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Abstr act

| use the metaphor "markets as politics" to create a
soci ol ogi cal view of action in markets. | devel op a conceptual
view of the social institutions that conprise markets, discuss a
soci ol ogi cal nodel of action in which market participants try to
create stable worlds and find social solutions to conpetition,
and di scuss how markets and states are intimately |inked. From
t hese foundations, | generate propositions about how politics in
mar kets work during various stages of market devel opnent--
formation, stability, and transformation. At the fornation of
mar kets, when actors in firns are trying to create a status
hi erarchy that enforces nonconpetitive forns of conpetition,
political action resenbles social novenents. In stable nmarkets,

i ncunbent firns defend their positions against challengers and
i nvaders. During periods of market transformation, invaders can

rei ntroduce nore fluid social -mvenent-Ilike conditions.



| nt roducti on

Most key insights of the sociol ogy of markets have been
framed as reactions to neocl assical econom c views of the
functioning of markets. Wiite (1981) suggested that stable
production markets were only possible if actors took one anot her
into account in their behavior, contrary to the basic assunption
of the neocl assical econom c view which stresses anonymty of
actors. Ganovetter (1985) extended this argunent, suggesting
that all fornms of economc interaction were centered in social
rel ati ons, what he called the enbeddedness of markets. Various
schol ars have presented evidence that market enbeddedness
produced effects that econom c nodels could not predict (Burt
1983; Zelizar 1983; Baker 1984; Fligstein 1990).

The enpirical literature has failed to clarify the precise
nature of the social enbeddedness of markets. G anovetter (1985)
argued that network rel atedness is the nost inportant construct.
Burt (1983) proposed that networks stand in for resource
dependence. Podol ny (1993) uses networks as a cause and
consequence of the creation of a status hierarchy. Fligstein
(1990) and Fligstein and Brantley (1992) argued that the soci al
relations within and across firns and their nore formal rel ations
to the state are pivotal to understandi ng how stable nmarkets
energe. Canpbell and Lindberg (1990) and Canpbell,

Hol | i ngsworth, and Lindberg (1991) took a simlar approach and



focused on the energence of what they call governance structures
in industries. Institutional theory in the organizational
literature argued that institutional entrepreneurs create new
sets of social arrangenents in organizational fields with the aid
of powerful organized interests, both inside and outside of the
state (D Maggi o 1989; D Maggi o and Powel | 1991).

These | atter perspectives have been buttressed by studies on
conparative industrial organization (Hamlton and Biggart 1988;
Chandl er 1990; Gerlach 1992) that show how state-firm
interactions in various societies have produced uni que cultures
of production. Industrial countries are not converging towards a
single form (Fligstein and Freel and 1995). Instead a plurality of
soci al relations have been observed that structure markets within
and across societies. These observations have chal |l enged the
neocl assi cal econom sts' view that markets select efficient forns
whi ch, over tinme, produce converge to a single form?

To push this debate forward, sociologists nust go beyond
docunenting the shortcom ngs of the neoclassical nodel. Thus, in
this paper, | begin to structure a new view fromthe existing
literature. The basic insight is that the social structures of
mar kets and the internal organization of firns are best viewed as
attenpts to mtigate the effects of conpetition with other firns.
| outline a political-cultural approach and | use the netaphor
"markets as politics" to discuss how these social structures cone

i nto exi stence, produce stable worlds, and are transforned.



The "markets as politics" nmetaphor has two di nensions.
view the formation of markets as part of state-building. Mdern
states with capitalist economes create the institutional
conditions for markets to be stable. | identify what institutions
are contested and view their construction as a political project
undertaken by powerful actors. Geat societal crises, such as
war, depression, or the entry of a nation into nodern devel opnent
are pivotal to understanding a society's econom c devel opnent.
Once in place, these "rules" of market-building and market
intervention are keys to understandi ng how new markets develop in
a society.

Second, | argue that processes within a narket reflect two
types of political projects: the internal firmpower struggle and
the power struggle across firns to control markets. These are
related "control" projects (Wite 1992). The internal power
struggle is about who will control the organization, howit wll
be organi zed, and how situations will be analyzed and responded
to. The winners of the internal power struggle will be those with
a conpelling vision of howto make the firmwork internally and
how to interact with the firms main conpetitors. | use a socia
novenent netaphor to characterize action in markets during market
creation or crisis.

The production of market institutions is a cultural project
in several ways. Property rights, governance structures,

conceptions of control, and rules of exchange define the soci al



institutions necessary to nmake markets. Econom c worlds are
social worlds; therefore, they operate according to principles

| i ke other social worlds. Actors engage in political actions vis-
a-vis one another and construct |ocal cultures to guide that
interaction (Geertz 1980).

An inportant purpose of this paper is to bring together the
ver si ons of econom c sociology that stress institutions with
those that stress networks and popul ati on ecol ogy. | use the
met aphor of "markets as politics" as the unifying construct which
focusses on how social structures are produced to control
conpetition and organize the firm M approach conbi nes key
features of the other perspectives, but fills in what | consider
to be inportant shortcom ngs of those theories. Institutional
theory in the organizational literature is concerned with the
construction of rules. But it lacks a theory of politics and
agency. Networks are at the core of markets to the degree that
they reflect social relations between actors. The major
limtation of the network approaches is that networks are sparse
social structures and it is difficult to see how they can account
for what we observe in markets. Put another way, they contain no
nodel of politics, no social preconditions for the economc
institutions in question, and no way to conceptualize how actors
construct their worlds (Powel|l and Smth-Doerr 1994). Popul ation
ecol ogy has usually taken the existence of niches or markets as a

gi ven, which would seemto be antithetical to a nore soci al



constructioni st approach. However, Hannan and Freeman (1985) have
argued that niches are social and political constructions, and
t hey di scussed how boundaries are fornmed. | el aborate such a

perspective, but wwth a nore explicitly political nodel.

MARKETS | NSTI TUTI ONS: SOVE DEFI NI TI ONS

My focus is on the organi zati on of nodern production markets
(White 1981). Markets refer to situations in which sone good or
service is sold to custoners for a price that is paid in noney (a
general i zed nedi um of exchange). The first problem for devel oping
a sociology of markets is to propose theoretically the social
institutions necessary as preconditions to the existence of such
markets. Institutions refer to shared rules, which can be | aws or
col l ective understandings, held in place by custom explicit, or
tacit agreenent. These institutions-- what can be called property
rights, governance structures, conceptions of control, and rules
of exchange-- enable actors in markets to organi ze thensel ves, to
conpete and cooperate, and to exchange.

Property rights are social relations that define who has
clainms on the profits of firnms (akin to what agency theorists
call "residual clains" on the free cash flow of firnms (Jensen and
Meckl i ng 1974; Fama 1980)). This | eaves open the issues of |egal
forms exist; the relationship between sharehol ders and enpl oyees,

| ocal communities, suppliers, and custoners; and the role of the



state in directing investnent, owning firnms, and protecting

wor kers. Unli ke agency theory, | argue that the constitution of
property rights is a continuous and contestable political

process, not the outcone of an efficient process (Roe 1994).
Organi zed groups from busi ness, |abor, governnment agencies, and
political parties will try to affect the constitution of property
rights.

