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11 Markets as Social Structures

Richard Swedbery

THE MARKET represents one of the most impor-
tant €CONOMIC institutions in contemporary soci-
ety.! It has also become a key word in political
discourse all over the world. Given this centrality,
it is no wonder that there exists a huge literaturce
on the concept of the market, the major works of
which will be reviewed and commented on in this
chapter. My main ecmphasis. however, will be to
look at markets from a particular perspective,
namely as a specific tvpe of social structure. Social
structure can be defined in 2 number of ways, but
what is usually meant by this term is some kind of
recurrent and patterned interactions  between
agents that are maintained through sanctions. In
a discussion of markets as a specific kind of social
structure, it §s consequently not very helpful to
define them simply as price-making mechanisms
(as is often done in ecconomic theorv), since this
tells us little about the basic interaction involved.
A more uscful approach in this context is to view
markets in terms of exchange, especially if ex-
change is conceived of in a broad sense, as Ronald
Coase doces when he defines the market as a “so-
cial institution which facilitates exchange™ (1988,
p- 8).

Despite the tendency to speak of the market, as
if one could easily locate some object with this
name, markets have displayed a bewildering
amount of variation throughout history. A survev
of difterent kinds of markets over time can be
found in the first section of this chapter, “The
Complexity of the Market Phenomenon.” The
way that economists have tricd to come to terms
with this complexity will be discussed in the next
section, “The Market in Economic Theory,”
which not only presents the history of market
analysis in economic theorv from Adam Smith 1o
the present, but also highlights attempts to see
the market not only as a price-making mechanism
but as a social phenomenon in its own right. A
review of how sociologists have viewed the mar-
ket can be found in “The Market in Sociology.”
The last section, “On Integrating the Economic
and Sociological Approaches to the Market,” ar-

gues that in order to fully understand the com-
plexity of the market phenomenon, one needs to
draw both on economic and sociological theory.
Two typologies of markets as social structures arc
presented and discussed. T also contend that most
analysts of the market currently operate with an
incomplete notion of the market. The outline of
a full theory of the market as a social structure is
suggested with the help of Max Weber’s work.

THE COMPLEXITY OF THE MARKET
PHENOMENON

That the word marker describes many ditferent
phenomena can be illustrated by its semantic his-
tory. The term was introduced into the English
language in the twelfth century or carlier (from
the Latin suercatus, meaning “trade” or “place to
trade™). Soon it acquired three distinct meanings:
(1) a physical marketplace; (2) the gathering at
such a place; and (3) the legal right o hold a
mccting at a marketplace.? In the sixteenth cen-
tury market began to be used in the sense of
“buying and selling in general,” and soon it also
mcant “salc as controlled by demand and supply™
(Oxford English Dictionary 1989, p. 385). By the
seventcenth century the term began to broaden to
include the geographical area within which there
was a demand for a certain product. The stock ex-
change of the nincteenth century increasingly was
seen as the prototype of the modern market.
Economists subsequently have added a meaning
of their own: the market as an abstract pricemak-
ing mechanism that is central to the allocation of
resources in an cconomy. The term market has
also for a long time had an ideological charge,
something that was reflected in the political slo-
gan “the Magic of the Market.”?

Is it possible to find a theory that can make
sensc of all the different phenomena covered by
the term market? One of the few historians who
has tackled this question is Fernand Braudel, and
his answer can be found in Civilizations and Cap-
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stalism, 15th=18th Century. “The ideal ficld of
observation [for an enterprise of this sort],” states
Braudel ([1979] 1985, 2:26), “would cover all
the markets in the world, from the very begin-
nings to our own time.” In one chapter Braudel
(11979] 1985, 2:25-137) takes on this task, pre-
senting the reader with a magnificent panorama
of markets from around the world. Braudel, how-
ever, is ultimately skeptical of the idea that it is
possible to develop a theory to capture the es-
sence of all markets:

How can one [like, ¢.g., Polanyi] include in the same
explanation the pscudo-markets of ancicat Babylon,
the primitive exchange habits of the Trobriand s
landers in our own time, and the markets of medi-
cval and pre-industrial Europe? T am not convineed
that such a thing is possible. (Braudel [ 1979]) 1985,
2:20)

Wihcther it is possible to create a theory of mar-
kets will be discussed later in this chapter. In this
scction I shall instead present some historical ma-
terial that illustrates the great complexity of the
market phenomenon in general.* Little is known

about the carliest markets in history, although it
is often argued that they emerged through trade
between different tribes. Apart from war, trade
represented one of the few forms of interaction
between the first human communitics. Markets
seem o have been regarded as neueral territory

and were typically situated at the boundaries of
two communitics. While sharp bargaining was al-
lowed with foreigners, it usually was not allowed
inside the community, where exchange was of a
different nature.

