which was expressed as a “0.13 standard deviation” (Elk et al. 2011a, 62). 
This calculated mean effect provided an opportunity to sidestep, in a simple way, 
the uncertainties and possible side effects of performance pay. To be on the safe 
side, CPB economists cut the positive effect found in the literature in half, then 
declared that they had thereby reckoned with the uncertainties and lacunae in the 
experimental literature. This might seem a small and unimportant gesture, the sort 
of ad hoc reasoning that is a part of everyday science, yet it was crucial nevertheless. 
For what were in fact uncertainties about the nature of the experimental findings, 
now had become methodological uncertainties concerning a safe estimation of the 
positive effects of performance pay on student test scores. After this intervention, 
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CPB economists felt secure in treating the instable experimental results as a stable 
relationship between the introduction of monetary incentives and the increase in 
student performance (Elk et al. 2011a, 62–65).

With this stabilized positive effect in hand, the second step for the CPB 
was to estimate the effect of school performance on the future composition of 
the labor force. To do this they incorporated the test-score effect into a so-called 
stylized cohort model, developed by the CPB itself (Elk et al. 2011a, 18–21). As the 
labor force is made up of classes of individuals with different levels of education, 
a general rise in test scores would generate shifts in the number of people in each 
cohort. Some people who were likely to obtain only a low-level education before 
the intervention would be able to move up to the middle ranks, while some who 
are already at that level would move to the cohort of the highly educated. As a 
result, more people would receive education for a longer period of time, thereby 
increasing the total years of education received by the labor force as a whole. 

With test scores and cohort effects in place, the third step was to establish a 
link between the number of years of education received and economic productivity. 
In line with neoclassical growth theory, the CPB states that the amount of human 
capital that an individual has determines his or her productivity. On an aggregate 
level, an increase in the overall stock of human capital makes for a more productive 
labor force in the long run. As it is difficult to attach a precise meaning to the 
notion of a ‘stock of human capital’, economists often use an available proxy: the 
average number of years of education that all individuals of a certain country have 
received. With this correlation, the CPB could show how politicians’ decision to 
incentivize teachers would cause student test scores to rise; such a rise in test scores 
would create a change in educational cohorts that resulted in a longer time spent 
at school; and the increased length of education in turn would make for a more 
productive population and a higher GNP in the long run. Thus, the gap between 
the political present and the distant economic future was bridged, and the CPB 
could substantiate the claim that a policy measure such as performance pay would 
continue to have positive economic effects until its beneficiaries retired at the age 
of 65.
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6.5 The politics of performance pay

In the previous section, I showed how performance pay grew from a possible 
policy measure containing many imponderables and potential side effects to the 
most promising measure for reforming Dutch education. Yet even though the 
convergence of the available experimental results put one of the three solutions 
to information-related problems center stage, the idea of incentivizing teachers 
was not yet praised beyond the walls of the CPB. In the first five years after the 
CPB started to defend its merits, performance pay was discussed by neither any of 
the political parties nor by teachers and their labor union representatives. Things 
began to change only when the value of monetary incentives for teachers was 
incorporated into the economic assessment of the campaign platforms of the 
political parties. 

The practice of calculating the economic effects of the electoral programs 
started in the mid-eighties, when three parties asked the CPB to assess their plans. 
Then in 1998 five parties requested the CPB’s analysis of the policy measures they 
were advocating. In 2003 that number rose to eight. Given the steadily rising 
support for this procedure from more and more parties, the CPB concluded in 
2010 that it had become a veritable institution over the previous decades (CPB 
and PBL 2010, 12). As an established political-epistemic ritual, representatives 
of political parties have begun to discuss their plans with CPB economists some 
months before the elections. Provided with the likely economic effects of a certain 
measure, the parties can then decide whether they wish to take it aboard or not. 
Once the party negotiations are brought to a close, economic experts calculate 
the overall effect of the choices made. The results of these calculations play an 
important role in the debates that take place the weeks before the elections. Rival 
political parties attack specific parts of their competitors’ economic assessments 
while emphasizing the strengths of their own programs.

In analyzing the programs, the CPB splits the consequences of the 
individual platforms into three separate effects: a ‘budgetary effect’ that details 
the ways in which the government budget would be affected by the proposed 
policy measures; a ‘spending effect’ that makes tangible the purchasing power of 
the Dutch population; and a so-called program or economic effect that accounts 
for the rise or fall of the gross national product should the specific set of policy 
measures of one party or another be realized. As the subsequent elaboration on 
the political valuation of performance pay shows, these calculations were crucial 
in making the 2070 GNP a part of the political present.
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This specific policy measure moved from policy proposal to political reality 
in the period between 2003 and 2010. In the 2003 performance pay for teachers 
was already positively evaluated in the discussion papers of the CPB, but it was 
not yet mentioned in that year’s Charted Choices (the title of the report with their 
calculations of the effects of electoral platforms). In the first version of Charted 
Choices the CPB stuck to the budgetary and spending effects of policy measures 
for education because “too little is known of the economic effects of, for instance, 
more education, more security or more infrastructure” (CPB 2003, 9). As the 
beneficial or detrimental consequences of these measures on the economy at large 
could not be estimated, the economists refrained from assessing specific policy 
measures in terms of their influence on GNP. When political parties proposed 
spending money on, say, the enhancement of the general labor conditions of 
teachers or on the reduction of the number of dropouts in high schools, the CPB 
could only show how it would affect the budget of Dutch government. For now, 
the CPB did not propagate performance pay as a promising measure to take 
aboard—and no political party did so.

The first attempts to incorporate the economic effects of education, by way 
of a rough and qualitative classification, came in the version of Charted Choices 
that appeared before the elections of 2006. The CPB classified a specific policy 
measure as “promising” if there was empirical support for a rise in welfare when it 
was implemented; it was classified as “not promising” if no such rise in welfare was 
to be expected or if the benefits of the measure did not outweigh the costs; or it 
was classified as “remaining” if the effects were simply unknown. Their economic 
assessment of policy measures was represented by a histogram that showed the 
amount of money that each party spent on investments in education the CPB 
considered promising (CPB 2006, 29). Along with other political interventions, 
such as further training for teachers and funding for preschool education, 
performance pay belonged to the category of promising measures. For this reason 
five out of the seven political parties that had requested CPB analysis chose to 
embrace performance pay in their proposed education program.

Although the CPB’s evaluation of educational investments had been 
expanded, it was still impossible to quantify the actual benefits of individual 
policy measures in 2006. This meant that their qualitative assessment was not 
incorporated into the overall macroeconomic effects of proposed measures. 
That step was taken in 2010. In possession of an “instrument to portray the 
quantitative effects of educational policies on (material) wealth” (CPB and PLB 
2010, 16), which I discussed in the previous section, the CPB now argued that 

Proefschrift Guus Dix_defv1.indd   142 23-03-14   07:58



143a worLd inhabited by principaLs and agents

performance pay mattered economically. If political parties chose to embrace the 
measure, it enhanced their score regarding long-term growth of the GNP; thus 
most parties added it to their platforms. Seven out of the nine political parties that 
had requested evaluation of their program promised to invest between 100 and 
400 million euros. In running for the title of ‘champion of education’ the Minister 
of Education, Cultural Affairs and Science at the time, could claim his own Labor 
Party (PvdA) to be the uncontested winner (Dirks 2010). This was not because 
their education budget was nominally the highest, but because their investments 
were simply the most efficient in CPB terms: by 2070 their proposal would have 
added 4.75 percent to the GNP, leaving behind the Green Party (Groenlinks) with 
a second place and the Liberal Party (VVD) with a third place, which had 4.25 
percent and 4 percent GNP growth, respectively (CPB and PBL 2010, 44).

Even though long-term effects predominated in the calculations at the 
CPB, it may have been the beneficial short-term effects that made political parties 
adapt to the CPB’s verdict. Justification for such a strategic interpretation comes 
from the statements about performance pay found in the campaign platforms 
themselves—or maybe more so from the absence of such statements. In addition 
to a set of policy measures presented to the CPB for further analysis at the end 
of their negotiations, political parties also present their vision for the economy 
and society in a separate brochure. The almost total silence with regard to the 
introduction of bonuses in education in the 2010 brochures was striking. 
Whereas seven out of nine political parties embraced performance pay and gave 
a specification of the amount of money they were willing to spend on it, only the 
Dutch Liberal Party (VVD) openly declared itself an advocate of differentiated 
pay, saying that “a good teacher who proves himself to perform should earn more” 
(VVD 2010, 16). Four other political parties were completely silent on the matter 
(Groenlinks 2010; PvdA 2010; D66 2010; CDA 2010). The two remaining parties 
even lamented the fact that economic terms dominated the discussion over 
education, saying that “the emphasis is increasingly put on the accountability of 
schools for their own performances” (SGP 2010, 16) and that “(higher) education 
is more than the engine of the economy” (ChristenUnie 2010, 26).

After the 2010 election, performance pay became part of the coalition 
agreement. The combination of Christian Democrats (CDA) and Liberals (VVD) 
chose to invest 250 million euros—the monetary investment advocated by the 
CPB in its recommendations on performance pay. Even if the GNP in 2070 did 
not resurface in the justification for incorporating this measure in the agreement, 
which merely stated that “there will be more room for performance pay, for both 

Proefschrift Guus Dix_defv1.indd   143 23-03-14   07:58



144governing by carrot and stick

individuals and teams” (Regeerakkoord VVD-CDA, 31), it was at least of strategic 
importance later on. For when the coalition was criticized by members of the 
opposition for its lack of fundamental reform, the prime minister was able to point 
to performance pay as one of the key innovations to be realized in the coming four 
years. In working out the details of the plan, the coalition added other justifications 
for it besides the promised economic benefits. The most prominent justification 
was that performance pay would aid Dutch students in their return to being the 
best-performing students in the world. In addition, they claimed that differential 
pay was also necessary in order to break the culture of equality hat was said to 
reign in primary and secondary education (Ministerie van OCW 2011, 9). The 
coalition thought that such a break would help to make the teaching profession 
more attractive in the near future: an individual who thought that teaching did 
not offer enough opportunities to make a career for oneself would now begin to 
see it as a job in which it was possible to get ahead and be properly rewarded for 
increased performance.

6.6 A world inhabited by principals and agents

In the first phase of the constitution of a rationalization of government that was 
centered on information and incentives (discussed in chapter 5), there was not yet 
a link between the wielding of power and the production of knowledge. Indeed, 
the design of allocation mechanisms in different economic environments emerged 
from a theoretical debate about the benefits and pitfalls of the free market versus 
the socialist state, rather than from the actual application of different allocation 
methods. Similarly, postwar economists did not generate knowledge by exercising 
power over workers and foremen, as did the engineers and interwar scientists 
of management. In addition, it was not yet apparent how the actual attempt to 
change the behavior of individuals could be informed by the formal models of 
information exchange. However, the intertwining of power and knowledge 
became more pronounced in the second phase of the economics-infused 
governmentality discussed in this chapter. Economists and political scientists 
began to articulate a wide range of relationships of power in which information 
asymmetry occurred and incentives were thus required. Furthermore, policy-
oriented economists became enmeshed in political practice and public sector 
reform. Based on experiments conducted in foreign countries, for example, 
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Dutch CPB economists showed evidence for a precise and unequivocal effect of 
monetary incentives on teacher performance and long-term economic growth. 
They then played an active role in transforming this evidence from economic 
knowledge into a national policy measure. As with the engineers and interwar 
management scientists, therefore, performance pay gained strength as a technique 
for governing public servants at the sites where power was wielded. Despite the 
fact that power/knowledge became more important over time, chapters 5 and 6 
map a single rationalization of government. Therefore, rather than summarizing 
this chapter in terms of the Foucauldian concepts I used previously, I will focus on 
the two things that were found lacking at the end of chapter 5. On the one hand, 
the subject was then still a formal figure caught up in a game with other subjects 
and a central coordinator. What became of the incentivizable subject after the 
proliferation of more circumscribed surfaces of emergence? On the other hand, 
mechanism design theory only made the purpose of the incentive schemes clear: 
to induce individuals to speak truthfully. Can we say more now about the nature 
of the techniques of power, advocated by economists, to counteract instances of 
information asymmetry?