Gover nance structures refer to the general rules in a
society that define relations of conpetition, cooperation, and
mar ket - specific definitions of how firnms should be organized.
These rules define the legal and illegal fornms of how firnms can
control conpetition. They take two forns: (1) laws and (2)
informal institutional practices. Laws called antitrust,
conpetition, or anticartel laws, exist in all advanced industri al
societies. The passage, enforcenment, and judicial interpretation
of these laws is contested (Fligstein 1990), and the content of
such laws varies wi dely across societies fromallow ng
cooperation or nergers between conpetitors to enforcing
conpetition.

Mar ket societies al so develop nore informal institutional
practices which are enbedded in existing organizations as
routines and are available to actors in other organizations. Sone
mechani snms of transm ssion are professional associations,
managenent consultants, and the exchange of professional nanagers

(Di Maggi o and Powel | 1983). These informal practices include how



to arrange a work organi zation (such as the nultidivisiona
form, howto wite |abor and nmanagenent contracts, and where to
draw t he boundaries of the firm They also include current views
of what constitutes legal and illegal behavior of firns.

The purpose of action in a given market is to create and
mai ntain stable worlds wthin and across firns that allow firns
to survive. Conceptions of control refer to understandi ngs that
structure perceptions of how a market works, that allow actors to
interpret their world, and act to control situations. A
conception of control is sinultaneously a worldview that allows
actors to interpret the actions of others and a reflection of how
the market is structured. Conceptions of control reflect market
specific agreenents between actors in firns on principles of
internal organization (ie., forns of hierarchy), tactics for
conpetition or cooperation, and the hierarchy or status ordering
of firms in a given market. A conception of control can be
t hought of as "local know edge" (CGeertz 1980). The state nust
ratify, help create, or at the very |east, not oppose a
conception of control.

Rul es of exchange define who can transact with whom and the
condi tions under which transactions are carried out. Rules nust
be established regarding shipping, billing, insurance, the
exchange of noney (i.e., banks), and the enforcenent of
contracts. These rul es becone even nore inportant across

societies. As with property rights, governance structures, and



conceptions of control, states are essential to the creation and

enforcenment of rules of exchange.

THE MODEL OF ACTI ON

The key insight of the perspective | propose here is that
there are two forns of potential sources of instability in
mar kets: (1) the tendency of firnms to undercut one another's
prices and (2) the problem of keeping the firmtogether as a
political coalition (March 1961). Market actors try to control
both sources of instability to pronote the survival of their
firm The goal of a conception of control is to erect social
under st andi ngs whereby firns can avoid direct price conpetition
and can solve their internal political problens.? These problens
are related, and the solution to one will be part of the solution
to the other.

The potential of price conpetition to underm ne market
structures is always there. Stable markets may |ast froma few
years to decades. In sone classically conpetitive markets, such
as restaurants and barber shops, stability has never energed.
Even in these markets, actors try to differentiate their products
to formniches to protect themfromprice conpetition (for
exanpl e, restaurants serving high-priced California cuisine). My
claimis not that actors in firns are al ways successful at

creating stable shelters fromprice conpetition, but the politics



of markets and the social organization of markets involve
attenpts to do so.

Mar ket actors live in murky worlds where it is never clear
whi ch actions will have which consequences. Yet, actors nust
construct an account of the world that interprets the nurkiness,
notivates and determ nes courses of action, and justifies the
action decided upon. In markets, the goal of action is to ensure
the survival of the firm No actor can determ ne which behaviors
Wi ll maximze profits (either a priori or post hoc) and action is
therefore directed toward the creation of stable worlds.

| ssues of internal organization revolve around producing
stabl e (reproduci ble) social relations. The intraorganizati onal
power struggle is about actors within the organi zati on nmaki ng
clains to solve the "critical" organi zational problens (Pfeffer
1981; March 1961). Actors need to have a coherent view of
organi zing that allows themto sinplify their decision-mnmaking
processes. Those actors that convince or defeat others wll be
able to define, analyze, and solve problens in their own terns.
They will also be the | eaders of the organization (Fligstein
1987). Once in place, a firmspecific conception of control
operates as a corporate cul ture.

What are sone of the common conpetitor-oriented strategies
used to control price conpetition? Actors often try to cooperate
Wi th conpetitors to share markets. Cartels, price controls,

creating barriers to entry, limting production, patents,



| i censi ng agreenents, and joint ownership of production
facilities are all tactics that firns use to divide markets. A
related tactic is to involve the state in regulation or
protective legislation that increases the odds of firm survival.

Actors sinmultaneously use two internal principles of
organi zation to indirectly control conpetition: (1) integration
and (2) diversification which is often acconpani ed by producing
mul tiple divisions in the organi zation. Integration can be
vertical (the nerger of suppliers or custoners) or horizontal
(the nerger with conpetitors). Vertical integration prevents
others fromthreatening valued i nputs or outputs. The integration
or nerger of a large share of an industry neans that a few firns
can control the market by tacitly agreeing not to threaten one
another's position through a price war. They often publicly
announce pricing and production decisions so that other firns can
follow suit.

Diversification inplies entering new markets to increase the
probability of firmsurvival. It begins with the differentiation
of a single product on the basis of quality or price (Wite
1981). To the degree that firnms are not conpeting because their
products differ, price conpetition will not threaten firm
exi stence.® Through diversification, a firmthat produces
mul tiple products can reduce their dependence on any one product,
and hence, increase the likelihood that the firmw Il survive.

This allows the firmto grow |l arger which increases firm



stability as well. Firnms search for new markets because there can
be huge gains to the first nover. Such gains help stabilize the
firm If markets fail to materialize or market conditions
deteriorate, a diversified firmcan exit a failed market w thout
threat to the |arger corporate entity. The production of nmultiple
products introduces internal control problens and actors are
constantly reorgani zing around vari ations of the hol di ng conpany
and rmultidivisional form (Fligstein 1985; Prechel 1994).

Actions to control conpetition can be thought of as a
cultural tool kit (Sw dler 1986). Actors are prepared to take
what they can get and work toward a nore stable market situation.
In this way, conceptions of control are inspired solutions based
in the pragmatics of experience (Padgett and Ansell 1992).

Conceptions of control refer to broader cultural conceptions
in which these "tool kit" tactics are enbedded. Actors in two
different markets m ght use product diversification, but one
mght viewit as diversifying the financial portfolio (a
financi al perspective) while the other mght see it as carrying a
full line of goods (a marketing perspective) (Fligstein 1990).
Conceptions of control also allow actors to interpret what a
particul ar strategi c nove by conpetitors m ght nean.