When markets first appeared is also uncertain.
A varicty of archacological findings indicate that
external trade existed by at least 5000 B.c. Sca-
shells and objects of obsidian from this period
have, for example, been found hundreds of miles
from their origins. Frade is likely to have taken
place at ccological boundarices, such as the edge of

a desert, where sedentary and nomadic tribes met.
Other objects—such as fish, salt, and iron—are
also unevenly distributed and have long been
sought after in trade. At a relatively carly stage
certain individuals and even whole tribes scem to
have devoted themscelves mainly to trade. Evi-
dence cexists from as early as 3500 B.C. of mer-
chants from one community who lived in another
community for purposes of trade. Networks of
foreign traders soon also connccted whole parts
of the world, such as the Middle East and the
Mediterrancan,

During antiquity the old tribal marketplaces in
Greece and Rome were replaced by new kinds of
urban markets that were geared mainly toward
the everyday needs of the citizens. External trade
was protected by the Roman navy and grew con-
siderably more sophisticated through the use of
new institutions for maritime trade such as the
commenda, or sca loan. 'The impact of this type of
trade on socicty was nevertheless negligible since
it was nmainly oriented toward the small market of
the clite. Something similar was true for much of
the long-distance trade during the carly Middle
Ages. A few centuries later, however, the urban
market was to go through a considerable change.
Much stronger eftorts to control prices and qual-
ity were typically made during the fatter part of
the Middle Ages, in combination with attempts
to force people to trade only inside the city walls.
Wholesale trade as well as high-powered money
deals mainly took place in the so-called fairs that
began to appear all over Europe. A special peace
ruled at these fairs, guaranteed by the local prince.

At some point in Western cconomic history
markets became directly associated with dynamic
cconomic growth rather than being mere places

for exchange. To what extent this transition from
marketplaces to market cconomy (Rothenberg,
1992) was due to the removal of outmoded mar
ket regulation or to, say, advances in technology
assoctated with the Industrial Revolution is a
much debated guestion. In terms of social struc
ture, an enormous change nonctheless took place
in the various markers during, the seventeenth and
cighteenth centuries. National markets, for exam
ple, were created first through the political revo-
lutions of these centuries in England, France, and
the United States. At about this time several new
kinds of specialized markets also came into being,.
The medieval fairs, for example, were replaced by
trade centers and more advanced forms of finan-
cial institutions, such as the bourse. Wholesale
trade changed in many aspects, due to innova-

tions in transportation technology as well as stor-
age facilities. Retail trade went through a revo

lution of its own in the seventeenth century
through the proliferation of shops. Though there
had existed a small market in labor already in the
Middle Ages, this type of market changed dra-
matically as people began to work in factories and
moved into cities. Soon the four major types of
markets that characterize modern capitalist soci-
ety had made their appearance: the financial mar-
ket, the mass consumer market, the labor market,
and the industrial market. This development first




took place in the United States and in some Euro-
pean countrics in the nincteenth century, but has
since—at varying degrees of speed—come to
characterize most other countries as well. A veri-
table market cconomy, defined as an economy
where most activities are oriented toward sale in
the market, has increasingly come into being.
This market economy was first mainly national in
character, but as the twentieth

cvolved it has become international.

century  has

THE MARKET IN ECONOMIC THEORY

The key question of this scction is the follow-
ing: How well has ecconomic theory been able to
handle the complexity of the market phenome-
non? To address this question 1 shall review how
the market has been analyzed throughout the his-
tory of cconomic thought from Adam Smith to
the present. In doing, so, T shall mainly trace the
cffort to analyze the market as a pricemaking
mechanism, but shall also highlight atcempts 1o
view the market as an institution in its own right.