The most important development in the second phase of the constitution 
of a third governmentality is that the incentive-information nexus was plugged 
into a wide range of real-world problems. In principal-agent theory, problems 
of asymmetric information were categorized under different headings such as 
moral hazard and adverse selection. These concepts, in turn, became tools for 
discerning particular problems in private and public sectors. The principal, for 
instance, might be a privately owned enterprise seeking the right subcontractor 
from a pool of subcontractors; it might be a number of shareholders who push 
management to increase shareholder value; or it might be an insurance company 
that has to design a range of contracts for its clients. Just like mechanism design 
theory, principal-agent theory did not restrict itself to the market domain. In the 
public sector, the principal might be the electorate who delegates authority to 
politicians; the government that tries to induce its executive agencies to enhance 
their performance; the parents who look for the best high school for their 
children; or the school administrators who try to manage teacher performance. 
These heterogeneous problems faced by public- or private-sector principals were 
seen as having the same root cause: information asymmetry. In other words, they 
all involved sets of self-interested agents who had more information than the 
principal and who were keen to exploit that advantage.

Proefschrift Guus Dix_defv1.indd   145 23-03-14   07:58



146governing by carrot and stick

The end point of the attempts to localize the incentivizable subject was 
that information asymmetry became a common aspect of relationships between 
those who govern and those who are governed. This meant that the incentivizable 
subject was no longer a single figure (the soldiering worker, the underperforming 
foreman, the mentally and socially maladjusted industrial employee, the consumer 
in a socialist society). Instead, the subject became a strategic agent who appeared 
anytime it was possible to shield a surplus of knowledge from a principal in order 
to reap the benefits. Some of the relationships between principal and agent—
that between employer and employee, for instance—might indeed resemble 
relationships that were addressed by previous rationalizations of government. But 
the set of relations covered by principal-agent theory was far from exhausted by 
that of manager and worker in an industrial setting. With principal-agent theory, 
the postwar economists paved the way for a conception of government and market 
as inhabited by principals and agents. 

At the same time principal-agent theorists contributed to the reification 
of the surfaces where the incentivizable subject emerged, they also gave a fuller 
account of the incentives that could help balance the principal-agent relationship. 
When principals were confronted with situations of information asymmetry, 
they had to use techniques of power developed by economists to bridge the gap 
in knowledge. These techniques were much more concrete than the incentive 
schemes of mechanism design theorists. For instances of moral hazard, economists 
proposed monetary incentives: bonuses for managers who performed well and 
the possibility of bankruptcy for banks. For instances of adverse selection, the 
principal should construct screening devices. Such devices could be used by an 
insurance company, for instance, to separate their low-risk and high-risk clients.

Once economists became more involved in the practicalities of government, 
the techniques of power also became more circumscribed. The study on teacher 
performance pay is a clear example of the role that information plays in techniques 
of power. Principal-agent theory proved to be an important resource for Dutch 
economists arguing for public sector reform. Their conviction that information 
asymmetry was a major problem in the public sector is shown in their articulation 
of three specific relations between principal and agent in education. When 
schools could shield their malfunctioning from parents, then the creation of a 
hierarchical list based on the quality of schools in a certain region was the way to 
go. The competition thus established between the schools would be an incentive 
for underperformers to increase their efforts. When teachers used their autonomy 
in the classroom to block surveillance by school management, then performance 
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pay could help out. The quantification of the effects of primary and secondary 
school teachers on the educational output of their students would, when aided 
by a monetary stimulus, lead to improved results. When schools exploited their 
informational advantage to obstruct the intervention of the ministry of education, 
the economic experts advised lump-sum payment on the basis of well-defined 
performance criteria. Again and again, the solution to the information asymmetry 
that permeated the relation between principals and agents in education was found 
in the production of knowledge and the establishment of monetary rewards and 
punishments as incentives for behavioral change.
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chapter 7

Governing by

carrot and stick

Information asymmetry was conceived as a new governmental problem in the 
latter half of the twentieth century. In the hands of postwar economists, what was 
at first considered only a local management problem became something with a 
far wider scope. The nineteenth-century engineers had a very specific domain of 
application in mind— the shop floor of large industrial firms—when they began to 
articulate what they perceived as malfunctioning practices. In postwar economics, 
however, the unequal distribution of information was seen as an abstract problem 
of government that could be discerned in a variety of relationships of power. 
With a world inhabited by principals and agents, the incentivizable subject had 
many surfaces of emergence indeed. Yet when we compare the solutions offered 
by the economists who studied information and incentives with earlier proposals 
for incentivization, the resemblance to the techniques of power advocated by 
the engineers at the turn of the century is striking. Again, monetary incentive 
schemes—equally important to Towne, Halsey, Taylor and Gantt—were expected 
to make individuals give their best. Again, the financial consequences of the public 
display of performance—reminiscent of the Man Record Chart developed by 
Gantt and Clark—were presented as an inducement for schools to meet or surpass 
standards. Despite the interwar problematization of material self-interest as the 
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predominant motive for human action, postwar economists were just as convinced 
as the engineers that the combination of performance measurement and monetary 
carrots and sticks would result in effects that were beneficial to the governor.

 As my genealogy reveals, the development of the incentive was clearly 
at odds with a linear conception of scientific progress. With the neglect of 
past achievements and earlier techniques, there was neither an increased 
understanding of incentives through the slow accumulation of results, nor an 
elimination of theories that had proved to be erroneous. Instead, the succession 
of rationalizations of government that were centered on incentives was permeated 
by contingency. 

 First, changes in the delimitation of the individuals and groups that 
were expected to respond to incentives show that there was no stable idea of the 
incentivizable subject. The nature of human thought and action shifted with the 
disciplinary perspectives of the succeeding authorities who delimited it. Second, the 
differing techniques of power developed and advocated by these authorities makes 
clear that their ways of dealing with incentivizable subjects were equally diverse. 
Third, each governmentality may appear to be homogeneous on the surface, but they 
were in fact composed of heterogeneous elements. The different rationalizations of 
government came into being through a combining of elements that were contingent 
on the beliefs and knowledge of the particular time period, such as presuppositions 
about human action, orientation on particular academic and nonacademic 
networks and influences of prior debates, as well as the prevalent methods of 
research and conceptions of proof, and the forging of dominant interpretations 
and generalizations of research results. Fourth and finally, there was little necessity 
for the succession from one governmentality to the next. Did the interwar social 
and behavioral scientists really prove that earlier wage incentives systems failed 
completely, or were they just convinced of the superiority of their own assumptions 
about human behavior? Did the participants in the socialist calculation debate show 
that the issue of motivation was irrelevant to questions of allocation, or did they 
merely stick to an arbitrary demarcation between different scientific disciplines?

 By understanding the historical contingency that permeated each 
formation of the incentivizable subject as an object of knowledge and each 
development of a technique of power, the role of incentives in the understanding 
of human behavior, and the attempts to change that behavior, becomes less self-
evident. Thus, this multifaceted contingency compels us to reflect on what may be 
taken for granted in our thoughts about and uses of incentives. 

 Before addressing that topic (in section 7.3), however, I will first 
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recapitulate my genealogy of the incentive in order to show the extent of our 
current understanding of how incentives are used in relationships of power. I 
start with an extensive elaboration upon the relationship of power in the three 
incentive-infused governmentalities: What does it mean to say that the interaction 
between governors and governed was rationalized? In line with Foucault’s use of 
the term, I will show that the rationalization of practices of wielding power was 
twofold. First, the authorities on incentives endowed those who were governed 
with a practical rationality: the incentivizable subject did not act randomly but 
in a particular, predictable manner. In addition, these experts formulated a set of 
requirements for the ones who were in charge. Along with the attempt to delimit 
the behavior of the governed, thus stood the attempt to define how a rational 
governor would have to behave (section 7.1).

The quintessential rational governor was one who made use of specific 
techniques of power. In order to assess the incentive as a technique for changing 
the behavior of individuals and groups, I will focus on the common features of 
the three rationalizations of government, instead of on their differences as I did in 
earlier chapters. Foucault analyzed a variety of disciplinary techniques that could 
be used to increase the docility and utility of the governed. Similarly, the experts 
on incentives, discussed in the previous chapters, developed instruments with 
which managers, bureaucrats and lawmakers could change their subordinates’ 
courses of action. By contrasting my account of incentives with Foucault’s account 
of discipline, I will be able to more precisely articulate what governing by carrot 
and stick entails (section 7.2).

7.1 Rationalizing the relationship 

between governor and governed

As I discussed in chapter 2, Foucault’s objective was “to create a history of the 
different modes by which, in our culture, human beings are made subjects” (2000b, 
326). He found one such mode in the production of knowledge in the human 
sciences. The question of how certain aspects of human subjectivity were constituted 
as new objects of knowledge ran through Foucault’s entire work. In his history of 
succeeding rationalizations of government, he focused on the constructive work 
by which political objects were constituted. In sixteenth- and seventeenth-century 
political discourses of the raison d’état, ‘the state’ was constituted as a more or less 
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autonomous reality. The proposed objective of a balance between sovereign states 
was related to a conception of commerce as something that was amendable to 
the will of the political ruler. ‘The economy’ was later turned into an entity with 
its own distinct characteristics in the eighteenth-century liberal rationalization 
of government. According to this view, the dynamics of population growth and 
decline, and the laws that determined the fluctuations in the price of labor and 
commodities together made the political regulation of commercial processes 
problematic. In light of the beneficial effects produced by automatic economic 
adjustments, a ruler should avoid direct interventions and focus, instead, on 
securing an environment in which commercial activity can flourish by itself. 
The twentieth century saw different attempts to move beyond classical economic 
liberalism. In German ordoliberalism the human subject became a malleable figure 
that could be both embedded in competitive mechanisms and in local communities 
at the same time. The entrepreneurial subject, with its self-interestedness and its 
calculative outlook on the possibilities for action, was made into a new object of 
knowledge and a target for power in American neoliberalism. In each case, the 
characterization of the object of government came with a circumscribed role for 
the one who governed. In the liberal governmentality, the sovereign could not 
do as he pleased because the economy was a reality on its own; whereas in the 
neoliberal rationalization of government, legislators cannot change the inner self of 
the entrepreneurial subject but they can manipulate that subject’s behavior because 
it reacts to changes in the environment in predictable ways.