Actors stick with the conception they believe works. After
sone period of tine, others will recognize sone key set of
factors and begin to imtate them But these factors are rarely

articulated before the fact; they becone accepted or common

10



know edge only after they operate to produce stability for sone
firms. Such tactics and conceptions create cultural stories that
can be used over and over again to justify an action or produce a

new one.

STATE- BUI LDI NG AS MARKET- BUI LDI NG

One inplication of ny netaphor, "markets as politics", is
that states play an inportant role in the construction of market
institutions. Wiy are states so inportant? The organi zati ons,
groups, and institutions that conprise the state in nodern
capitalist society claimto make and enforce the rul es governing
econonic interaction in a given geographic area (Krasner 1988).*
Capitalist firns could not operate without collective sets of
rul es governing interaction. Wile nost nodern discussions of
state-buil di ng have focused on welfare and warfare, nodern
capitalist states have been constructed in interaction with the
devel opment of their econom es, and the governance of econom es
is part of the core of state-building (Fligstein 1990; Hooks
1990; Canpbel|l et. al. 1991; Dobbin 1994; Evans 1995).°

Property rights, governance structures, and rul es of
exchange are arenas in which nodern states establish rules for
econom c actors. States provide stable and reliable conditions
under which firnms organi ze, conpete, cooperate, and exchange. The

enforcenment of these | aws affects what conceptions of control can
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produce stable markets. There are political contests over the
content of laws, their applicability to given firnms and markets,
and the extent and direction of state intervention into the
econony. Such |laws are never neutral. They favor certain groups
of firms.

My argunent is that it is likely that states are inportant
to the formation and ongoing stability of markets. How they w ||
be inportant and to what degree is a matter of context. Sone
states have greater capacities for intervention than others, and
the likelihood of intervention depends on the nature of the
situation and the institutional history of the state (Evans,
Skocpol , and Rueschnmeyer, 1988; Laumann and Knoke, 1989).°

Property rights define the relati on between an econom c
elite and the state. Business elites struggle to keep states from
owni ng property, but they want states to enforce property rights.

States differ with regard to their rules for cooperation and
conpetition. Sone all ow extensive cooperation between firnmns,
particularly in export markets (e.g., Germany) while others
restrict the ability of firns in simlar industries to cooperate
(e.g., the United States). Al states restrict conpetition to
sone degree by not allowing certain fornms of predatory
conpetition or by restricting entry into certain industries by
using trade barriers (both tariff or nontariff) and regul ation.
The political processes that generate these rules often reflect

the organi zed interests of a given set of firns in one market. A
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good wor ki ng hypothesis is: One way to produce stable markets is
to get the state to intervene to restrict conpetition. This is a
"normal " firm strategy.

One inportant dinension of state involvenent into markets is
captured by the distinction between direct intervention and
regul ation. Interventionist states (e.g., France) are involved
w t h maki ng substantive decisions for many markets. They nmay own
firms, direct investnent, and heavily regulate firmentries,
exits, and conpetition in markets. In contrast, regulatory states
(e.g., the U S.) create agencies to enforce general rules in
mar ket s, but do not decide who can own what and how i nvestnents
proceed. Both strategies of intervention can be captured by
firms. States can either intentionally or unintentionally upset
the status quo of a given nmarket by changi ng rul es.

Bel ow | advance sone propositions about the interactions
bet ween states and ot her organi zed societal groups under
different social conditions. These propositions inply research
agendas that have been only partially exploited.

Proposition 1: The entry of countries into capitalism pushes

states to devel op rul es about property rights, governance

structures, and rules of exchange in order to stabilize

mar kets for the largest firns.

The timng of entry of countries into capitalismhas had
huge effects on societal trajectories (Wstney 1980; Chandl er
1990; Fligstein 1990; Dobbin 1994). For countries just
establ i shing nodern capitalist nmarkets, creating stable

conceptions of control is nore difficult precisely because

13



property rights, governance structures, and rul es of exchange are
not well specified. Firns are exposed to the ravages of cutthroat
conpetition and demand that the state establish rul es about
property rights, governance structures, and rul es of exchange.
Creating these new institutions requires the interaction of

firms, political parties, states, and newWy invented conceptions
of regqgul ation.

Proposition 2: Initial regulatory institutions shape the

devel opnent of new nmarkets because they produce cultural

tenpl ates that affect how to organi ze.

The shape of these initial regulatory institutions has a
profound effect on subsequent capitalist devel opnent. |ndeed, any
new markets that conme into existence do so under a given set of
institutions. One can observe that as countries industrialize,
the demand for | aws or enforceabl e understandings is high, and
that once they are produced, they are stable, and demand for |aws
| essens.

As new industries energe or old ones are transforned, new

rules are made in the context of the old rules. Dobbin

(1994) has argued that societies create "regulatory styles.™

These styles are enbedded in regulatory organi zations and in

the statutes that support them New rules follow the

contours of old ones. States are often the focus of market
crises, but actors continue to use an existing set of |aws
and practices to resolve crises. Proposition 3: State

actors are constantly attending to sone form of market

14



crisis or another. This is because markets are al ways being
organi zed or destabilized, and firns are | obbying for state

i ntervention.

In normal tinmes, change in markets will be increnental and
dependent upon the construction of interests of actors in and
around the state.’” Having stable rules is often nore inportant
than the content of the rules. However, rules do enbody the
i nterests of dom nant groups, and state actors will not
intentionally transformrul es unless dom nant groups are in
crisis. Because of their central place in the creation and
enforcenment of market institutions, states will becone the focus
of crisis in any inportant market. G ven the constant turnoil
i nherent in markets, one can expect the state to be constantly
attending to sone formof market crisis.

Pressure on states can fromcone two sources: other states
(and by inplication, their firms) and existing markets that can
be constructed either locally (within the geography of the state)
or globally (across states). As econon c interdependence across
soci eties has increased, there has been an expl osion of cross-
state agreenents about property rights, governance structures,
and rul es of exchange.

Proposition 4. Laws and accepted practices often reflect the

interests of the nost organi zed forces in society. These

groups support whol esale transformati on of institutions only
under crisis circunstances |ike war, depression, or state

col | apse.

The possibility for whol esale transformati on occurs when

15



there is an econony-wide failure of existing rules. Wrs,
depression, and possibly international econom c conpetition can
under mi ne soci ety-w de arrangenents. Massive economc crises wll
bring about political demands for changes in the rules.

These propositions illum nate the kinds of problens
confronting the late-coners to capitalist social relations in
Eastern Europe. The international organization of markets neans
that firns in devel oped product narkets are poised to invade
these societies and take over the | ocal product markets.
Moreover, there exist few market institutions, such as property
rights, governance structures, or rules of exchange, to guide
actors in new firnms (Stark 1992; 1996; Burawoy and Krotov 1994).