As to the tormer task—tracing the idea of

the market through the history of cconomic
thought—astonishingly little work has been done.
Lconomic historian Douglass North (1977, p.
710) has, for example, noted that “itis a peculiar
fact that the literature on cconomics . . . contains
so litde discussion of the central institution that
underlies neo-classical cconomics—the market.”
And sociologist Bernard Barber (1977, p. 19) has
similarly pointed out that “a surprisingly small
amount of attention [is] given o the idea of the
market [in the ecconomics literature |.°% Barber ex-
plains the situation:

I should like to stress that [when | did rescarch on

the market] I'had expected o find the history of cco-
nomic thought tull of discussions of the idea of the
market. As | went through some of the liverature |
was so surprised o find practically no discussion atal!
that 1 began to test my finding with knowledgable
colleagues. All of them said yes, they would have ex-
pected to find a lot, and, yes, they were surprised that
[ found so little. (Barber 1977, p. 30)

Barber’s conclusion was not that the coneept of

the market was missing, but that it was implied
rather than explicitly discussed. Further examina-
tion of the literature in economics shows that Bar-
ber’s and North’s findings arc essentially correct.
Only one classical work in economics devotes a
full chapter to the market in genceral, the well-
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known chapter “On Markets” in Alfred Mar-
shall’s Principles of Economics from 1890 (cf.
Marshall 1961, 1:323-30). Marshall, however,
did not so much analyze the market as a special
institution in its own right, but rather as part of
his more general discussion of demand, supply,
and value. To my knowledge, the only major
cconomist who has written directly on the market
in an exemplary broad manner is Joan Robinson
({1974] 1979). Her article did not appear in a
professional journal, however, but was commis-
sioned by an encyclopedia.

There exists even less material on the market as
a social phenomenon than as a price-making
mechanism. George Stigler (1967, p. 291), for
example, has noted that “cconomic theory is con-
cerned with markets [and] it s, therefore, a
source of embarrassment that so little attention
has been paid to the theory of markets.” Ronald
Coase has made the same point and has sketched
a program for a broad theory of markets. “Al-
though cconomists claim to study the market,”
Coase (1988, p. 7) stresses, “in modern cconomic
theory the market iself has an even more shadowy
role than the firm.” Contemporary cconomists,
he continues, are interested only in “the determi-
mation of market prices™ (Coase 1988, p. 7),
which he says has fed 1o a situation in which “dis
cussion of the marker place itselt” has entirely

disappeared.”

The Mavket in Classical Political Economy
(from Adam Switl to Marx)

There exist many interesting, differences be
tween the concept of the market in classical politi-
cal cconomy and the one that was to become pop
ular around the tarn of the century through the
marginalist revolution. First, classical cconomists
saw the market as synonymous with cither a mar-
ketplace or a geographical arca. In their eyes the
market was something concrete as opposed to the
abstract market of latterday cconomists. Second,
the main emphasis in classical political cconomy
had been on production rather than on exchange.
What decided price was in principle the amount
of labor that it took to produce a commodity--
not the forces of demand and supply, as todav’s
theorists would say. And third, what transpired in
the market could mislead the analyst, it was ar-
gued, especially when it came to price, because in-
cidental factors would typically result in a market
price that was different from the natural price. It
is true that the classical cconomists saw the mar-
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ket as an important institution within capitalism.
They, however, assigned no analytical priority to
the market, and in their view production was far
more important than exchange when it came to
analyzing and understanding cconomic life.

Of the more than thirty chapters in The Wealth
of Nations by Adam Smith, only two deal explic-
itly with the market: “That the Division of Labor
is Limited by the Market” (1776, book 1, chap.
3) and “Ot the Natural and Market Price of Com-
maditics” (book 1, chap. 7). These two chapters
discuss what Adam Smith saw as central 1o any
analysis of the market: the relationship between
the market and the division of labor, and how the
market influences price. In Adam Smith’s view,
the wealth of a community was the result of labor,
and the productivity of labor was in turn deter-
mined by how advanced the division of labor was.
An ordinary market town, he noted, could only
afford a rudimentary division of labor while a
larger town, especially it it was situated on a river
or on the border of the sea, tended to have a more
developed division of labor. Businessmen  also
usually tricd to “widen the market,” he noted,
thereby increasing the division of labor ([1776]
1976, p. 267). Because of this fact, markets in
agricultural products often progressed 1o mar-
kets in manufactured goods, and then 1o markets
abroad. Smith was convinced that larger markets
meant more wealth; this was one of the reasons
why he so strongly condemined mercantilism.