In the preceding genealogy, I made clear that the incentivizable subject was 
not without qualities. According to different authorities of delimitation, the subject 
acted in a particular manner; that is to say, the subject did not act arbitrarily but 
acted according to a certain practical rationality. After the subject had been located 
on determinate surfaces of emergence, authorities attributed a set of characteristics 
to it with the help of disciplinary grids of specification. The end point of this process 
of attribution was a conception of the motivations that caused the subject to act 
as it did. The delimitation of the individuals and groups that were to be governed 
was closely related to the delimitation of the role governors had to play. Therefore, 
the authorities argued that it was rational for those in charge to act in a certain 
manner and to abstain from other courses of action based on elaborate ideas of 
the subject’s inner self—its desires, inclinations and modes of reasoning. In the 
following subsections, I will address the distinct relationships of power between 
the subject that was governed and the figures that did the governing, which were 
at the heart of each governmentality.
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Industrial managers face materialist workers

The nineteenth-century engineers delimited the incentivizable subject as a 
materialistic creature that was supposed to respond to monetary incentives in 
a mechanistic way. In the engineering of incentives, the characteristics of the 
worker became a topic of some interest in the articulation of the strengths and 
weaknesses of different methods of remuneration. Aspects of worker subjectivity 
were evoked by the advocates of a piece wage method to highlight its superiority 
vis-à-vis the other methods in vogue. The worker was presented either as a self-
controlled individual who was able to postpone monetary satisfaction until the 
yearly bonus envelopes were distributed, or as a short-sighted creature who was 
only interested in immediate rewards. He or she either contributed to the overall 
gain of the company, together with colleagues, or was inclined to slack off upon 
seeing the laziness of coworkers. Managers could either rely upon the initiative of 
the workers or conclude that adherence was the most one could expect from them. 
The characteristics of the workers became more circumscribed in the elaborate 
system of scientific management. In this system, the worker was viewed as a 
person who was not prone to work hard—soldiering was an engrained habit—but 
he or she could be induced to do so when the reward was high enough. Moreover, 
workers were incapable of discovering the most efficient work methods, but they 
could be taught to do the job properly with the help of instruction cards. With the 
charting of human performance, finally, the engineers reached the limit of their 
ability to delimit the incentivizable subject. The shorter and longer lines drawn 
on the Man Record Chart were primarily a visualization of the productivity of 
individual workers and foremen; as such, they helped to determine and legitimate 
the distribution of bonuses. At the same time, however, these lines made it possible 
to ascribe other features to the workers than that of their relative ability to produce. 
Especially with regard to the class of short-line workers, underperformance was 
accompanied by personality traits that were equally relevant for managing the 
shop floor. These workers felt inferior, were keen to distract others and were 
often found among those who started arguments in their departments. Because 
the length of the line was the only access to the additional features of worker 
subjectivity, however, a more fine-grained categorization of workers was beyond 
the scope of the engineers. A new, ‘deeper’ understanding of workers became 
possible only after the emergence of other expert communities.

 The materialism and mechanistic responsiveness of the incentivizable 
subject also defined the role of the governor vis-à-vis the governed. The engineers 
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had specific figures in mind when they reflected on the role these governors had 
to play: executives, superintendents and foremen in large industrial organizations. 
What was the rational course of action for the industrial manager who wished 
to induce the workers under his command? First, the executive should install a 
wage incentive scheme that offered a monetary reward to workers who exerted 
themselves and increased their output. That scheme should be so designed 
that there would be no need for future wage cuts. Management could keep the 
workers motivated by guaranteeing that piece rates would remain the same, once 
they had been established. Second, the lower management representatives—
superintendents and foremen—should assist the worker in attaining goals and 
achieving the material rewards he or she desired. Instruction cards could be used 
to explain what needed to be done and the most efficient way to do it. If workers 
followed these instructions carefully, they would be able to earn the higher piece 
rate. Performance charts would have a similar instructive function. They would 
enable the attentive foreman, as well as the attentive worker, to discover the things 
that hampered the production process. When these obstacles had been eliminated, 
the worker would be able to complete his or her task and receive the bonus.

Industrial managers face maladjusted workers

The relationship of power that was central to the interwar management scientists 
was the same as the one addressed by the mechanical engineers. But that is as 
far as the resemblance between these authorities on incentives went. For one, 
the economists, psychologists and anthropologists of industrial organization 
delimited the incentivizable subject in a completely new way. First, the behavior 
of the worker was now explained by deeper instincts and inclinations that were 
largely beyond the worker’s control. Internal tensions would build up when 
outside circumstances prevented individuals from following their inclinations. 
The worker, who had no outlet for his or her frustrations, would suppress them 
until some trivial event on the shop floor triggered an excessive response. Second, 
the shop floor came to be considered a culture in its own right. The industrial 
anthropologist studied verbal communications, physical interactions, bonds of 
friendship and lingering antagonisms as if he were studying a foreign tribe. On 
the one hand, the working group was now viewed as something more than a set 
of individuals; it was a unity with a distinct set of norms and a set of strategies for 
maintaining those norms. On the other hand, the ethnographic researchers noted 
that the working group was far from homogeneous. There were different social 
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positions in the group, and it was made up of different kinds of workers. Third, 
the workers were now considered to be communicative beings who were eager to 
have discussions with their superiors rather than merely receiving orders from 
them.

At the end of the 1930s, the incentivizable subject was no longer a 
materialistic being with mechanical responses to monetary rewards. Instead, it 
had become a figure of considerable complexity that was either well-adjusted and 
productive or maladjusted and prone to cause problems within the organization. 
Similar to the three features of worker subjectivity discussed above, (mal)
adjustment could take place along different lines. The subject was now endowed 
with an inner equilibrium, which could be disturbed by harsh treatment from 
the supervisory staff; however, it could also be strengthened by opportunities to 
relieve stress. Moreover, the subject was part of a group and acted according to 
relatively fixed patterns of behavior. The robustness of social interactions fostered 
a stable balance in the organization that could, however, be disturbed by sweeping 
organizational changes and disruptive elements within the group itself. Finally, 
the subject felt more in line with organizational purposes when its views were 
taken seriously by management and would become frustrated when instructions 
were badly communicated.

The governors who faced this novel incentivizable subject could no longer 
rely on their earlier role. Establishing an adequate wage incentive scheme and 
providing assistance where needed could not sufficiently address the various 
kinds of maladjustment. The manager or foreman had to be attentive to the 
mental and social processes on the work floor and also had to engage in friendly 
conversations with the workers. Thus, the proposal for a new class of personnel 
counselors, ones who would speak with workers in an open yet authoritative way, 
set an example for the new role of the governor. The personnel counselor was 
the most approachable management representative; he or she who could offer 
guidance and simultaneously gather vital information about conditions and 
moods on the shop floor. The open conversation was thus a way for management 
to get to know the workers, while at the same time making them feel at ease and 
fostering their adjustment to industrial conditions.

Principals face self-interested agents

Although the relationship between employer and employee was also addressed by 
postwar economists who were concerned with incentives, it was now considered 
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to be only a special case within a wider range of relationships of power. The 
interaction between governor and governed was no longer defined by a single 
site (i.e., the shop floor) on which that interaction occurred, but by the type 
of problem faced by anyone in charge. These economists viewed information 
asymmetry, rather than motivation, as the pivotal issue in relationships of power 
because it thwarted public- and private-sector principals’ ability to change agents’ 
courses of action.

Indeed, the issue of motivation was excluded from the economic debate 
about allocation of resources and information asymmetry; it was seen as something 
that belonged to other sciences. The question of what actually motivated people 
should best be left to psychologists or sociologists, not to economists. Hurwicz’s 
formalization of the communication process between a central coordinator and 
a set of participants to the economic mechanism (i.e., mechanism design theory) 
equally ignored the issue of human agency; he was initially preoccupied with 
building formal models of the messages they sent from one to the other. Things 
began to change as economists realized that people were not necessarily angels—
truthful and concerned about others. Instead, participants often acted out of self-
interest; thus they might be inclined to violate the planning rule designed by the 
coordinator if doing so would be to their advantage. Game theory subsequently 
offered mechanism design theorists the opportunity to characterize the self-
interested individual in a mathematical way. In game theoretic terms, the individual 
was a strategic agent who optimized his own gains by constantly changing his 
tactics based on the strategies of other agents. In terms of information asymmetry 
then, the self-interested agent would exploit the informational advantage he had 
vis-à-vis the principal whenever the circumstances allowed him to do so. 

For all its mathematical sophistication—or precisely because of it—
mechanism design theory had a very narrow conception of the incentivizable 
subject in comparison with the elaborate conception of the interwar management 
scientists—and that was its main strength. The more abstract delimitation of the 
incentivizable subject as a self-interested and strategic agent made it possible to 
think of the problem of government in a far broader sense than engineers and the 
social and behavioral scientists had done before. The incentivizable subject was 
no longer the circumscribed figure of the materialist worker or the maladjusted 
industrial employee, but now appeared anytime information asymmetry could be 
said to occur.

The proliferation of the surfaces on which the incentivizable subject thus 
emerged was closely related to the expansion of the range of governors that faced 
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it. In this rationalization of government, the self-interested agent became the 
adversary of all principals, who lacked direct access to the characteristics, the 
effort or the performance of the individuals they tried to govern. The fact that 
the incentivizable subject was no longer found in a particular location, such as 
the industrial shop floor, called for a new awareness from public- and private-
sector governors. A rational governor should keep watch for possible instances of 
information asymmetry that could be exploited by self-interested agents. When 
such situations are found, a rational governor should design procedures that reveal 
the knowledge agents try to hide. In other words, the informational or behavioral 
strategies of agents should be addressed with targeted incentive schemes. When 
the incentive is adequate, the goals of the agents can be made compatible with 
those of the principal.

7.2 From discipline to incentives 

as a technique of power

As one aspect of governmentality, the formation of the incentivizable subject 
as an object of knowledge and the specification of the role played by those in 
charge culminated in three relationships of power: In the work of the engineers, 
the industrial manager faced materialist workers and foremen. In the interwar 
science of management, the industrial managers faced maladjusted workers. In 
the postwar economics of incentives, public- and private-sector principals faced 
self-interested agents who made strategic use of their informational surplus. 
However, the experts on incentives did not just define particular relationships 
between governor and governed; they also articulated how the former could wield 
power over the latter with the help of specific techniques. In this section, I will 
focus on the overlap between the three successive attempts to develop techniques 
of power that could be used to change the behavior of individuals and groups. 
Despite the conflicting ways in which subsequent authorities advocated the use of 
incentives, there has remained a common theme of governing by carrot and stick. 
I will highlight these shared features through a comparison of the incentive as a 
technique of power to the techniques of discipline studied by Foucault.

The starting point for Foucault’s analysis of the rationalizations of 
government was the idea that power was something other than brute force. Of 
course, Foucault did not doubt the existence of rulers who used violent means to 
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make people submit to their whims, but he thought that the phenomenon of power 
should not be reduced to the level of physical violence and submission. Foucault’s 
working definition of power was a relational one where someone tried to change 
the course of action of someone else. These relationships of power were always 
instable because there is at least the possibility that those who are governed resist 
the being governed thus. Those who govern therefore deploy tactics directed at 
certain aims and use certain instruments to gain the upper hand; hence Foucault’s 
emphasis on the groups of experts that articulated these aims and developed these 
instruments.