It is interesting to consider Hungary nore closely. Stark
(1992; 1996) found that state actors in Hungary have turned state
owned mnistries into corporations. The governnent hol ds the bul k
of stock in these corporations, although control appears to have
devol ved to managers. Eventually, state actors appear willing to
have firnms sold off to private interests. Conplicated patterns of
shar ehol di ng have devel oped whereby the state owns all of sone
firme and parts of others. What is particularly interesting is
how managers have responded to the probl em of conpetition

Stark (1996) docunents that managers have reorgani zed firns
into conplex structures in which large firns incorporate
satellites of smaller firns in which the large firnms hold equity

shares. Firns have taken up two tactics. First, they have taken
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ownership stakes in firns producing simlar products and have
tried to control both the inputs and outputs of production.
Second, groups of firms with related and unrel ated products have
joined together. These are the two tactics, integration and
diversification, | earlier described that are used by firns to
avoi d direct conpetition.

There are a nunber of problens that this particular
conbi nati on of nascent property rights and conceptions of control
engenders. State actors have recently forced western-style
accounting standards to attract western investnent, which has
resulted in many bankruptcies (Stark 1996). As a result, the
state is pressured to prop firnms up. Mreover, the state is the
hol der of equity and debt, and making the financial situation
nore precarious makes it harder to appeal to western investors.
It is not clear whether integration and diversification, wll
produce stable outconmes. The problemis that these strategi es may
not be able to stand up to invasion by western firnmns,
particularly given the financial problens firns face.

Wi | e ny approach cannot say how these transfornations wll
turn out, it suggests how to study these processes. One begi ns by
| ocating a set of policy changes in property rights, governance
structures or rules of exchange, and then tracking how t hese
policies restructure social relations in markets. This would
i ncl ude detecting energing conceptions of control and whether or

not they produce successful outcones for firnms. If firns fail,
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there will be demands for new institutional changes.

One potential objection to nmy focus on states is that it
fails to deal with the fact that the world econony is nowtruly
global. But | believe that this state-centered approach is quite
useful in analyzing so-called gl obal narkets. A market is
"globalized" if there are a small nunber of participants who know
one anot her and operate across countries with a comon conception
of control. Autonopbiles, conputers, software, and pharmaceutical s
may fit this definition. The energence of these markets depends
on cooperation between firns and states to produce rul es of
exchange and provi de guarantees that firnms can conpete and
expropriate profits.

One hypothesis is that the increases in world trade produce
demand for nore of these agreenents and greater extensiveness of
t hese agreenents. The European Union, the North Anmerican Free
Trade Area, and the recently conpleted GATT Treaty can all be
anal yzed according to whether or not they consider issues around
property rights, governance structures, and rul es of exchange.
They can al so be broken down by sectors that involve or do not
i nvol ve exporters to see if rules tend to apply nore or |ess
exclusively to those sectors (Fligstein and Mara-Drita
forthcom ng).

One arena in which agreenents have not occurred is the
creation of a world market for corporate control. It is very

difficult to engage in hostile takeovers in any society except
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the United States and Great Britain. Earlier | suggested that
property rights were at the core of the relations between
national elites and states. Most national elites have resisted
having transfer property rights transferred to the highest bidder
because they woul d | ose power. States remain players in the
creation of the gl obal econony because their elites depend on
themto preserve their power and guarantee entry to gl obal

mar ket s.

THE PROBLEM OF CHANGE AND STABI LI TY | N MARKETS

There are three phases in market formation: emergence,
stability, and crisis.® My concern is to specify how actors
perceptions of the current social structure affects the tactics
they use to seek stability for their firnms. It is here that the

second part of ny netaphor, "markets as politics," cones into

pl ay.

In any market, participants can usefully be distinguished in
terms of their size relative to their market. Large firns control
nore external resources than small firnms, including pricing from
suppliers, financial assistance, and |l egitimcy, and they may
possess control over key technol ogies or large custoners (Pfeffer
and Sal anci k 1978; Burt 1983). As a result, it makes sense to
di stingui sh market participants as incunbents and chal | engers

(Ganmson 1975). Incunbent firns are large and actors in those
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firms know their major conpetitors and franme their actions on
ot her large conpetitors. Challenger firms are smaller and frane
their actions in ternms of the largest firns. But, they wll
experience the world as a given-- one out of their control.

Differing conditions of narket stability produce different
kinds of politics. A stable market is defined as a situation in
which the identities and status hierarchy of firns (the
i ncunbents and the challengers) is well known, and a conception
of control that guides actors who lead firms is shared. Firns
resenbl e one another in tactics and organi zati onal structure.
Politics wll reproduce the position of the advantaged groups.

In new markets, the politics resenble social novenents.
Actors in different firnms are trying to convince other firnms to
go along with their conception of the market. If they are
power ful enough, they try to force their view. |If there are many
different firnms of equivalent size, then the possibility for
al I i ances around conceptions of control are possible. Conceptions
of control may becone political conprom ses that bring nmarket
stability to firns.

Markets in crisis are susceptible to transfornmation. On rare
occasi ons, the push for change may conme fromw thin the firns in
a market. More frequently, firnms invade the market and transform
the conception of control. This can |look |ike a social novenent,
in the sense that the invading firns are trying to establish a

new conception of control and in doing so are likely to ally
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t hemsel ves with sonme of the challengers or existing incunbents.

The nost fluid period in a market is during its emergence.
The roles of challengers and i ncunbents have yet to be defined,
and there is no accepted set of social relations. It is useful
to explore the netaphor of a social novenent and its application
to an energing market. The ability of groups in a social novenent
to attain success depends on factors simlar to firnms trying to
produce a stable market: the size of groups, their resources, the
exi stence of a political opportunity to act, state actors willing
to negotiate grievances, and the ability to build a political
coalition around a collective identity (Tarrow 1994; Snow,
Rochford, Wrden, and Benford 1980; MAdam 1982).

A new mar ket spawns the growmh of new firnms as well as
entrance of firnms operating in other markets just as a political
opportunity creates new social novenent organizations. Firns are
trying to take advantage of a market opening in the sane way that
organi zations in social novenents try to take advantage of a
political opportunity. In a new market, the situation is fluid
and is characterized by nultiple conceptions of control proposed
by actors fromvarious firnms. A stable market requires the
construction of a conception of control to pronote noncutt hroat
ways to conpete that all can live with and that state actors can
accept. A conception of control operates as a kind of collective
identity that many groups can attach to in order to produce a

successful market.
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Proposition 5: At the beginning of a new market, the | argest
firme are the nost likely to able to create a conception of
control and a political coalition to control conpetition
At the origination of a market, all interorganizational
rel ati ons nust be constructed. Markets are the outconme of an
institutionalization project which is the equival ent of
di scovering a conception of control (D Maggio 1989). In this way,
mar kets are social constructions. Mking these institutional
projects successful is inherently a political project. Actors
need to find conceptions of control to signal to other firnms in
t he nonent of market formation what one's intentions are. One can
predict that the largest firnms in an energing market are likely
to create a conception of control and persuade others to go al ong
with it because of the perceived advantages that size entails.
Proposition 6: Power struggles within firnms are over who can
sol ve the problem of how to best organize the firmto deal
with conpetition. The winners of the struggle will inpose
their organizational culture and design on the firm
Afirms internal power struggle depends on actors com ng up
wi th coherent conceptions of control that they can inpose on
others within the firm The internal power struggle is
likely to be nost intense during the energence of markets.
Different groups believe that they hold the solution to the
probl em of how to organize the firmto best deal with
conpetition. Those actors that win inpose their

organi zati onal design and culture on the firm Internal firm
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structure and who controls the firmresult fromthe

conception of control that deals wth the problem of market

conpetition. These conceptions of control are available to
other firnms and hel p produce a stable status hierarchy of
firms. Proposition 7: Through intended and uni nt ended
actions, states can thwart the actions of firns to create
stabl e conceptions of control.