Adam Smith was very interested in how prices
are formed. “The actual price of which any com-
modity is commonly sold is called its market
price. 1t may cither be above, below, or exactly
the same with its natural price” (Smith [1776]
1976, p. 73). Market prices were in principle
gravitating, toward their natural price level, ac-
cording, to Smith. For a long time, however, thev
could be far above the natural price. The reasons
for this vary—there could be natural causes such
as a drought that drives up the price of bread or
perhaps a businessman is hiding a vital picce of in-
formation from his competitors. Smith generally
is credited with possessing a realistic view of com-
petition; his description in The Wealth of Nations
of “the higgling and bargaining™ in the market
bears this out (Smith [1776] 1976, pp. 48ff.).
Adam Smith also believed that “an invisible
hand” guided socicty and would ultimately rec-
oncile the pursuit of private interests through
market exchange with the general interest of soci-
cty as a whole (Smith [1776] 1976, p. 456; f.
Davis 1990).

Through the works of David Ricardo and John
Stuart Mill, political cconomics became more
abstract, losing much of its interest in concrete
cconomic institutions, including markets. The
general thrust of their analyses was still that pro-
duction decided the correct or the natural price,
while the market price tended to be the result of
accidental influences. Ricardo’s Principles of Po-
litical Economy and Taxation (1817) contains,
for example, a chapter to this effect entitled “On
Natural and Market Price”; and in Principles of
Political Economy (1848) Mill assigns scientific
priority to “the faws of Production.” Both Ri-
cardo and Mill, however, also created a certain
room in their analyses for a demand and supply
analysis. This is cspecially true of Mill, who ac-
cording to some commentators may have sensed
the changes in cconomic theory that were ahead.

Like other classical political cconomists, Karl
Marx was of the opinion that production was
more important than the market when it came to
deciding the price of a commodity. Nonetheless,
throughout Marx’s work one can also find a num-
ber of interesting observations on the market or
“the sphere of circulation,” as he preterred 10 call
it. First, Marx emphasized that the market con-
sists of social relationships. “Itis plain,” he noted
sarcastically in Capital, “that commoditics can-
not go to the market and make exchanges on their
own account” (Marx [1867] 1906, p. 90).
“Value” was not inherent in a commaodity, but
was rather “a relation between persons expressed
as a relation between things” (Marx [ 18671 19006,
p. 85). The way that cconomists spoke abow
prices, however, fed the illusion that values were
not created by people but somehow constituted
qualities of the objects themselves. A peculiar
“merchandise fetischism™ resulted, Marx said, in
which people projected life unto objects because
they did not understand that they themselves had
created these values through their own work
(¢.g., Cohen 1978, pp. 115-33).

Marx also emphasized that all markets have a
distinct history. Many European and colonial
markets had, for example, been created through
violence or threat of violence. There was also an
important legal and idcological dimension to the
market, Marx argued. According to capitalist law,
all market participants arce in principle equal and
free. This, however, was little but an illusion; the
market was no “Eden of the innate rights of
man,” Marx argued, but rather a place where
workers were forced to sell their labor power for
a pittance to the capitalist. The secret key to the




workings of the capitalist cconomy was found in
“the hidden abode of production” and not in the
market—“this noisy sphere where everything
takes place on the surface” (Marx [1867] 1907,
pp. 195-96).

The Marginalist Revolution and the Creation
of the Modern Concept of the Market

Toward the end of the nineteenth century the
concept of the market in cconomic theory under-

went a dramatic change through the works of

Walras, Jevons, Menger, and others. The difter-
ence between the new coneept of the market and
that of the classical political cconomists was large.
For cconomists like Adam Smith, the market had
been something concrete but of fimited analytical
interest, since the market price was often influ-
enced by accidental events. Now, however, the
thinking became almost reversed: the market be-
came an abstract concept that acquired tremen-
dous analytical interest as a price-making and
resource-allocating mechanism.  Historical and
social approaches were firmly rejected during this

period through the Methodenstreit or the Battle of

Mcthods, which originated in Germany-Austria
and soon spread to England and the United
States.® The concept of the market was thinned to
such a degree that John Neville Keynes Sr. spoke
of “the hypothetical market” and W. Stanley
Jevons simply cquated the analysis of the market
with a “theory of exchange” (Keynes Sr. [1891]
1955, pp. 247-49; Jevons 1911, pp. 74(t.). This,
however, was a price worth paving, according to
the marginalist thinkers, since many dithcult the-
orctical problems that had haunted the carly
cconomists could be solved using the new analy-
sis. I particular, it became possible to conceptu-

alize and modecl the whole economy as a system of

markets.