In his genealogy of imprisonment, Foucault traced the emergence of 
disciplinary techniques that were used “to act upon the behavior of individuals 
taken separately or in a group” (1998b, 463). The nature of these techniques was 
revealed by an extensive account of seventeenth- and eighteenth-century practices 
of wielding power in different institutional settings. According to Foucault, the 
introduction of techniques to discipline the labor force was bound up with the 
gradual emergence of capitalist modes of production. The gathering of workers 
into factories created an urgent need to acclimate laborers to new methods of 
production. Foucault identified three elements of the disciplinary methods 
used achieve this goal. First, there was a spatial element to discipline in that the 
working space of the factory hall was enclosed and divided into smaller segments. 
Thereby it would be easier to exercise control of the workers, keep track of their 
activities and prevent them from assembling for the wrong purposes. Second, the 
techniques of discipline had a strong temporal dimension: the workers had to 
work under a strict schedule in order to get used to the daily rhythms of factory 
life. In that way, it would be possible to secure a maximum exploitation of their 
time and energy. Third and not (yet) relevant to the factory, discipline was a social 
technique that created hierarchies between individuals and set new standards of 
normal behavior. By looking more broadly at these concrete practices of industrial 
government, Foucault was able to discern a trend in the objectives for maintaining 
discipline. Whereas disciplinary techniques were initially intertwined with the 
subject’s self-mastery, they lent themselves quite easily to the attempt to master 
the behavior of others. As a consequence, docility and utility became the most 
prominent objectives for disciplining individuals in different institutional settings. 
On an even more aggregate level, Foucault discerned a shift in the predominant 
modality of power over a long period of time. The waning of sovereign power, 
with its public spectacles of corporal punishment, was made possible by the 
gradual emergence of a panoptic society. 
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My genealogy of the incentive begins roughly a century after the emergence 
of disciplinary techniques in the factory. Large industrial organizations were by 
then part and parcel of the economic fabric. Can we say then that the process 
of disciplining the labor force was completed? Did the workers’ familiarity with 
the new factory conditions turn physical discipline into a minor problem? An 
affirmative answer to these questions would be too strong. It suffices to mention 
the severe physical discipline required by Frederick Taylor’s system of scientific 
management. What I can say, somewhat tentatively, is that the search for the 
incentive as a technique of power begins where the efficacy of disciplinary 
techniques ends. Or more accurately, that physical discipline came to be seen as 
a necessary condition for a productive workforce but certainly not a sufficient 
one. The question of how to best govern remained, even when the majority of 
workers were already quite used to the spatial and temporal aspects of the factory 
regime. As new classes of management experts realized that solving the problem 
of physical discipline was not equivalent to solving industrial problems, a range 
of novel questions were brought to the fore. Was the body of the laborer really 
the prime target for managerial intervention, or was there something ‘beyond 
it’ that management should get a hold on? And was the docile worker really 
the best a manager or foreman could hope for? A preliminary answer to these 
questions reveals the peculiar nature of the power of incentives compared to the 
power of discipline. The incentive is part of a technique for inducing people to 
strive for goals set by others. Incentives, as a positive inducement, are first and 
foremost meant to speak to the subject’s willingness to act. True, disciplinary 
power is also ‘positive’ in the sense that it makes for a more productive individual, 
but it does so in a more rigid, restrictive and generally negative way. Discipline 
submits the subject to a strict spatial and temporal regime; it does not challenge 
the subject to improve by offering well-selected rewards or by making the subject 
feel at ease. Therefore, we can say that incentives are more about ‘minds’ than 
about ‘bodies’ because they address the wishes and the expectations of those who 
are governed. Disciplinary techniques are primarily directed at the body—at its 
location in space, its movements through time and its place in a social hierarchy. 
Those who advocate the use of incentives take physical discipline more or less for 
granted. The incentive is meant to target something beyond the movements of the 
human body: a latent ambition, a desire for money or recognition, an emotional 
overreaction, a disturbed relationship with others or an optimizing strategy.

One should not push the basic differences between discipline and incentives 
too far. For although directed at the body, disciplinary techniques equally target 
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the habits, the moral inclinations and the conscience of the individual. Moreover, 
the techniques to incentivize individuals often incorporate elements of discipline. 
The Gantt chart, on which managers could draw the performance of individual 
workers, serves as an example here: they subjected employees to time schedules, 
relied heavily on the employee (self)surveillance and created a social hierarchy 
between employees. Below, I will provide a deeper comparison of incentives and 
discipline through an elaboration of three features that are characteristic of the 
use of incentives as a technique of power.

A newfound balance between seduction and threat

The first of these features concerns the balance between punishing people for 
undesirable actions and rewarding them for desirable ones. With regard to 
discipline, Foucault states that both rewards and punishment are made use of 
in practices of training and correction (1995, 180–181). Although privileges, 
rewards and gratification certainly play their part in disciplinary practices, the 
balance tips toward the punitive side when we take the complete set of measures 
into account. Incentives similarly work in two directions; they are a positive 
inducement for certain behaviors but also a negative inducement to refrain from 
other courses of action. In contrast to discipline however, the balance between 
reward and punishment, when governing by carrot and stick, certainly tips in 
favor of the former. Incentives are, above all, an inducement to act in a certain way 
by offering a monetary reward or increased contentment. The early mechanical 
engineers focused on the use of monetary rewards in a piece rate system, which 
offered workers an increased wage for increased production. If a worker saved on 
the costs of production, he was allowed a fair share in the efficiency gain (Towne); 
those who managed to save time got a premium (Halsey); and workers who were 
able to accomplish a task within the time limit were either paid according to a 
high piece rate or they received a bonus (Taylor, Gantt, Clark). 

The monetary incentive made way for individual and social adjustment as 
the main inducements to higher performance in the rationalization of government 
developed by interwar social scientists. What remained was the positive nature 
of incentives. The friendly rapport between supervisor and workers allowed the 
latter to achieve and keep a mental balance. In possession of an inner equilibrium, 
the workers were both willing and able to work hard work and to do so in a 
continuous manner (Mayo, Hall and Locke). The predominant moral codes found 
on the shop floor, moreover, gave the worker a sense of belonging to the group, 
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which increased their contentment. (Lloyd Warner, Dickson). Finally, workers felt 
that management took them seriously when they were allowed to have their say 
in organizational matters. This process of communication could take place either 
via worker representatives or via counselors and was important for maintaining a 
positive atmosphere at work (Roethlisberger, Mayo, Hall and Locke). The common 
denominator of these techniques of adjustment is that employees will have a 
positive incentive to exert themselves when they feel attached to the organization 
and its purpose.

The self-interested and strategic agent that we encountered in the economics 
of incentives was not concerned with feelings of attachment; yet it was equally 
susceptible to carrots. In Mises’s account of economic rivalry, capitalist entrepreneurs 
looked for more efficient ways to produce because they were influenced by the 
incentive of the profit motive. The incentive, according to Mises, must not be 
thought of as a specific element of a government program—quite the contrary. Only 
with the introduction of game theoretic notions of strategic agency in the design 
of economic mechanisms did the relevance of incentives for issues of government 
become apparent. The agent looks for opportunities to increase its utility level and 
is therefore willing to play by the rules if the reward for doing so is high enough. 
When the goals of the principal and the agent are not aligned, an adequate incentive 
must be offered so that they become compatible. The plea for teacher performance 
pay by Dutch economists is a good example of that belief in the realignment of 
interests by way of a positive inducement. When they began looking at the 
information and incentive structures in the educational field, the economists found 
that teachers could do as they pleased because their actions in the classroom could 
not be observed by school administrators. However, with the right measurement 
procedures and the right rewards for the best-performing teachers, the economists 
believed this weakness could be overcome. They therefore advocated that each 
teacher’s contribution to their students’ test scores should be made public, and a 
performance bonus should be used as a positive incentive to work up to standards.

Upon closer inspection, however, it has always been but a small step between 
the rewarding and punitive sides of incentives. The carrot went hand in hand with 
the stick as an inducement to the incentivizable subject. The method of differential 
rates developed under scientific management, for instance, was more than a positive 
incentive for laborers to work hard. The careful study of the movements, time and 
instruction needed to accomplish an industrial task made it possible to distinguish 
between a lower and a higher rate of pay. The high rate was for those who worked up 
to standard, whereas the low rate was for those who failed to meet it. The lower rate 
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was explicitly referred to as a punishment for the unwilling or incompetent worker, 
and it was significantly lower than the ordinary wage. Although not as harsh as 
Taylor’s differential piece rates, Gantt’s task and bonus system was also unequivocal 
in this regard. It offered a clear positive stimulus to the workers and foremen to 
increase their output in expectation of an additional reward. But at the same time, 
those classified as ‘short-line men’ knew what to expect in hard times. The unskilled 
workers who did not earn their bonus were well aware that they would be the first 
to be let go when work was scarce. Moreover, there was no place in the organization 
for the foreman who failed to solve the problems represented on the chart. The 
threat of being fired, Gantt thought, was a powerful incentive to speed up.

The development of more punitive incentives to accompany the positive 
ones holds equally true for the attempt to foster the adjustment of industrial 
personnel. Although the method of listening to difficult workers attentively 
and letting them voice their concerns was preferable, one could always resort 
to more punitive ways of getting the maladjusted individual back in line. When 
other methods failed, the supervisor had no other option but to appeal to the 
worker’s fears by taking away certain privileges or by threatening dismissal (Hall 
and Locke). The threat to exclude those who did not adjust easily, however, was 
strongest in the governance of the working group. Two examples support this 
claim. In the case of the Hawthorne experiments, the mental equilibrium reached 
by the five women workers required a major intervention on the part of the 
experimenters. Two women from the original experimental group were removed 
for uncooperative behavior and replaced by two other workers from the relay 
assembly department. Thus, even in the experimental phase, the researcher had 
already made clear that individuals who disrupted the atmosphere in the group 
and challenged the authority of management would not be tolerated (Mayo). In the 
second example, the behavior of difficult workers received equal attention in the 
elaboration on the makeup of the working group in a British factory. Not because 
these workers were on their way to better themselves, but because they belonged 
to a subset of employees who influenced the mood of the others in a negative way. 
The working group was too important a unit in the factory to let these different 
kinds of disruptive workers have their way: they were to be located and watched, 
and eventually replaced when things went truly awry (Hall and Locke).

When it comes to the punitive side of incentives in economics, the work of 
Dutch policy-oriented economists is again most illustrative. In chapter 6 I showed 
how performance pay came to be seen as the most promising policy measure 
to increase the output of education. A group of Dutch economists determined 
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that the information asymmetry between school administrators (principals) and 
teachers (agents) could be overcome by measuring the latters’ performance and 
providing them with a carrot. However, in educational systems, teachers are not 
the only agents with a surplus of knowledge—school administrators are much 
better informed about the performance of their schools than are politicians and 
parents. The solutions proposed for these two principal-agent problems show that 
negative inducements were crucial to the economists’ plan. At the government 
level, a lump-sum payment to schools (agents) provided the ministry of education 
(principals) with a tool to exert leverage. If a school performed badly, then it 
could be punished by diminishing the funds at its disposal. At the local level, the 
provision of information to parents (principals) made it easier for them to decide 
which school (agent) to choose. With schools ranked according to performance, 
parents were in a position to punish underperforming schools by voting with their 
feet: they could walk away from schools with poor performance records. Fearing a 
decrease in student enrollment, schools have an incentive to improve performance 
and thereby move up in the rankings. Thus, the principal has a stick to guide the 
agent in the right direction because the agent pays a penalty for inaction.

Willingness to act with the preservation of control

The second feature of the incentive as a technique of power is that it is less restrictive 
than discipline with regard to the possible actions available to the governed. In the 
development of disciplinary techniques of power, the docility of the worker became 
an essential objective. The ideal docile subject was fully devoted to productive 
activity and no longer prone to resist. Government by incentives, in contrast, left 
more room for the subject’s willingness to act. The experts discussed above did 
not opt for docility but for individuals who were willing to exert themselves. To be 
clear, though, both discipline and incentives are techniques of power, so being less 
restrictive is not the same as leaving the subject free to go its own way. Because 
incentives are designed to assist those in charge in coping with the behavior of 
individuals and groups, there must be a balance between the enticement to act 
on the one hand and the manipulability of the process on the other. This tension 
between voluntarism and manipulation exists in each of the three rationalizations 
of government I have studied. The attractiveness, for managers and politicians, of 
using incentives resides in this particular dichotomy:
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Incentives are an attractive tool for public policy and private management for two 

basic reasons. First, they seem to enhance freedom because they preserve choice 

and are an alternative to coercion. Second, they offer the promise of an easy solution, 

a “quick fix”: if you can get the price right, an incentive ought to produce predictable 

changes in behavior immediately (Grant 2012, 133).

Those who govern try to maintain a middle ground, with the help of incentives, 
between encouraging the effort and commitment of the governed while 
guaranteeing the controllability of the process.

The engineers of the late nineteenth century recognized that the cooperation 
of the worker was tied to the worker’s own interest in his or her material welfare. 
Thus, they developed their wage incentive systems with the unmotivated or 
soldiering worker in mind, and relied on monetary rewards to stimulate the 
worker’s latent ambitions. Frederick Taylor similarly admitted that the worker 
would not simply accept the principles of scientific management with open arms. 
A high piece rate was necessary to make willing and capable workers accomplish 
their industrial tasks—as was a low piece rate needed to punish unwilling workers. 
The use of Man Record Charts, finally, was intended to foster the self-management 
of the workers. The public display of their performance should encourage each 
worker to bring any problem in the production process to the attention of the 
foreman. 