Al l conceptions of control are built around current
under st andi ngs of legal and illegal market behavior. Firnms avoid
conceptions of control that are illegal, but occasionally find
t hensel ves scrutinized by governnent officials. Mre frequently,
state regul ation of econom c activities changes the bal ance of
power in a market away from one conception of control and towards
another. This occurs in regul ated markets such as drugs, food,

tel ecommuni cations, utilities, banks, and nedi a.

Proposition 8: The "liability of newness" in new markets
reflects, in part, their lack of social structure and a
conception of control ie., it reflects participants

inability to control conpetition

It is at the enmergence of markets that conpetition and
price mechani sns exact their greatest toll. Wth no established
conception of control to structure nonpredatory forns of
conpetition, price has its strongest effect (Stinchconbe 1965;
Hannan and Freeman 1977). There is a tendency to bl ame business
failures on a | ack of resources or the inability of managers to
construct organi zations that reliably deliver products. | argue

that part of what is going onis the lack of a social structure
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to control conpetition. Markets in which a conception of control
never energes continue to have relatively high rates of firm
death, while markets that are able to produce conceptions of
control stabilize at | ower death rates.

Proposition 9: New markets will borrow conceptions of

control fromnearby markets, particularly when firns from

ot her markets choose to enter the new market.

New markets are born in close social proximty to existing
mar kets. Earlier, | argued that diversifying products is a way to
produce nore stable firnms. Entering new narkets does not require
confronting entrenched interests and does not directly threaten
the stability of the firm If new markets succeed, then firm
stability is enhanced. The differentiation and creation of new
products is nost frequently the spinoff of existing products. The
start of a new market is not random but is shaped by existing
conceptions of control, |egal conceptions of property and
conpetition, and the existing organi zation of related markets.

To illustrate these principles, it is useful to consider
exanples. The creation of the U S. steel industry is a clear case
of firms struggling to create a social structure to control
conpetition.® In the nineteenth century, firns in the steel
i ndustry faced the problemthat their industry was susceptible to
huge price swi ngs because of its role in the railroad industry
and building trades, and these price swi ngs were devastating
because of the | arge anbunts of fixed capital invested in the

industry. There was a great deal of incentive to find | ega
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mechani snms to stabilize prices (Hogan 1970).

The basic problemfor the steel industry was to discover a
conception of control that controlled conpetition. Cartels and
nonopolies were illegal in the U S (Thorelli 1955). The choice
that remained was to integrate firnms to control the market. My
proposition that the largest firnms in the market are the | eaders
in such efforts is historically accurate in this case (Hogan
1970).

During the turn of the century nerger novenent, the |argest
i ndustrial corporation in the world enmerged: the U S. Steel
Corporation. The nerger created a | arge corporation that
controlled inputs into the steel-making process as well as
di visions that produced outputs for every segnent of the market.
The conpany controlled nore than 65 percent of the market for
steel and 75 percent of the industry's iron ore reserves (Hogan
1970). In spite of being in a strong position, the firmfound
itself confronted by wild swings in product denmand and unstabl e
prices well into the twentieth century. It faced a dilemma in
enforcing its position against its conpetitors. If the firm
vi gorously pursued price cutting to gain nonopoly control over
the industry, it would find itself a target of antitrust
authorities; if it did nothing, it found its |arge investnent
t hr eat ened.

U S Steel began to pursue an alternative tactic. It posted

its prices and production schedul es and defended t hem by
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decreasing production in the face of aggressive conpetitors
(Fligstein 1990). U. S. Steel tried to cajole others into going
along with its prices by threatening to use its control over
inputs and its huge capacity to produce. If all behaved

"reasonably,"” then sone price stability could result. This
strategy worked to stabilize steel prices from 1904 until the
depression in 1929 (Kol ko 1963).

US Steel's strategy of integrating production, setting
prices, and daring others to undercut themwas ratified as a
| egal way to control conpetition when it won its antitrust
|l awsuit in 1920. This conception of control spread in social
novenent - | i ke fashion during the 1920s nerger novenent, when
oligopoly structures energed in all of the core netal making and
petroleumindustries (Eis 1978). This structure proved durable in
the U S. steel industry and |lasted until the 1960s (Hogan 1970).

It is useful to exam ne an energing industry where there is
not yet a conception of control and apply the perspective
advanced here to predict an outcone. The bi otechnol ogy industry
has sprung up from comon technol ogi es that devel oped at ngj or
universities. To figure out which conceptions of control are
contenders for organizing the industry, one asks: "Wat problem
of conpetition would a social structure need to resolve?" One way
to control conpetition is patent laws. Firnms who di scover a
product first can extract nonopoly rents fromtheir investnent in

t hat product, thereby avoiding conpetition. The gane is to find
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new products that can be patented. Two conpeting conceptions of
control can be identified to take advantage of patent | aws.

Powel | and Brantley (1992) have argued that the critical
probl em for biotechnology firns is to control the supply of
scientists who have the know edge about the products. They view a
networ k organi zati on as a stable conception of control because it
is a political conprom se in which scientists may be able to
| eave a firmw th know edge of products, but firns have extensive
organi zational ties so that they wll not have to depend on just
one or two scientists for information or products. If the
arrangenents one firmhas with other firns are alliances, then
the col |l apse of any given alliance will not necessarily lead to a
col l apse of a given firm either by denying it products or
information. If a given scientist |eaves, firnms will presunmably
have a nunber of other scientists or alliances who can take up
the slack. In this way, a networked firmoriented toward
produci ng patents to control conpetition m ght prove stable.

Two ot her features of the biotechnology industry inply an
al ternative conception of control (Barley, Freeman, and Hybels
1992; Powell and Brantley 1992). Most biotechnol ogy products nust
undergo extensive testing by the Food and Drug Adm ni stration.
Firnms need noney to survive this period of testing before
bringing products to market. Thus, the state, through FDA
regul ation of the market, shifts the conpetitive conditions in

the market fromthe discovery of new products to the ability to
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survive the testing and approval process. Once through the
testing phase, firms will have to reliably produce, nmarket, and
distribute the product. This creates a second arena of
conpetition that relies on production and marketing experti se.