In order to present the newly emerged concept
of the market, it is convenient to start with two
defining statements that were often cited around
the turn of the century and that are still reterred
to in the economic literature:”

Economists understand by the term Market, not any
particular market place in which things are bought
and sold, but the whole region in which buvers and
scllers are in such free intercourse with one another
that the prices of the same goods tend to cquality
casily and quickly. (Cournot [1838] 1927)

The more nearly perfect a market is, the stronger is
the tendency for the same price to be paid for the
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samce thing at the same time in all the parts of the
market. (Marshall 1890)%

Thesce two statements show, first of all, that ccon-
omists by the mid to late nincteenth century
thought that the term market should be extended
from simply mecaning marketplace to also mean
any arca where buyers and scllers of a particular
commodity could be located. As we know from
the history of the term market, as summarized in
the first section, this suggestion merely mirrored
the ceveryday use of this word (c.g., Oxford En-
glish Dictionary 1989). What represented a nov-
clty, however, was the fact that cconomists now
added a meaning to the word market. This new
meaning is not entirely made clear in the Cournot
and Marshall quotes, but is hinted at by the
latter’s use of the word perfece. In all brevity, a
“perfect market” was a very abstract market, char-
acterized by perfect competition and perfect in-
formation.’ Harold Demsetz (1982, p. 6) has
described the change that took place in cco-
nomic theory: “Markets [now] became empiri-
cally empty conceptualizations of the forums in
which exchange costlessly took place. The legal
system and the government were [for example]
relegated to the distant background.”

Even though criticism can be directed at the
marginalist revolution, it must be acknowledged
that one of'its great accomplishments was to con-
ceive of the market as the central mechanism of’
allocation in the economy. This idea no doubt re-
flected the change that had gradually come about
in the West: the cconomy was increasingly cen-
tered around markets. It also implied that all mar-
kets in an economy were interconnected and that
a change in any onc of them would lead to
changes in another. Léon Walras, in particular, is
credited with having pioncered general equilib-
rium analysis. According to Walras ([1926] 1954,
p. 84), “the whole world may be looked upon as
a vast general market made up of diverse special
markets where social wealth is bought and sold.”
Production, it may be noted, played litde role
in Walras’s vision, which was also cxceedingly
abstract.

Of the major cconomists from this period
Marshall was the only one who paid attention to
the market as an empirical phenomenon in its
own right. The key idea in his definition of the
market, to repcat, was that wherever local prices
for the same product were converging, the prod-
ucts became part of the same market. In his chap-
ter on the market in Principles of Economics
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Marshall also drew up a very ambitious program
for how to study “the organization of markets”
(11920] 1961, 1:324).'° According to this pro-
gram, when analyzing special markets, one would
have to take money, credit, and foreign trade into
account as well as trade unions, emplovers” organ-
izations, and the movements of the business
cycle. Some of these matters eventually were dis-
cussed in Industry and Trade (1919) and in
Money, Credit & Commerce (1923), but Marshall
never really tackled the market according to his
original plan. Pulling together Marshall’s thoughts
from his various works, it is clear that Marshall’s
thinking about markets changed over the vears.
While in Principles of Economics markets were
predominantly
ply, some thirty years later he emphasized the di-
mension of social organization. In Industry and
Trade Marshall defined the market in the follow-
ing manner: “In all its various significations, a
‘market’ refers to a group or groups of people,
some of whom desire to obtain certain things, and
some of whonm are in a position to supply what the
others want™ (Marshall 1919, p. 182).

From Marshall’s works, it is clear that he be-
lieved the following live factors were important in
the understanding of markets: space, time, formal

nin terms of demand and sup-

regulation, informal regulation; and familiarity
between buyer and seller. The analysis of markets
in Principles of Economics focuses on the first two
of these Ave factors, while the latter three are dis-
cussed more tully in Industry and Trade. In rela-
tion 1o space, a market could be cither “wide™ or
“narrow” (Marshall [1920] 1961, 1:325-26).
The market arca could also grow or shrink, de
pending on the circumstances. The extent to
which time was taken into account would also af-
teet the market-—-whether the period in question
was “short” (mcaning that supply was limited to
what was at hand in the market), “longer™ (mecan-
ing that supply was influenced by the cost of pro-
ducing the commadity), or “very long” (mecaning

that the supply was influenced by the price of

labor and other material needed to produce the
item in question; sce Marshall [1920] 1901, 1:
330). A market could be “organized™ or not; by
this Marshall (1919, pp. 256-57) mcant that its
proccedings were cither formally regulated or
not. The stock market was an example of an or-
ganized market (Marshall 1923, pp. 88/1.). In fact
Marshall—like many other economists from this
period—saw the stock market as the most highly
developed form of the market. Markets could fur-
ther be cither “general” or “particular” (Marshall