Yet even though the individual engineers differed in the specific technique 
each advocated for addressing the material interests of the workers, they all 
served the same industrial clients. Executives had to be reassured that the role 
the engineers granted to the initiative or ambition of the worker did not impair 
management’s control of the industrial process. This reassurance is manifest in each 
of the proposals for the improvement of industrial management: the materialism 
of the wage incentive systems came with the predictability of human behavior in 
organizations; the differential piece rate was part of a management program to 
exercise strict control over the shop floor through a set of instructions regarding 
time limits and bodily movements; and the charting of worker performance 
not only contributed to their self-management but also guaranteed increased 
surveillance and guidance from above.

The human-relations approach to management, developed by Mayo and 
others, shows a similar combination of enticement and controllability: it “codified 
a managerial perspective that recognized the necessity of gaining the active 
support and participation of workers, while retaining all the key elements of 
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managerial control” (Gillespie 1993, 210). The codification of these two elements 
is noticeable in each of the three techniques of power developed in the interwar 
period. First, a productive workforce was one who felt at ease. Once individuals 
had acquired a stable mental equilibrium, they would be motivated to work 
hard and continuously by themselves—both to their own satisfaction and to the 
satisfaction of management. The balance required for such an active attitude on 
the part of the workers, however, was a delicate one that could only emerge and be 
maintained when management was fully in control of the mental life of the worker. 
An array of attentive managers should bring ready relief from the recurring states 
of tension among the workers. Second, the workers were granted some autonomy 
to keep up their own moral codes of behavior. These codes were not always 
directly beneficial to high productivity, but they did provide the organization with 
a certain stability. Again, management could be reassured that social processes on 
the work floor were not totally beyond its control. For instance, managers could 
still implement measures to make the organization more efficient, as long as they 
adjusted the pace of transformation so that the working group could adapt to the 
new circumstances. Moreover, they could also directly target socially maladjusted 
individuals, who were prone to spoil the mood of the group and to challenge the 
authority of the foreman or superintendent. Finally, the management scientists 
emphasized that good communication with supervisors was important in fostering 
a cooperative attitude among the workers. They therefore offered methods by 
which communication processes could be steered in the right direction. In the 
end, however, it was up to managers to keep the channels of communication open, 
thereby securing the cooperation of the workers.

 Such concrete advice to managers was not the intent of the economists 
who studied incentives over the past four decades. Yet on an abstract level, the 
models developed by mechanism design theorists showed a similar combination 
of voluntariness and mechanical manipulability. In models of the interactions 
between principals and agents, the possibility for the agent to ‘opt out’ was one of 
the basic requirements. Therefore, instead of coercion, the principal had to make 
the preferred courses of action attractive to the agent. The need for incentives to 
realign the goals of the agent with those of the principal, however, went hand in 
hand with the idea that controlled manipulations of the economic mechanism 
would lead to predictable behavioral outcomes. The formalization of the self-
interested agent made it possible for economists to calculate the agent’s choice of 
strategies under different conditions. This combination of voluntary action and 
control remained once the interaction between principal and agent had become 
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a more concrete issue. In the Dutch educational system, for instance, teachers 
(agents) knew more about their own performance than did the administration 
(principal). However, the policy of performance pay, advocated by CPB 
economists, allowed the principal to control the incentive, and, at the same time, 
spoke to teachers’ ambitions to better themselves. The mechanical outlook of these 
economic experts was revealed by their belief that performance pay for teachers 
would eventually result in a single, positive effect on the long-term economic 
growth of the country. Thus, in their view, human behavior was so predictable and 
manipulable that a particular policy measure would result in a uniform response 
on the part of the governed, and this response would be stable enough to use it 
in calculations of future effects. The other education policy measures proposed 
by this group were equally based on strong expectations of what would happen 
when measurement procedures revealed the characteristics of the agents. In each 
proposal, the agents were given room to maneuver; but they were never beyond 
the grasp of the techniques of power wielded by the principal.

From individual to collective and vice versa 

The third and final feature that separates discipline from incentives has to do 
with the intended transformation of the collective through the targeting of the 
individual and vice versa. The introduction of disciplinary techniques in the 
factory made it possible to individualize an amorphous mass of people into a 
set of productive and docile workers. The disciplined individuals could then be 
used as elements in the formation of a new collective. After all, discipline was also 
an art of composition—an art of composing the bodily movements of separate 
individuals in order to achieve a higher purpose. In this process the individual 
was corrected via a set of restrictions and the use of punitive measures to enforce 
compliance. The individual and the group are equally present in the concept of the 
incentive as a technique of power. 

The incentive is certainly a technique that specifically targets the behavior of 
individuals, but it does not merely individualize. When we consider the individual 
and the collective as correlative to a technique of power, then the incentive is 
an instrument that is used by those in charge to split up existing collectives. It 
either contributes to the emergence of new collectives or strengthens the vertical 
relationship between governors and the governed. On the one hand, then, the use 
of incentives is part of a deconstructive strategy to dismantle a collective that is 
perceived as dangerous or inefficient. On the other hand, the use of incentives is 
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part of a reconstructive strategy to build a collective that is expected to behave in 
an efficient and harmless manner.

The thematic of individual and collective first came to the surface in the 
wage incentive methods developed by the mechanical engineers. We find it, for 
instance, in Frederick Halsey’s critique of Towne’s proposal for gain-sharing. 
According to Halsey, Towne’s method relied too much on the collective effort of 
workers to enhance their own efficiency. When the method of remuneration failed 
to reward the individual worker for his own contribution, Halsey reasoned, he 
would simply look at the laziness of his colleagues and decide not to exert himself. 
When left to itself, the group would temper the working pace, even among those 
who were willing to work harder. To deconstruct the collective laziness of the 
workers, Halsey developed a method of remuneration that spoke directly to the 
material interest of the individual. Workers were no longer discouraged by others 
but worked only with the premium plan in mind. Frederick Taylor’s managerial 
interventions were also targeted at the collective; he intended to “break down 
worker solidarity” (Gillespie 1993, 48). There were two ways in which Taylor 
viewed the solidarity between workers as harmful to management. First, workers 
relished their traditional ways of working and their own practices of instructing 
new workers; they were therefore resistant to what they saw as management 
intrusions into their domains. Second, workers gathered in the modern collectives 
of labor unions, which strengthened them in their conviction that wage rates 
should be settled by collective bargaining. To target the first collective and make 
tradition obsolete, Taylor promoted the scientific study of time and motion. His 
studies resulted in the establishment of the best working methods, taught through 
the use of instruction cards, to achieve high standards of performance. Taylor 
equally favored the use of experiments to determine how high the differential 
piece rate should be. When scientific experiments had revealed the true price of 
labor, there was no room for bargaining over wages and no need for the union 
to step in. The intended result of this deconstructive effort was a group of hard-
working employees who obeyed the principles of scientific management. For 
Gantt, finally, the main collective organizational problem lay in the nature of 
the relationships that prevailed within industrial organizations. In the absence 
of techniques for measuring the performance of individuals and groups, the 
existing informal relationships on the shop floor fostered favoritism and special 
privileges among the workers and foremen. But whereas Halsey and Taylor opted 
for stronger vertical ties between management and worker, Gantt tried to create 
a new kind of collective. With the full-scale introduction of Gantt charts, the 
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decisions about bonuses and promotions were no longer based on impressions 
but on facts; thereby, the earlier ties of privilege and favoritism should disappear. 
Moreover, the Gantt chart was a device that each individual worker could use 
to compare himself with all the others. It made the differences between workers 
visible, which enabled individuals to see their ‘objective’ place in the hierarchy. 
This gave the community of workers a strong moral imperative and resulted in 
a group of ambitious and cooperative workers who did not look for reasons to 
shirk; instead they looked for opportunities to lengthen their productivity lines.

With hindsight it is possible to discern the interplay of the individual and 
the collective in the management work of the mechanical engineers. Yet their 
idea of the material interest of the workers was too rudimentary to allow for a 
conception of the working group as something with a reality of its own. For the 
social and behavioral scientists of the interwar period, however, the working 
group was definitely something to discuss in its own terms. For Elton Mayo, the 
collective adversary was the same as the one targeted by Taylor. According to 
Mayo, the labor unions—and especially their leaders—were keen to arouse the 
easily agitated mind of the industrial worker. Yet the means by which unionized 
labor could be fought differed significantly. To prevent collectivization one 
had to address the individual with a therapeutic managerial technique. The 
personnel counselor should use a free conversational style in communicating 
with individual workers in order to relieve them of stress. The achieved mental 
balance of the workers would make them less prone to seeking a collective outlet 
for their buildup of internal resentments. On a smaller scale, management could 
also address collectives in a more direct manner. Again, the individual would 
be the primary target for changing the makeup of the working group. But this 
time the individual would be of a more circumscribed kind: the difficult worker. 
Managerial techniques to locate and transfer difficult workers would not aim for 
the total disappearance of collectives; such a result would not be considered a 
good thing given the stabilizing functions of the morale and culture of the working 
group. Instead, management should opt for a healthy social dynamic that would 
not be harmful for the mood of the workers or detrimental to the level of output 
they were able to achieve. All in all, the end result would be a group of workers 
who were mentally balanced and well-adjusted to one another, and who also had 
a good rapport with their superiors. 

Although the initial abstractness that characterized the economics of 
information and incentives may seem to offer little in terms of the groups that 
became such a central feature of the preceding governmentality, the move 
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from individual to collective and back is there nonetheless. Similarly, with the 
introduction of game theory, the principal was confronted with strategic and 
self-interested agents; yet these individual agents interacted with one another as 
well as with the principal, and were thus bound together by the nature of the 
game they played. Therefore, the principal did not face the individuals one by 
one but as a group, and he could only maximize his own utility when the agents 
were in equilibrium. The use of principal-agent theory by a more policy-oriented 
circle of experts brings us closer to a reconfiguration of the way in which different 
individuals interact with one another. The CPB economists, for instance, thought 
that the transparency brought about by measuring the performance of schools 
and teachers would lead to a transfer of power from the agents to the principals. 
Thus, the end point envisaged was one where the rules of the game had changed: 
The underperformance of teachers, made possible by a surplus of information on 
their part, would give way to a competition for bonuses. The underperformance 
of schools, due to a lack of information on the part of parents and government 
agencies, would be replaced by a fierce competition for students among schools 
of a certain region. In those competitive games there would only be winners and 
losers. On the political level, the Dutch State Secretary of Education added a 
distinct flavor to the intended transformation. He insisted that performance pay—
though targeted at individuals and teams—would also help to break the culture 
of equality in Dutch education; thereby creating a new culture of achievement-
oriented employees. In such a culture, only the best teachers would be selected 
and honored as examples for the rest. The introduction of monetary incentives in 
education was thus a deconstructive and reconstructive effort, all in one.

7.3 Beyond self-evidence

Foucault focused on particular kinds of figures as he analyzed succeeding 
rationalizations of government. In his history of governmentality we come 
across theologians, who attempted to define the connection between earthly 
and heavenly powers and the right way to govern the flock; political thinkers, 
who conceptualized the state as an autonomous entity in competition with 
other states; and philosophers, who tried to determine when the wielding of 
sovereign power was no longer legitimate. Of course, philosophy is a blooming 
academic discipline, and one can still study theology. But are philosophers or 
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theologians the most obvious figures to look to for contemporary rationalizations 
of government? My study suggests they are not. From the end of the nineteenth 
century onward, new political thinkers emerged and established themselves as 
experts on power: engineers, who extended their expertise to matters of industrial 
government and consultancy; social and behavioral scientists, who developed 
new instruments for managing workers and tried to gain entrance into business 
circles; and economists, who were engaged in the design of highly abstract models 
of information and incentives as well as mundane practices of political advising 
and advocacy of particular policy measures. 