These two conpetition problens inply that a different
conception of control m ght energe. | suggested earlier that one
source of conceptions of control were nearby markets. The drug
i ndustry has extensive experience with the sane testing and
producti on processes used by the biotechnol ogy industry, and is
built on the creation, production, and control of proprietary
drugs. | predict that to the degree that surviving the testing
process and produci ng and marketing the product are pivotal,
bi ot echnology firnms will be tenpted to formalliances with drug
conpani es. Moreover, drug conpanies would be tenpted to buy out
t he nost successful of the biotechnology firns. The drug
conpani es' conception of control (integrated firnms that produce
drugs with nonopoly patent rights to elimnate conpetition to
gai n back the cost of producing the drug) would dom nate.

A nore hybrid formcould energe that would focus on
mai nt ai ni ng the network organi zati ons by keeping the discovery of
products separate fromthe production and distribution of those
products. This has advantages for both drug conpani es and
bi ot echnol ogy firnms. The bi otechnology firnms maintain sone
control, while the drug conpanies |ower their risk

There is evidence that all three conceptions of control are
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practiced (Barley et. al. 1992; Powell and Brantley 1992). The
earlier discussion mght predict that the nost |ikely outcone is
a nmerger between the two industries, whereby | arge biotechnol ogy
conpani es becone drug conpanies or divisions thereof. The | argest
pl ayers in the market are the drug conpanies; their conception of
control solves conpetition problens in the pharnaceutica

i ndustry; they already have negotiated the |legitinmcy of that
solution with states. The problem of controlling the defection of
scientists would be nore epheneral to solving the probl em of
getting products through the patent process.

Proposition 10: In markets with stable conceptions of

control, there is a great deal of agreenent by market

participants on the conception of control and the status

hi erarchies and strategies it inplies.

Once a stable market energes, the roles of incunbents and
chal l engers are defined and the power structure of the narket
becones apparent. Actors in firns throughout the narket will be
able to tell observers who occupi es what position and what their
central tactics are. They will be able to nmake their actions
contingent on their interpretation of those tactics.

Proposition 11: Incunbent firns pay attention to the actions

of other incunbent firnms, not challenger firnms, while

chal l enger firnms focus on incunbent behavior.

A stable worl d depends on social relations between the
| argest firns. The central players will generally ignore
chal | enger organi zati ons under nost circunstances because they

pose little threat to the overall stability of the market. If

t hese organizations live up to their nane and begin to chall enge
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the existing order, incunbent organizations will confront them
and attenpt to reinforce the governing conception of control.

Proposition 12: Firnms in stable markets continue to use the

governi ng conception of control, even when confronted with

out si de invasion or general economc crisis.

The major force that holds a nmarket together over a period
of time is the ability of the incunbent firns to continue to
enforce a conception of control vis-a-vis one another. |ncunbents
are constantly trying to edge one anot her (and chall engers) out
for market share, but they refrain fromdirect confrontation that
m ght prove the ruin of all. These actions w !l be guided by the
exi sting conception of control (i.e., the conception of what is a
reasonabl e action). This requires actors to frame action for
their firmagainst their conpetitors and to have the resources
(power) to make it stick. They know the identity of the inportant
firms in the market, they try and nake sense of their noves, and
t hey respond to those noves.

This accounts for the relative stability of established
mar kets, both in the identities of the participants and their
tactics. To produce a stable order where firns survive is a
relatively difficult problem Once stability is attained, actors
in firnms are |l oathe to engage in actions that underm ne their
i ncunbency. |f challengers shift tactics or invaders cone into
the market, incunmbent firnms continue to engage in the sane kinds
of actions that produced the stable order in the first place.

| ncunbent firns may all ow sone redefinition of who is an
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i ncunbent and who is a challenger, but they will remain commtted
to the overall conception of control that |essens conpetition. To
break down the stable order could potentially bring nore chaos

t han woul d enforcing the "way things are done". Actors are also
cognitively constrained by a conception of control. Their
analysis of a crisis will be franmed by the current conception of
control and their attenpts to alleviate the crisis by applying
"the conventional w sdoni.

The case of the Japanese keiretsu illustrates how a stable
conception of control has w thstood both political and econom c
assaul ts. Japanese keiretsu are famlies of firns in different
i ndustries that share ownership ties. The overall structure of
the keiretsu is to cenent inportant interdependencies and all ow
various keiretsu nenbers to survive econom c downturns. O ten
banks are at the center of keiretsu and they function as an
internal capital market for the firns.

The keiretsu show high growth, high investnent, and
relatively low, but stable profits (Aoki 1988). In economc
downturns, keiretsu structures allow workers to be transferred
across firns rather than being laid off (Lincoln, CGerlach, and
Takahashi 1992). This exerts downward pressure on profits, but
secures enployee loyalty. Wien firns within the structure are
experienci ng econom c troubles, nmanagers in other firnms respond
by helping to reorganize the troubled firm (Gerlach 1992).

After World War 11, keiretsu were reforned from prewar
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econom ¢ congl onerates (zai batsu) that were famly controll ed.
The zai batsu were broken up during the American occupation, but
began slowy to reformin a | ooser manner (Hadley 1970). Since
Wrld War 11, they have been directed by state actors to enter
new mar kets, and they have proved adept at produci ng new products
(Johnson 1981).

The keiretsu structure contains firns with activities spread
across a wi de spectrum of industries and markets. The keiretsu
structure, as a conception of control, does not directly control
conpetition in a given market. Its advantage is howit stabilizes
conpetition across markets. It has been noted that within given
product markets, the firnms fromdifferent keiretsu conpete quite
vi gorously (Aoki 1988).

The keiretsu structures operate to mtigate conpetition
across markets in a nunber of ways. First, firns tend to purchase
goods and services frominside the keiretsu. This neans that sone
mar kets are captive and price conpetition is held dowm. Second,
if a given firmfaces an economc crisis, the other firns wll
attenpt to support it. Managenent expertise, capital, and the
ability to place workers with other firnms during slunps, mtigate
short-run conpetitive processes. Third, the focus on market share
inplies that firns invest for the long run and expectations for
short-run profits are not high which gives nmanagers latitude in
dealing with conpetitive conditions. Fourth, because of the

ownership rel ations between firnms and banks, the cost of capital
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tends to be |lower (see Gerlach 1992 for a review of the
literature). One can see the intinmate connection between the
probl em of trying to control conpetition externally and the
internal social organization working to solve that problem
Recently, two forces began to close in on the keiretsu.
First, the U S. governnent applied pressure to open up Japanese
mar kets, part of which was directed against the keiretsu
structures (CGerlach 1992). The U. S. wanted to break open the
procurenent arrangenents of the keiretsu and demanded that the
Japanese open their financial markets and allow a nmarket for
corporate control to devel op. Second, the econom c downturn of
the early 1990s has put pressure on the permanent enpl oynent
systemof the keiretsu. It has been nore difficult to pass
wor kers onto other firns in the keiretsu. The managers who
controll ed the keiretsu have been able to use their traditional
met hods to fight off these attacks. They were politically
connected enough to fight off refornms within Japan and
economcally able to endure a long recession (CGerlach 1992).