1919, p. 182). By a particular market Marshall
meant a market in which there existed some social
bond between the buyer and the seller that made
the transaction casier while a general market was
in principle anonymous. Depending on the de-
gree of informal regulation, a market was finally
cither “open” or “monopolistic” (Marshall 1919,
pp. 395f1). In Marshall’s opinion, competition
usually diftered depending on the type of market
that was involved. The “ficrcest and crucllest”
form of competition was, for example, to be
found in markets that were about to become mo-
nopolistic (Marshall 1919, pp. 395-96).

The Austrian School: The Market as a Process

Neo-Austrian economics has its roots in the
work of Carl Menger, who viewed the market as
the spontancous and unintended result of histori-
cal development (Menger [ 1883] 1985, pp. 139-
59). The two main figures in the neo-Austrian
school are Ludwig von Mises and his student
Friedrich von Hayek; many of their key ideas were
developed during, or just atter World War 1. Fhe
intellectual interests of both Mises and Haycek
were uncommonly broad and included social the-
ory as well as cconomics. Mises, for example,was
a good friend of Max Weber. He was a member of
the German Sociological Association and he made
frequent reterences to sociological works in his fa-
mous seminar in the 1920s in Vienna. Both
Hayck and Mises also made significant contribu-
tions to the debate about the cconomic nature of
socialism, mainly by arguing that it was impossi-
ble to have a rational cconomy without price-
making markets (see the articles by Mises and
Haycek in Havek 1935; for a history of the debate,
sce Udéhn 19815 Brus and Laski 1989).

The centerpicee of neo-Austrian cconomics is
undoubtedly its theory of the market as a process
(ce.g., Mises 1961, [1966] 1990; Hayck 1976;
Shand 1984). “The market is not a place, a thing,
or a collective entity,” as Mises (1949, p. 258)
put it, “[it] is a process, actuated by the interplay
of the actions of the various individuals cooperat-
ing under the division of labor.” According to the
nco-Austrians, the market emerges spontanc-
ously; it is the result of “human action” as op-
posed to “human design.” A market is to its na-
ture decentralized and  primarily  constituted
through local knowledge about how much some-
thing costs and where opportunities ar¢ to be
found (sec esp. Hayek 1945, [1946] 1948). As
opposed to what economists call an economy, the




market has no center but rather consists of “a net-
work of many interlaced cconomies™ (Haycek
1976, p. 108). This vision of the market is radi-
cally different from the neoclassical one, of which
Miscs and Hayek were critical. As they saw it, all
of economics should be centered around the con-
cept of the market; they suggested that the term
economics be replaced by catallaetics."!

Keynes’s Critique of the Law of Markets

While the nco-Austrian theory of the market
was to have little immediate impact, John May-
nard Keynes’s ideas had an instant eftect. Keynes’s
point of departure in General Theory (1936) was
his obscrvation that carlier ecconomic theory had
made an crror in taking Say’s Law of Markets for
granted, namely that supply creates its own de-
mand or that “the cconomic system is always
working at full capacity™ (Keynes [1943] 1954, p.
69)."2 If once looks at the way things work in real-
ity, Keynes argued, disturbing gaps and imbal
ances exist between markets as well as between
demand and supply inside individual markets.
The result of these gaps and imbalances was that
unemployment tended to be constant in modern
socicty and the cconomy sluggish in general.
Keynes's solution tor matching demand and sup-
ply and thereby ensuring that the market worked
properly was through the intervention of the
state. The state should, in particular, be responsi-
ble for adjusting consumption and investment.