When viewed from a distance, incentives appear as a distinct kind of power 
in the work of these experts on government. The comparison between discipline 
and incentives in the previous section shows that, by looking beyond the 
particularities of each governmentality, we can identify the overarching features of 
the incentive as a technique of power. First, incentives have a positive connotation 
in that they are meant to induce the subject to behave in a certain manner. By 
offering incentives the governor can convince individuals to choose a course of 
action that is beneficial to the governor. When the carrot fails to bring the desired 
result, however, the stick is always ready to hand. Second, incentives contain a 
promise to those who govern: the governed will be willing to act appropriately 
while, at the same time, the governor will remain in control of the process. When 
incentives are adequate, they will provide the governor with a set of individuals 
who are motivated to give their best, and whose behavior or output can therefore 
be monitored from a distance. Third, the possibility of governing from afar is 
further strengthened by the reconfiguration of the collective that will follow from 
targeting the individual. The incentivized subject will thus be embedded in a new 
collective, one that contains other individuals who survey its moves, react to its 
behavior, and exert pressure to perform.

The incentive may seem to be a simple and obvious instrument for tackling 
well-defined problems in one area of life or another—be it late nineteenth-century 
industrial shop floors or early twenty-first-century classrooms. In tracing the 
conceptual and institutional contexts through which the incentive has traveled, 
however, the preceding genealogy revealed a new form of power that was more 
complex in nature and contingent in its development. In line with the epigraph by 
Foucault, I have attempted to provide an indication of the fragility of our thoughts 
about and our uses of incentives as new form of power. This emphasis on fragility 
and contingency comes from Foucault’s normative agenda. His genealogical 
studies were normative in the sense that they attempted to strip contemporary 
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discursive and nondiscursive practices of their self-evidence. Without histories 
of the present, we are limited in our thoughts and actions because we take certain 
things for granted. With this caution in mind, we might ask: In what ways is our 
understanding of human behavior and our attempts to govern it limited by the 
self-evidence of incentives? Of course, one cannot simply deduce the answer to 
that question from a historical-philosophical inquiry into the emergence and 
development of incentives as a nexus of power/knowledge. But the genealogy of 
the incentive does make it possible to explore, however tentatively, what it means 
to go beyond the current framework of incentive-infused rationalizations of 
government. To do so, I will focus on three aspects of the relationship between 
governors and governed, which we may wish to reconsider: the role ascribed to the 
governor; the expectations regarding the thoughts and behavior of the governed; 
and the kinds of relationships established between both parties. 

The governor

In the first aspect of the relationships of power, the rationalizations of government 
gave those who govern a circumscribed role to play. Governors were reassured 
that they could change the behavior of individuals by offering (mainly) positive 
inducements, such as rewards, relief and contentment, in order to secure the 
willingness of the governed. Moreover, governors could be tempted by the promise 
that interventions targeted at individuals would lead to a controlled reform of the 
collective. In what way, though, do the rationalizations of government, surveyed 
above, actually limit the governors who are captured by the promises of incentives? 
What are the alternative courses of action that may disappear from view when we 
see incentives as the only option for governing? 

Discipline would be an obvious candidate for an alternative method 
of governance. For although incentives are meant to change the behavior of 
individuals, there is no intent to transform the inner self of the governed. In 
contrast to disciplinary practices that target the human body so as to transform 
the human soul, practices of incentivization presume that people are who they are 
and that they should be governed by their desires, dispositions and interests. The 
articulation of clear and universal (legal) rules, and the creation of institutions 
to enforce them, could be another alternative method. Should those who govern 
really concern themselves with the willingness of the governed, or should they 
just establish what is allowed and forbidden, and then hold people those limits? 
While considering alternative methods of governing, we should also reflect on 
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whether governing through adequate incentive schemes suppresses the moral 
or symbolic dimensions of wielding power. The conception of government as a 
technical endeavor may seem shallow if authority is conceived of as something 
that entails recognition—implicit or explicit—by the governed.

The governed

As a second aspect of the relationships of power, the rationalizations of government 
all contained a particular conception of the governed. Each governmentality 
came with circumscribed expectations about the thoughts and behaviors of the 
incentivizable subject. The final conception of the human subject that emerged 
was that of the individual who acts out of self-interest, and who is caught up in a 
game to compete with others over scarce goods. A combination of wage incentive 
schemes and performance measurements comes naturally when people like to 
compete and to be rewarded for their achievements. My genealogy reveals that 
the conception of human action only appeared in postwar economics after 
it had been made immune from anything that hinted at the mental and social 
complexity of the agents. But what if the interwar social and behavioral scientists 
were right to criticize the narrow conceptions of human motivation that were seen 
in the work of engineers and contemporary economists? What would happen if 
we inserted the interwar conception of the incentivizable subject—instead of the 
game theoretical one—into the models of information exchange? 

In such a model, people would consider themselves to be part of a group, such 
as an organization, department, section or team, and therefore may not be so keen 
to compete with one another as individuals. The fact that competition drives some 
individuals to great achievements does not mean that it can be simply imported 
into a domain that was not competitive before. If we follow this line of reasoning, 
the third rationalization of government, with its game theoretic conception of 
self-interested strategies, does not do justice to the conditions that must be met 
before competition can begin to have beneficial effects. Moreover, the focus on the 
high(er) performance of the winners ignores the question of what the game has to 
offer for those who lose. Postwar economists seem to resume that individuals are 
good losers and that they will continue to strive for rewards even after they have 
lost many rounds. But what if the introduction of incentives leads to indifference 
when the bonus is considered beyond reach—as Mayo said was the case with the 
Philadelphia spinners? Equally, the game played by individual agents would look 
very different if we put some more malicious sentiments in their heads. What if 
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we substituted the sentiment of esteem that leads individuals to imitate those who 
are heralded as excellent, with one of resentment that leads the grudge-bearer or 
chronic failure to disrupt the process and start a fight? Finally, we could also give 
a rudimentary idea of justice to those who are governed. When groups of people 
have their own ideas about justice—as the group of bank wirers at Hawthorne 
had, with their idea of a fair day’s work—the question of what would happen if the 
distribution of rewards were perceived as unjust becomes urgent. In addition, the 
sense of injustice would likely be aggravated if the incentive to perform actually 
became an incentive to cheat.

The relationship between governor and governed

In regard to the third aspect of relationships of power, each of the rationalizations 
of government was found to contain a particular kind of relationship between 
those who govern and those who are governed. Given their intent to preserve 
control, the authorities on government had an ambivalent disposition toward 
the active support required by the governed. Governors needed to secure the 
willingness of the governed, but only to the extent that this willingness contributed 
to the governor’s own goals. As a final attempt to go beyond what is taken for 
granted in these governmentalities, we may ask: Do the fixed roles ascribed to 
both governors and governed strengthen the hierarchical relationship between a 
set of individuals who wield power, assisted by experts on the matter, and a set of 
individuals over whom power is wielded? What if the willingness to participate 
were to be understood in a wider, more democratic sense in which the governed 
actually have a say in the governmental process? That would include not only the 
ability to assist the governor in achieving goals, but also the possibility to challenge 
and transform the plans that are currently on the table. When the relationships 
between governor and governed are conceived of in this manner, the negative 
conception of the governed—whether it be the soldiering worker or the self-
interested agent—that was fostered by the experts on incentives, is replaced by a 
conception of relationships of power as being dynamic and agonistic, involving 
situations in which the goals are equally contested by both parties.
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1 In a review essay on recent popularizations of 
economic science the same imagery returns in a 
discussion of the instruments at the disposal of central 
government. It could use taxes as “the proverbial 
stick by deterring people from doing things that they 
otherwise would have done” whereas it could also 
provide a subsidy as “the proverbial carrot by inducing 
people to do certain things they otherwise would not 
have done” (Vromen 2009, 92).

2 Perhaps this is due to the current division of labor 
between those who practice and those who reflect 
on economics. On the one hand, postwar economists 
may be said to lack the historical interest and 
philosophical inclination to question the assumptions 
and trajectory of their own discipline. On the other 
hand, the history and methodology of economics has 
become a subdiscipline in its own right, with journals 
and conferences that engage only a small circle of 
specialists who have little exchange with or influence 
on practicing economists.

3 The narrative provided by Laffont and Martimort, is 
a good example of the kind of history found in scientific 
textbooks. The purpose and pitfalls of historical 
digressions in textbooks were nicely captured by 
Thomas Kuhn when he said that “the aim of such books 

is persuasive and pedagogic; a concept of science 
drawn from them is no more likely to fit the enterprise 
that produced them than an image of a national culture 
drawn from a tourist brochure or a language text” (1996, 
1). When seen through this lens, two aspects of Laffont 
and Martimort's narrative attract attention. First, they 
make a sharp distinction between ‘history’ and ‘present’. 
They placed their historical reflections in a preliminary 
chapter, whereas, in the remaining eight chapters, they 
summarized and systematized recent developments in 
the economics of incentives without further recourse 
to history. Second, they reconstructed the impact of 
incentives in economic thought based on the current 
importance of the subfield. Indeed, during the so-called 
incentive revolution of the seventies, only a small subset 
of the authors they discussed actually played a role in 
the incentive-focused articles published at that time.

4 With the ‘state’ as a new level of political reflection 
and action also came a series of normative questions 
about the legitimacy of its interventions. In light of the 
constitution of the state as an autonomous domain 
of action, contemporary political thinkers developed 
notions of ‘natural law’ and ‘social contract’ to 
determine when citizens still had to obey the authority 
of the state and when they were no longer bound by 
its laws (Foucault 2008, 6–10). 
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5 In his final studies and lectures of the 1980s, 
Foucault’s interest shifted again from power/
knowledge to questions about self-understanding and 
self-governance. Individuals have continuously sought 
to constitute themselves as a subject of knowledge 
and governance. The historical study of the ways in 
which humans were made subjects would therefore 
be incomplete without taking the technologies of the 
self into account (Foucault 1997; 1998, 460–461).

6 In The Order of Things, Foucault eliminated 
all traces of human agency from scientific inquiry 
and turned the production of knowledge into an 
anonymous process in which individual scientists were 
mere mediators between deep, discursive rules and 
surfaces of knowledge production. The subordination 
of traditional units of analysis, such as author, oeuvre 
and tradition, meant that the active role of scientists 
in shaping the object of inquiry was completely left 
out. Foucault’s reflections on the formation of objects 
in The Archaeology of Knowledge lay somewhat in 
between the archaeology of the human sciences and 
the genealogy of power and knowledge.

7 The discourse of psychopathology is Foucault’s 
specific example; but he chose it in order to facilitate 
his analysis and not because it is in any sense special 
(1972, 40).

8 Note that I extract these elements from the 
Archaeology of knowledge without the archaeological 
framework in which it is embedded. I do not pretend to 
have discovered the rules determining the production 
of statements about adequate inducements to action 
in the modern episteme. In this thesis I present a 
genealogy of the incentive, that is, a succession of 
related attempts to turn the incentivizable subject into 
an object of knowledge.

9 This was not the only time in Frederick Taylor’s 
writings on scientific management that labor relations 
were discussed in warlike terms (cf. Taylor 1998, 1, 
11).

10 Towne soon discovered that the actual connection 
between the effort of an individual and his reward was 
weak; therefore, he abandoned gain-sharing in 1893 
(Nelson 1995, 53).

11 When he published his paper on the premium 
plan, the plan was already in use in several factories 
in America. Halsey was the first, though, to demarcate 
and defend it vis-à-vis the other systems in vogue. 
Subsequently, the plan became popular in the United 
States and England (Drury 1922, 69–70).