Proposition 13: Market crisis is observed when i ncunbent
organi zations begin to fail.

Crisis cones to markets when the largest firnms are unable to
reproduce thenselves fromperiod to period. This can be caused by
three kinds of events: (1) decrease in denmand due for the firms
products can result from bad econom c conditions or a shift in
buyers' preferences, (2) an invasion by other firns can upset the

conception of control and introduce procedures which force a
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reorgani zation of the market, or (3) the state can intentionally
or unintentionally underm ne the market by changi ng rul es.

| ncunbents rarely becone i nnovators because they are busy
defending the status quo; market transformation is precipitated
by invaders. The reorgani zation of a market around a new
conception of control resenbles a social novenent and is very
much |i ke what occurs at the formation of nmarkets. Invading firns
can formalliances with existing firns around a new conception of
control, or a conprom se conception of control, and this makes
the reorgani zation of the market nore predictable than it was at
mar ket formation. *°

Proposition 14: Transformation of existing markets result

from exogenous forces: invasion, economc crisis, or

political intervention by states.

One of the key features of capitalist society is the dynamc
interplay of markets, whereby sonme markets are energing, others
are stable, and still others are in crisis and undergoing
transformation. | propose an exogenous theory of market
transformation that views the basic cause of changes in narket
structure as resulting fromforces outside the control of
producers, due either to shifts in demand, invasion by other
firms, or actions of the state. Incunbent firnms will respond to
these destabilizing forces by trying to reinforce the status quo.

Markets are connected in a wide variety of ways. Firnms rely
on suppliers, capital markets, |abor markets, and custoners as

well as on states for their stability. It follows that these
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mar ket and state forces are always interacting and thereby
produci ng potential problens for an existing conception of

control in a given market. Crisis in relations across nmarkets can
under mi ne exi sting agreenents by threatening the well-being of

all firnms, either by w thhol ding key resources or through the
direct invasion of firms from nearby markets.

Proposition 15: Invaders are nore likely to conme from near by
rather than di stant markets.

This argunent parallels the argunent about where new narkets
conme from Firns seek stability by finding new markets. The
i nvasi on of an existing market can occur in a couple of ways.
First, firms in closely related nmarkets enter existing markets
where they can successfully introduce a new conception of control
to increase their advantage. Second, firnms mght enter into the
sane product market in different geographic areas, thereby
underm ning a | ocal stable order.

Proposition 16. Wen firns begin to fail, the

i ntraorgani zati onal power struggle heats up, leading to

hi gher turnover of top personnel and greater activism by

boards of directors and nonmanagenent sharehol ders. New sets

of organi zational actors attenpt to reconstruct the firm

along the lines of the invaders.

Conceptions of control are used by actors in incunbent
firme to ward off market crises. The internal firm power struggle
w Il becone nore intense as market crises beconme nore pronounced
and the reigning conception of control proves to be inadequate to

deal with the crisis.

Consi der the exanple of the transformation of the finance
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conception of control as the guiding principle in the market for
corporate control in the U S. during the 1980s. The fi nanci al
conception of control dom nated the actions of many large U. S
firms between 1950 and 1970 (Fligstein 1990). This view held that
firms were conposed of assets that could be depl oyed and

redepl oyed by financial actors within firnms in order to pronote
firmgrowh. The major tactics of this conception were the use of
financial tools to internally nonitor divisional performnce, and
the use of nergers to buy and sell divisions that produced
diversification for firns (Fligstein 1990). These tactics sol ved
the conpetition problens of large firnms by allowing themto exit
and enter businesses and stabilize the overall corporate
structure. Firns were the principle actors in the market for
corporate control as they sought to use the stock nmarket to add
to or subtract fromtheir "portfolios."

What crisis made this conception of control no | onger viable
for large corporations? The high inflation rates during the 1970s
nmeant that interest rates were high, stock prices were |ow, and
the value of assets was inflated, thereby making returns on
i nvestnents poor (Friedman 1985). The financial conception of the
firm with its focus on the profitability of product |ines and
mar ket diversification, suggested that "good" managers woul d deal
wi th these problens by keeping debt |ow and funding investnents
fromcash generated internally. The market for corporate control

was in crisis because managers were not reorganizing their
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assets, even though corporate profits were low. This presented a
new opportunity for actors to seek a new rationale to reorganize
the market for corporate control

What was this "new' conception of control, and who were its
proponents? Davis and Thonpson (1994) have argued that the
| anguage of "sharehol der val ue" and the discourse that blanmed
managers for being ineffective spread anongst institutional
investors in a social novenent fashion in the early 1980s. The
financial strategy of hol ding underval ued assets, funding
investnment internally, and keepi ng debt | ow was viewed as a
problem This |anguage was allied with "agency theory” from
econom cs (Jensen 1989) to enphasize that if managers were not
goi ng to maxi m ze sharehol der value, then they should be repl aced
by managenent teans who woul d.

Institutional investors are a heterogeneous group and
i ncl ude i nvestnent bankers and representatives from pension
funds, mutual funds, and insurance conpani es. They were froma
closely related industry, financial services, and they invaded
the turf of financial managers who controlled the |argest U S
corporations. Their goal was to force these managers to redepl oy
their assets to reflect how the 1970s had affected their bal ance
sheets. They wanted managers to sell off overval ued assets,
assune debt to keep firns disciplined, and to renove | ayers of
managenent to save noney. They al so forced managers to focus

their business by buying up conpetitors and selling off their
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nost diversified assets (Davis, D ekmann, and Tinsley 1994).
They, of course, benefitted by maki ng noney on organi zing and
executing nergers.

Research shows that firnms that were nerger targets tended to
ignore financial reorganization to increase "sharehol der val ue"
(Davis and Stout 1992; Fligstein and Markowitz 1993). Useem
(1993) has shown how managers adopted this | anguage and the
behaviors it proscribed. The nerger novenent of the 1980s
resenbl ed a social novenent whereby, sone financial executives
and the various actors within the financial services industry
di scovered a common | anguage and produced a conception of control
to reorgani ze the market for corporate control.

The federal governnent played both direct and indirect roles.
The Reagan Adm ni stration passed a huge tax cut that produced
wi ndfalls for corporate America in 1981. The Adm nistration
expected firns to reinvest that capital in new plants and
equi pnrent, but instead firnms bought other firns. The
Adm ni stration al so announced that they would not vigorously
enforce the antitrust laws (Fligstein and Markowitz 1993). Davis
and Stout (1992) argue that the Reagan Adm ni stration becane a
cheerl eader for the sharehol der val ue conception of control.

The shar ehol der val ue conception of control is related to

the finance conception of the firm but it uses a stark discourse
that only recognizes the rights of one group: those who own

stock. Al other concerns are subordinated to maxi m zing the
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returns for owners. The attention of top managers is focused on
eval uating their product markets, but nore inportantly how the
financial markets evaluate their stock price.