Keynes’s lack of faith in the idea that markets
through their own working can ensure a high
level of productivity and general well-being, in so
ciety is evident in his analyses of the two markets
he was most interested in: the labor market and
the stock market. Keynes noted that according 1o
classical and ncoclassical ¢cconomics, all markets
would cventually clear and that consequently
“uncmployment cannot  occur”  (Keynes
1936, p. 16). Since unemplovment dors exist,
however, this analysis was obviously wrong and a
new theoretical approach to labor markets was
needed. In his analysis of the stock market,
Keynes also claimed that what was happening in
reality was quite difterent from what should have
been happening according to economic theory.
On the modern stock market, Keynes said, most
cftorts were directed at “anticipating what aver-
age opinion expects average opinion to be”
(Keynes 1936, p. 156). This effort to guess what
the price of a share would be like in the near fu-
turc—rather than to calculate the future yield of
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an investment —led to a number of problems, in
Keynes’s mind. Again, the solution he advocated
was for the state to intervene and regulate the
market.

Industrial Organization and the Concept of
Market Structure

The theories of industrial organization were to
introduce a novel concept of the market-—the
market defined as an industry—as well as a far
more empirical attitude to the study of markets in
general. Like Keynes’s ideas, the field of industrial
organization emerged during the troubled inter-
war period. And also like Keynes, the theoreti
cians of industrial organization wanted both 1o
rebel against the neoclassical tradition and to re-
main within it. The new approach had its roots in
Marshall’s Industry and Trade, but the catalyzing
event for the emergence of the field of indusurial
organization was the publication in 1933 of Ld-
ward Chamberlin’s Theory of Monopolistic Compe-
tition. Chamberlin’s point of departure was in a
critique of the theory of perfect competition,
which he felt suffered from a number of weak-
nesses. In particular, the theory of perfect com-
petition considered only one of the two key cle-
ments in competition, namely the number of
market actors. The difterentiation of products, on
the other hand, was ignored. Product differentia-
tion, Chamberlin argued, could emerge ina num
ber of wavs, such as patents, trademarks, and ad-
vertisement. Purely social factors could also make
products differ from one another, such as “the
reputation” of the seller; “personal links” be-
tween buvers and scllers, and “the general tone
or character of his establishment” (Chamberlin
1933, pp. 50, 63). Chamberlin’s view of differen-
tiated products naturally implied a new perspec-
tive on markets, as the following statement makes
clear: “Under pure competition, the market ol
cach scller is pertectly merged with those of his
rivals; now it is to be recognized that cach is in
some measure isolated, so that the whole is not a
single market of many sellers, but a network of re-
lated markets, one for cach seller” (Chamberlin
1933, p. 69). The boundaries between markets
now became even more dithicult to determine.'?

The next step in the evolution of the ficld of
industrial organization came a few years later
through an important article by Chamberlin’s Har-
vard collcague, Edward Mason (1939). Accord-
ing to Mason, it was imperative to study the price
policies of corporations and to introduce more
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cmpirical content into neoclassical price theory.
Mason suggested that this could be done through
a classification of empirical material in terms of
“market structures.” Mason was somewhat un-
clear in his terminology, but in principle he
claimed that “the market, and market structure,
must be defined with reference to the position of
a single scller or buyer; |and that] the structure of
a scller’s market . . . includes all those considera-
tions which he takes into account in determining
his business policies and practices™ (Mason 1939,
p. 69). Once the market structure was known,
Mason continued, it would be possible to deter-
mine the price response and, from there, the cf-
fect on the economy and on socicty as a whole.
Mason’s idcas quickly generated a great
amount of empirical rescarch and were soon re-

Figure 1. The Structure-
Conduct-Performance Para-
digm as ol 1990. Some ot the
examples inside cach box have
been removed. Sonree: Scherer
and Ross (1990, p. 5).

ferred to as the Structure-Conduct-Performance
paradigm. According to this approach, the market
was scen as essentially identical to an industry.'
“Market structure” was usually understood to
mean such things as barriers to entry and concen
tration of scllers; “market conduct” meant poli
cies aimed at rivals and price setting policies; and
“market performance” referred to more evalua-
tive-political questions such as whether some-
thing was cquitable or not (e.g., Caves 1964).
The most popular textbook in industrial organi-
zation still uses the Structure-Conduct-Perfor-
mance paradigm, even if it was quickly under-
stood that the causality involved was more
complicated than Mason had originally believed
(Scherer and Ross 1990; sce fig. 1). The popular-
ity of game theory in recent rescarch on industrial



organization has also tended to displace interest
from Mason’s paradigm (Schmalenscee and Willig
1989; scce also Porter 1991).