12 Although Taylor and his pupils prided themselves 
for the harmony they brought to industry, the actual 
response to scientific management by foremen, 
workers and labor unions was not exactly peaceful. 
The strike at Watertown Arsenal, a committee of the 
House of Representatives investigating the broader 
effects of scientific management and the resistance of 
several labor unions and federations attest to the fact 
that time study and wage incentive plans were far from 
uncontested (Nelson 1995, 60–61; Aitken 1985, 
135). On the basis of these practical experiences 
“some of Taylor’s disciples acknowledged that 
scientific management was arousing the class conflict 
it had been designed to avoid” (Waring 1991, 13).

13 See Wilson (2003) for an overview of the 
development and use of Gantt charts in the twentieth 
century.

14 Besides drawing the lines accurately, there were 
other concerns that had to be considered in the 
creation of Man Record Charts. It was important, for 
instance, to minimize the distortions that could occur 
when the charts were reproduced and compared. 
Therefore, the charts had to be created on paper of 
a specific type (16 lb. bond, no water marks) and 
size, with a specific typeface (Gill Sans), and in black 
ink. These specifications were necessary for the 
blueprinting or photographing of charts that enabled 
the further circulation of facts throughout the factory 
(Clark 1942, 8–12).

15 Contrary to the widespread idea of workers 
who fiercely resisted scientific management, which 
they did on occasion (cf. note 10 above), the 
main opposition to the consulting engineers often 
came from managers. Gantt himself, for instance, 
had difficulties with the managers at both Sayles 
Bleachery and Joseph Bancroft & Sons, while other 
consulting engineers experienced similar difficulties 
in trying to transform other industrial firms (Nelson 
1995, 76).

16 At the same time, wage incentives also became 
popular among executives because they were 
“consistent with the American business ethos of 
competition and the profit motive” (Aitken, 1985, 
37). To say that they were popular, however, is not 
the same as saying that the engineers transformed 
industrial practice single handedly. The management 
systems of the consulting engineers were often only 
partially implemented as they had to adapt their ideas 
to their clients’ wishes (cf. Nelson 1995, 53).

17 In a sense, Taylor and Gantt had already moved 
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away from the wage issue as the predominant 
management problem. Yet when it came to incentives, 
their management systems still relied heavily on the 
inducement that came from the promise of increased 
wages.

18 For the sake of completeness, I note that there 
were American economists who held positive views 
regarding the effects of scientific management. 
Thorstein Veblen, for one, expected a rise in efficiency 
when it was introduced more widely; whereas Irving 
Fisher lauded Taylor for bridging the gap between 
scientific theory and industrial practice (Caldari 2007, 
58).

19 Although the field of economic science was far 
from homogeneous at the time, there were strong 
commonalities between British and American 
economists when it came to the problematization of 
current wage incentive systems. I discuss them here 
in order to set the stage for subsequent developments 
and not for thorough exploration of interwar pluralism 
in economics. As such, I will discuss neoclassical 
economists and institutional economists together. 

20 On the basis of these reflections, Pigou even 
went so far as to say that the state should sometimes 
impede “any threatened excess in the growth of giant 
businesses, whether these are publicly or privately 
owned” (1921, 183–184).

21 Chicago economist Paul Douglas gave Clark’s 
search for new incentives its most concrete shape. 
Douglas analyzed a great many autobiographies 
of high-profile scientists and businessmen to 
understand the reasons or motives behind their 
quests for success. As it turned out, some of the most 
famous scientists of the nineteenth century showed 
a profound indifference to the monetary reward for 
their activities. Whereas the businessmen reviewed 
by Douglas were not primarily driven by money, but 
by the “joy from the competition itself”, the “zest of 
business” and the “the power of creation” (1924, 
182).

22 Marshall postponed a full investigation of the 
wage problem until the second volume of Industry 
and Trade, which was ultimately never published. 
His remarks on wages in the first and only volume 
are mainly concerned with the controversy over and 
complexity of standard wages (Marshall 1932, 381). 
Pigou acknowledged that many labor sectors required 
a direct relationship between pay received and output 
delivered, but added certain requirements to the 
way that relationship was established. Methods of 

remuneration were not that important when interest 
in the activity itself drove people to work hard; but 
financial inducements were needed when it came to 
the performance of routine tasks. In many industries, 
however, the perceived unfairness of the rates made 
the introduction of piece wages a failure. To avoid 
friction and resentment among the laboring classes 
and make such incentives succeed, management had 
to actively seek the consent of the workers. One option 
was to give laborers a voice in the determination of the 
piece rates. Especially in countries such as England, 
where labor unions were strong, collective bargaining 
over wages could help to convince workers that the 
rates were fair (Pigou 1921, 436–445).

23 The lack of a technical program was not the 
only problem facing the economics profession in 
the interwar period. In the business community, 
their ideas may have been seen as a bit too radical 
(Gillespie 1993, 33–34). In contrast, the American 
institutional economists did have a more direct 
bearing on government planning at the national level 
(cf. Balisciano 1998, 157–160)

24 The sparse references to scientific literature in 
The Functions of the Executive are to Vilfredo Pareto’s 
treatise on sociology, to the Hawthorne experiments 
and its researchers and to Commons’s writings on 
labor economics (Barnard 1968, 202–205; Hoopes 
2002, 1019).

25 The research on incentives and adjustment at 
the Harvard Business School was not only important 
for its industrial relevance; it also left its mark on 
(organizational) sociology and anthropology after 
the Second World War. A very preliminary survey of 
anthropological and sociological work quickly reveals 
a rich tapestry of studies on workers, motivation, 
industrial organization and leadership that followed 
the Hawthorne studies. Anthropologist William 
Lloyd Warner—supervisor of the Bank Wiring Test 
at Hawthorne—was the principal researcher of 
the famous Yankee City Series. This ethnographic 
research by Warner and Low on workers in a shoe 
factory between 1930 and 1935 resulted in The 
Social System of the Modern Factory (1947). William 
Foote Whyte—author of a classic in urban sociology, 
Street Corner Society (1943)—was another social 
scientist involved in the Mayo’s research group. Whyte 
published his own ethnographic research in Money 
and Motivation: An Analysis of Incentives in Industry 
(1955). George Homans, thirdly, was a member of the 
Pareto Circle at Harvard, which also included Elton 
Mayo, Chester Barnard, Talcott Parsons and Robert 
Merton (Cot 2011). Homans (1941) wrote a report 
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on worker fatigue for the National Research Council. 
Moreover, he visited and talked with managers, union 
officials, and workers in Detroit about the causes of 
frequent wildcat strikes (Scott and Homans 1947). In 
The Human Group, Homans (1965 [1950]) reanalyzed 
Hawthorne data that came from the bank wiring room 
and synthesized the available ‘smallgroup research’. 
Later, he collaborated with Roethlisberger for a study 
on The Motivation, Productivity and Satisfaction of 
Workers (1958). Robert Merton’s 1947 article, “The 
Machine, the Worker and the Engineer” was also 
informed by the Hawthorne research, which he then 
incorporated into his theory of manifest and latent 
functions (1949). Finally, Alvin W. Gouldner (1950), 
edited a large number of contributions from members 
of the research network; he published these in a thick 
volume on leadership in modern society. As this brief 
list shows, many of the most well-known figures of the 
American social sciences profession were influenced 
by the Hawthorne research on human relations in 
industry.`

26 In pursuing the genealogy of the incentive, I follow 
the official accounts of the experiments as presented 
by Mayo and coworkers. The emphasis on the sudden 
‘discovery’ of the human factor in experiments that 
were meant to investigate the mechanical relationship 
between light and productivity was part of their 
strategy to constitute a new management style and 
not necessarily a good representation of actual 
experimental practice, as Gillespie has argued (1993, 
47, 65).

27 Both the choice of method and the justification 
for the inquiry reveal the influence of Mayo’s human 
relations school (cf. Hall and Locke 1938, 82; Gardner 
1940, 618).

28 The vulnerability of a technique that depends 
on the willingness of those interviewed was 
acknowledged by Florence, who wrote in a favorable 
review of Incentives and Contentment that “if the 
policy should become popular among employers with 
a different background, however, the interview might 
degenerate into an inquisition, and incentives would 
then be administered at the cost of contentment” 
(Florence 1939, 132).

29 Dickson stayed at Hawthorne for the rest of his 
career, but Warner continued with his anthropological 
study of American society. Together with a fellow 
anthropologist, and paid out of Mayo’s Rockefeller 
grant, he studied the small town of Newburyport in 
the early 1930s. This ethnographic research led to 
the famous Yankee City Series. In one of its volumes, 

Warner and Low set out to explain an unexpected strike 
in a shoe factory. While conducting the interviews 
and observations, they also found that the solidarity 
between workers of a certain department or team was 
related to their ethnic background. If the members of a 
working group had the same background, they could 
form a bloc more easily and this in turn gave them 
a better bargaining position vis-à-vis management. 
The wages of ethnically homogeneous groups were 
therefore significantly higher than the average wage 
of the factory worker. Again, the wage question was 
related to the social relations in the group (Warner and 
Low 1947, 92–98).

30 These sociograms subsequently found their 
way into mainstream sociology and were used by 
sociologists who were interested in human behavior 
in small groups (cf. Homans 1950).

31 I use ‘modest’ here to indicate that industrial 
democracy meant giving workers a voice but only in 
the issues that had a direct influence on their working 
life; no management consultant would opt for a 
‘radical’ proposal that would allow workers to have a 
say in company policy.

32 The verdict of the Program Committee of the 
Fourth World Congress of the Econometric Society 
that took place in 1980 corroborates the view that 
incentives quickly became a hot topic. According 
to the committee, the congress sought to cover 
“those areas in economic theory and econometrics 
where important research has come to light during 
the last five years” and the economics of incentives 
was one of those areas (Hildenbrand 1982). A later 
commentator equally confirmed that the “incentive-
based literature blossomed from the late 1970s 
onwards” (Mookherjee 2008, 241).

33 Socialist writers developed their own perspectives 
on the motivation to work as an alternative to the self-
interested behavior of entrepreneurs (cf. Grant 2012, 
143–144). Under socialism every individual knew that 
he worked primarily for the sake of society and this 
knowledge would “provide him with the most powerful 
incentive to do his best” (Mises 1963, 677). Mises 
dismissed this image of what motivates the individual 
in a socialist society as entirely fictitious.

34 Robbins explicitly alludes to Taylor’s management 
system in order to exclude it immediately thereafter: 
“Motion study, for instance, may yield generalizations 
applicable to more than one occupation. But motion 
study has nothing to do with economics” (1949, 33).
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35 The microeconomics of planning also had its roots 
in the work of economic experts during the Second 
World War: “Microeconomists dealt with all aspects 
of war mobilization, including resource allocation, 
price controls, incentives, and the conversion from 
one productive activity to another” (Goodwin 1998, 
63–64).

36 The portrayal of Hurwicz as the one who broke 
with the vagueness and verbalism of the past is 
consonant with the well-known figure of the individual 
innovator in hagiographic accounts of science. In this 
case, however, it is problematic to ascribe changes 
in a discipline’s perspective to an individual scientist 
without acknowledging the work of other scientists 
in that field. As Weintraub (2002) has shown, the 
mathematization of economics was not the work of a 
single scientist who was unhappy with the language 
being used. Instead, it was due to a complex process 
that was bound up with several contingent features 
such as problems in prevailing econometric research, 
conflicts between different policy-oriented institutions, 
critiques from economists on measurement without 
theory and abilities to raise private and public funding 
for further research. Moreover, while Maskin and 
Myerson are right in saying that things change when 
mathematical formalization and analytical frameworks 
enter the picture, reduction of ambiguity and instant 
precision are probably not the most subtle (or 
neutral) terms in which to evaluate these changes. 
It suffices to note that, when economists working 
within a mathematical framework seek a synonym for 
the incentive, they still use the vague and ordinary 
language verb ‘to induce’. More to the point is the idea 
that mathematical formalization redirects scientific 
interest toward certain themes and questions at the 
cost of others, and it strengthens the displacement of 
the governmental problem discussed in the previous 
section.