How does this new conception of control affect conpetition
in the market for corporate control? If nanagers are paying
attention to shareholder value in a narrow sense, they wll be
|l ess likely to become nerger targets. To the degree that the
"gane" is to avoid becom ng the object of acquisition from
outsiders (i.e., nergers), managers with a narrow focus are
likely to maintain control. | hypothesize that the managers who
win the internal power struggle will be those who can claimto
maxi m ze sharehol der val ue. This process explains the spread of

these tactics to nost large firnms during the 1980s.

Concl usi ons

Mar ket s are social constructions that reflect the unique
political-cultural construction of their firnms and nations. The
creation of markets inplies societal solutions to the problens of
property rights, governance structures, conceptions of control,
and rul es of exchange. There are many paths to those sol utions,
each of which m ght pronote the survival of firnms. | have
sket ched how states and nmarkets are interconnected and what
actions produce various outcones. | have extracted general

princi pl es by which these outcones can be understood. | now
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relate this framework back to current perspectives in economc
soci ol ogy: networks, popul ation ecol ogy, institutional theory,
and the problem of constructing action. Wile these perspectives
differ, | believe that the political-cultural approach | have
advanced here unites many of the positive features of each.

Net wor k perspectives have been used to docunent a | arge
nunber of social relationships in markets. They have i ndexed
resource dependence, status hierarchies, brokering, channels of
information, and trust relations. | have argued that stable
mar kets reflect status hierarchies that define incunbents and
chal l engers and that market |eaders enforce the market soci al
order and signal how crises are to be handl ed. These conplex role
structures in markets operate through networks. My view of
mar kets takes seriously the problemof how states interact with
mar kets to produce general rules by which social structures can
be fornmed. It al so makes market structures easier to observe,
takes into account the role of actors' intentions in the
production of market structures, and nakes nore sense of how
firms are likely to behave under different market conditions.

Ecol ogi cal approaches have focussed on the problem of how
firms establish a niche, the population dynamcs of firnms, and
the process of legitimation of firnms in a niche. A political
readi ng of these processes is consistent with the approach |
devel oped here. The liability of newness results, at |east

partially, fromthe lack of social structure in a market and the
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soci al novenent-like search for such a structure. Legitimcy is
bestowed by states on markets. A "stable" market for an ecol ogi st
resenbl es one in which a conception of control is shared.
Simlarly, as in ecology, the transformation of markets results
from external sources of change.

Much of the perspective developed here is latent in
institutional theories and the organi zational theories they rely
on. My approach focuses nore than nost institutional theories on
political processes, both in the formal structuring of
institutions by the state, and in the formation, stability, and
transformati on of markets. But the goal of actionis to build
stable markets, a view | have adopted frominstitutional and
or gani zati onal theory.

| have tried to take the problem of agency quite seriously
and to predict how actors' choi ces depend upon market structures
and sets of rules. | have argued that what goes into these
choices is nore open to contestation during fluid market
conditions, and that Padgett and Ansell's conception of robust
action (1992) captures how actors cone to take advantage of such
situations. To this, | have added the broader notion that
conceptions of control capture an inportant aspect of how actors
frame action vis-a-vis one another. Conceptions of control are
shared cognitive structures within and across organi zations that
have profound effects on organi zati onal design and conpetition.

The netaphor of "markets as politics"” is the thene used to
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unite these ideas. | have shown how this view nakes possible a
uni fied approach to the study of markets-- an approach that
focuses on the political processes that underlie market
interactions. Utimately, however, the useful ness of any netaphor
isin the research it generates and the intuitive and

counterintuitive insights it creates.
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Foot not es

1. Finance econom cs, agency theory, and transaction cost theory
are all attenpts to specify how profit maxi m zing socia
relations evolve to govern firnms and i ndustries. Some proponents
argue that all firnms in every market (defined in product or
geographic terns) will ultimately converge (Jensen, 1989), but
others are prepared to recogni ze that preexisting social
relations mght provide additional efficiencies (WIIianson,
1991). Evolutionary theory (Nel son and Wnter 1980) and path
dependence argunents (Arthur 1989) can be used in a very simlar

way to account for the dynam cs of real markets.

2. In Wiite's (1981) nodel, this is done by firmls watching one
another's pricing and production behavior and then deciding to
differentiate their product fromtheir conpetitors. The main
difference between Wiite's argunent and the argunent proposed
here is that | want to view this process as a political process

as opposed to an econom c one.

3. Wiite's (1981) nodel is very close to what the popul ation
ecol ogi sts would call firns trying to create a "niche." The
search for a niche is an attenpt to avoid direct conpetition by

differentiating your product fromthose of your conpetitors.

4. One could argue that markets for illegal goods devel op and

that this negates the argunents about the role of states in



markets. My viewis that illegal markets depend on states in a
great many ways as well. For instance, illegal markets use nmany
of the comercial channels that were set up by |egal markets
(e.g. shipping and banking). The definition of a market as
illegal inplies nuch about howit is likely to be organized.
Hence, the conception of control governing illegal markets w |l

not be ratified by states, but will be a reaction against them

5. Much of this discussion is inspired by the recent literature
in political science that defines itself as historical
institutionalism (March and O sen 1989; Hall 1989; Steinno,

Thel en, and Longstreth 1992).

6. This perspective does not inply that the state is pivotal for
every econom c process. Even in societies where states have a
hi story of intervention, state involvenent is variable and its
effects are variable as well. The state's role depends on which
mar ket 1s being discussed and the current conditions in that or

rel ated nmarkets.

7. The purpose here is not to develop a theory of the forns of
states, but only to note their potential influence on market
formation through their power to make the rules that govern al

forms of social activity in a given geographic area.

8. My view of markets is roughly consistent with the idea of



organi zational fields, in that a market consists of firns who
orient their actions towards one another (D Maggi o and Powel |,
1983). | have el aborated this view by considering how narkets are
constructed and the roles that conceptions of control and

politics play in this process.

9. | do not nean to inply that markets and industries are the
sane thing. Markets involve buyers and sellers of a commodity
whereby industries refer to producers of simlar commodities.
Anot her issue is that nost large firns participate in many

mar kets. For instance, there are a nunber of markets where steel
is sold. The firns who produce the product often sell into
different markets. Since the basic product is simlar across the
mar kets (although its end use nay be different; i.e., rails,

aut onobi |l es, bridges) and the participants in these narkets take
one another into account in their actions, it is useful to speak
of the steel industry. The general abstract dynam cs di scussed
within markets can be played out across producers of sone product

or set of related products.

10. Invader organi zations or new actions by chall enger

organi zati ons do not necessarily produce a new conception of
control. Actions can be oriented toward shifting the identities
of challengers and incunbents within a market, and thereby

preserving the basis of the nonconpetitive order. It is only when



the situation is fluid (i.e., the market is in crisis) that it is
possible to create a "social novenent"” around a new conception of

control.
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