37 In addition, Marschak had also noted the issue of 
incentives in his less obscure “Elements for a Theory 
of Teams”. In that article, he developed a simple model 
for a team of two members that had to choose to 
act or not act on the basis of the information they 
had about the situation. Yet in modeling such simple 
teams, the question as to the particular interests of 
the individual members was explicitly left out. By 
treating the team as a single person with a single goal 
in mind, Marschak sought to eliminate “the difficult 
problem of bargaining and of incentives” (1955, 128). 
Although he recognized the potential problems of the 
decentralized nature of information and action, he thus 
postponed its investigation.

38 Pareto efficiency was the predominant, normative 
criterion used to judge whether the outcome of the 
mechanism was optimal for societal welfare. An 
economic mechanism was Pareto optimal if it led 
to an allocation of resources such that none of the 
individuals could be made better off without harming 
the utility level of another.

39 Costly verification refers to situations where the 
principal wants to review how the agent performed at 
the end of the contract. Verifying the performance of 
the agent brings costs with it—hence the term. Costly 
verification receives the least attention in the literature 
and will not be discussed further here.

40 Gailmard (in press) noticed that the flexibility of 
principal-agent theory was also “a sort of limitation” 
because of the fact that “within its domain of 
application there does not seem to be any pattern of 
behavior that a principal-agent model cannot explain”. 
This perceived limitation, however, has not hindered 
the proliferation of principals and agents discerned in 
the public sector.
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Managers, politicians and scientists frequently use the term ‘incentive’ in their 
explanations of human action. At the same time, individuals in the public and 
private sectors are now governed with the help of incentives: a bonus is an incentive 
for the banker to perform in an optimal way; the introduction of market forces 
in healthcare is an incentive for healthcare providers to use tax payers’ money 
efficiently; the public availability of information about school performance is an 
incentive for school administrators and teachers to work hard. In this thesis, I study 
the incentive from a theoretical and normative perspective inspired by the work of 
the French philosopher and historian Michel Foucault. To challenge the current 
self-evidence of the incentive as an explanatory term and instrument of power, I 
focus on the contingency that permeates the transformations in nineteenth- and 
twentieth-century thoughts about and uses of the carrot and the stick (chapter 1).

 One of the key themes in Foucault’s work is the relationship between 
the development of knowledge and the wielding of power. Sometimes, power is 
a very brute phenomenon, but more often, it is cloaked in discourses that try to 
rationalize its exercise and justify its existence. At the end of the 1970s, Foucault 
began to investigate the history of these rationalizations of government in detail. In 
particular, he focused on two interrelated aspects of different ‘governmentalities’ 
that were developed by Western thinkers from the Middle Ages to the twentieth 
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century. First, he studied the way the objects and objectives of political action 
were demarcated by different groups of (scientific) experts. Second, he studied 
the development of techniques with which the behavior of individuals and 
groups could be steered in a different direction. Similarly, in this thesis, I study 
three successive attempts to demarcate the ‘incentivizable subject’ as an object of 
knowledge and to design the techniques of power with which that subject could 
be governed (chapter 2).

 American engineers were the first professional authority in matters 
of incentives. They held a unique position in the late nineteenth century 
because they worked closely with the workers and foremen and, at the same 
time, had access to the higher echelons of management. For the engineers, the 
incentivization of employees was synonymous with the introduction of a variant 
of piece wages. Their proposals for industrial government became more refined as 
their understandings of wage incentives progressed. Frederick Taylor’s principles 
of scientific management and Henry Gantt’s system of charting each worker’s 
performance are exemplary of this development (chapter 3). 

 From the 1920s onward, the authority of the engineers was challenged by 
social scientists from a variety of disciplines. British and American economists 
criticized their one-sided focus on the material motives of workers. That criticism 
was not lost on a group of management scientists who, in the 1930s, moved 
industrial research in a novel direction. From a background in psychology, 
sociology and anthropology, these management scientists developed different 
explanations for employee behavior and developed a set of alternative techniques 
to bring the individual in harmony with him- or herself, with the working group 
and with managers and foremen (chapter 4). 

 It took until the 1970s for a new rationalization of governing with 
the help of incentives to come into being. This time, mathematically trained 
economists broadened the theoretical debate on socialism versus capitalism as 
rival allocation mechanisms, to include a number of problems that were faced by 
all who governed. In their models, these economists forged a link between central 
economic planning and the information that was available to economic actors on 
the local level. The optimal allocation of goods and services, therefore, required 
that economic actors reported their private information to the planner honestly. 
But what if they were not inclined to do so? Indeed, if individuals were acting 
out of self-interest, it would be rational for them to withhold information from 
the planner. To minimize such instances of information asymmetry, the planner 
would have to give each individual an incentive to speak truthfully (chapter 5).
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The relationship between information and incentives was developed 
further in the economic theory of principal and agent. The principal is someone 
who can only achieve his or her goals if a set of agents either honestly provides the 
necessary information or adequately performs certain actions. According to the 
economists, the world is inhabited by principals and agents; thereby, the idea took 
hold that governing with carrot and stick was not a local matter—as the engineers 
still thought—but that the information-incentive nexus could be located in a wide 
range of relationships between governors and governed in both the public and the 
private sectors. A study of the introduction of performance pay in Dutch primary 
and secondary education shows that principal-agent theory played a vital role in 
the articulation of alleged problems in the educational system and in the proposal 
of suitable solutions (chapter 6). 

 In the final chapter, I analyze in more detail a number of recurrent 
themes in the three incentive-infused governmentalities. These themes are the 
delimitation of the incentivizable subject and the role granted to the governor; 
the contrast between incentives and discipline as rival techniques of power; and 
the things that are taken for granted in the nineteenth- and twentieth-century 
views on and uses of the carrot and the stick as twin elements in a comprehensive 
program for wielding power over people (chapter 7).
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De term ‘prikkel’ – of: incentive – komt veelvuldig terug in de verklaringen 
die managers, politici en wetenschappers van menselijk handelen geven. 
Tegelijkertijd worden mensen vandaag de dag in zowel de private en publieke 
sector bestuurd met een beroep op de prikkel. Een bonus is een prikkel voor de 
bankier om optimaal te presteren; het introduceren van marktwerking in de zorg 
is een prikkel om efficiënter met belastinggeld om te gaan; het openbaar maken 
van prestaties van scholen levert een prikkel voor schoolbesturen en leraren om 
zich meer in te spannen. In dit proefschrift worden de verschuivingen blootgelegd 
in het denken over en gebruik van “de wortel en de stok” als instrumenten van 
bestuur. In methodologisch en theoretisch opzicht wordt daarbij gesteund op het 
werk van de Franse filosoof en historicus Michel Foucault (hoofdstuk 1). 

 Een van de kernthema’s in het werk van Foucault is de relatie tussen de 
ontwikkeling van kennis en het uitoefenen van macht. Soms is macht een bruut 
verschijnsel maar vaker wordt het omkleed door vertogen die haar uitoefening 
van een zekere rationaliteit pogen te voorzien. Aan het eind van de jaren ’70 begon 
Foucault de geschiedenis van deze rationaliteiten van bestuur te onderzoeken. 
Meer specifiek ging het hem daarbij om twee gerelateerde zaken. Enerzijds 
bestudeerde hij hoe het object van bestuurlijk handelen werd vormgegeven door 
verschillende groepen experts. Anderzijds richtte hij zich op de ontwikkeling 
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van technieken waarmee het handelen van individuen en groepen beïnvloed kon 
worden. In dit proefschrift worden drie opeenvolgende pogingen onderzocht om 
het ‘prikkelbare’ subject als object van kennis af te bakenen en de technieken te 
ontwikkelen waarmee dat subject van een adequate prikkel kon worden voorzien 
(hoofdstuk 2).

 Amerikaanse ingenieurs opereerden dichtbij de werkvloer maar hadden 
ook toegang had tot de hogere regionen van het industriële management. Als 
nieuwe professionele groep waren zij eind 19e eeuw de eersten die zich opwierpen 
als autoriteit inzake het gebruik van prikkels. Voor de ingenieurs stond het 
geven van een prikkel gelijk aan het introduceren van een variant van stukloon. 
Naarmate de reflectie op loonprikkels zich verder ontwikkelde, werden ook de 
bestuurstechnieken verfijnder. Het wetenschappelijk management van Frederick 
Taylor en Henry Gantt’s systeem om prestaties in kaart te brengen zijn exemplarisch 
voor die ontwikkeling (hoofdstuk 3).

 Vanaf de jaren ’20 werd het gezag van de ingenieurs uitgedaagd door 
wetenschappers uit verschillende sociaalwetenschappelijke disciplines. Britse 
en Amerikaanse economen problematiseerden hun eenzijdige gerichtheid op 
materiële motieven. De kritiek vanuit economische hoek werd opgepikt door een 
groep managementwetenschappers. Vanuit een achtergrond in de psychologie, 
sociologie en antropologie gaven zij een nieuwe wending aan het industrieel 
onderzoek. Daarbij kwamen zij uit bij geheel andere verklaringen van het 
handelen van werknemers en een reeks alternatieve technieken om het individu 
meer in harmonie te brengen met zichzelf, met de hem omringende groep en met 
het management (hoofdstuk 4).

 Het duurde tot de jaren ’70 voordat er een nieuwe rationalisering van het 
bestuur met prikkels ontwikkeld werd. Ditmaal waren het wiskundig geschoolde 
economen die, vanuit een theoretisch debat over socialisme en kapitalisme, een 
reeks problemen afbakenden waar elke bestuurder zich mee geconfronteerd 
zag. In hun modellen brachten zij een verband aan tussen centraal economisch 
plannen en kennis die op decentraal niveau bij verschillende economische 
actoren aanwezig was. Voor een optimale verdeling van goederen over die actoren 
was het noodzakelijk dat zij privé gegevens aan de planner doorgaven. Maar 
wat als de actoren die informatie nu niet wilden geven? Als de actoren enkel op 
hun eigenbelang gericht waren, dan zou het wel eens rationeel kunnen zijn om 
informatie achter te houden. Om deze informatieasymmetrie het hoofd te bieden, 
moest de planner elke actor een prikkel geven om hem of haar tot eerlijkheid aan 
te sporen (hoofdstuk 5). 
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De relatie tussen informatie en prikkels word verder uitgewerkt in de 
economische theorie van principaal en agent – ook wel ‘economie van de prikkel’ 
genoemd. De principaal is iemand die voor het bereiken van zijn doelen afhankelijk 
is van de informatie die door de agent verstrekt wordt of van de handelingen die 
door laatstgenoemde worden verricht. Volgens de economen werd de wereld 
bevolkt door principals and agents en zo kon het idee ontstaan dat het besturen 
met prikkels geen lokale aangelegenheid was – zoals de ingenieurs nog dachten 
– maar dat prikkels op veel gebieden in de private en publieke sector konden 
worden ingezet. Zoals de casus over de introductie van prestatiebeloning in het 
Nederlandse onderwijs uitwijst, was de economie van de prikkel een belangrijk 
bron voor beleid georiënteerde economen om problemen in de publieke sector te 
ontwaren en daar passende oplossingen voor aan te dragen (hoofdstuk 6).

 Teruggrijpend op de analyse van deze drie onderscheiden rationaliteiten 
van bestuur, breng ik in het slothoofdstuk een aantal thema’s meer specifiek voor 
het voetlicht. Het gaat daarbij om de verschuivingen in de aard van het te prikkelen 
subject en de rol die de bestuurder krijgt toegewezen; om de gemeenschappelijke 
elementen in de technieken om dat subject met behulp van prikkels te besturen; 
en om de vraag welke vanzelfsprekendheden er in ons denken over en besturen 
met prikkels aanwezig zijn (hoofdstuk 7).
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