Postwar Developments in the Research on
Markets

Since World War 11 major developments have
taken place in economic theory that have added
to the understanding of markets as price-making
mechanisms. This is true both for research on
markets in general, which is the topic of this chap-
ter, and for research on special markets such as
labor markets or financial markets (see Tilly and
Tilly, chap. 12 and Mizruchi and Stcarns, chap.
13 in this Handbook). General equilibrium theory
has, for example, successtully tackled some dith-
cult theoretical problems involved in analyzing
interconnected  markets  (e.g., Arrow  1968).
Game theory has pioneered the introduction of
intersubjectivity into nmainstream cconomics by
proposing a type of analysis in which cach actor
takes the decsions of the other actors into ac-
count {c.g., Shubik 1982; Schelling 1984). The
Chicago School has advocated a more central
place tor the market in cconomic theory as well as
in policy questions. And finally there have been a
number of interesting advances in the cconomics
of information. The emphasis on the role of
knowledge in the working of markets has ted to
studics on “market filures,” “market signalling,”
and so on (c.g., Akerlol 19705 Spence 1974).

From the viewpoint of markets as social struc-

tures, however, some of this more recent rescarch
is fess relevant. The abstract model of the market
that can be found in general equilibrium theory
is, for example, unable to handle uncmplovment,
historical time, or significant cconomics of scale
(c.g., Davidson 1981; Hahn 1981). Most studics
in game theory are likewise abstract and often fail
to make a connection to the social world (e.g.,
Rationality & Society 1992). The Chicago ccon-
omists have, on the one hand, made a number of
significant advances by studying such topics as
“implicic markets” (Becker), how the legal system
can make the market work better (Posner), what
inspires the public regulation of the market
(Stigler), and how freedom and the market are in-
terrelated (Fricdman).'® On the other hand, the
Chicago School tends to assume that the market
represents something good a priori and to equate
cconomic life in general with the market.
Nonetheless, quite a bit of current rescarch in
cconomic theory is of great interest to a theory of
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markets as social structures. One example is Alan
Blinder’s research on what type of existing price
theory best answers to the way that prices are ac-
tually set. A preliminary report shows that some
of the current theories can be climinated while
others need to be more carefully studied since
they roughly answer to the way that prices are in-
deed set (Blinder 1991). A number of works look
at the role that standards of fairness play in the
market (c.g., Solow 1990). The most important
insight of these studies is that people’s sense of
what is fair affects the workings of the market.
Evidence indicates, for example, thatit is not con-
sidered fair to exploit shifts in demand for lower-
ing wages or for increasing prices, while it is per-
mitted in situations when profits are threatened
(Kahneman, Knetsch, and Thaler 1986).

Dennis Carlton’s work  on market-clearing
mechanisms represents another example of re-
search on markets that is of much interest to the
view of markets as social structures (Carlton
1989). He argued—somewhat like in experimen-
tal market cconomics—that a varicty of difterent
mechanisms exists through which markets can
clear'® Some markets clear through price, but
these “aaction markets™ are expensive to create
and they often fail (see table 1). Many markets,
Carlton argucs, clear only through price in com-
bination with some other mechanism. This latter
mechanism can be social in nature, such as the
length of a buyer-scller relationship or the seller’s
knowledge of a buyer’s need. In some cases, Carl-
ton also savs, no organized markets are possible at

all; one has instead 1o rely on other solutions,
such as salespeople. Depending on the business
cyele, markers may also clear at different prices.

Tasie o Death Rates of Futures Markers
Age Probability of Dving at the
(vears) Given Age or Less

1 0.16

2 0.25

3 0.31

4 0.37

5 0.40
10 0.50

Source: Carlton (1989, p. 937).

The most powerful contribution in recent cco-
nomic thought to a social theory of the market
can be found in the body of work known as New
Institutional Economics. This approach has at-
tracted scholars from several adjacent fields, espe-
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cially law and cconomic history. The three lead-
ing scholars in this ficld currently are Ronald
Coase, Oliver Williamson and Douglass North;
and the key concepts include “transaction costs,”
“property rights,” “scarch costs,” “enforcement
costs,” and “measurcment costs.” These concepts
have been developed cither with the market ex-
clusively in mind (such as enforcement costs,
scarch costs, and measurement costs) or are appli-
cable to the market as well as to other economic
institutions (such as transaction costs and prop-
erty rights). New Institutional Economics has
also attempted to direct attention to the market as
a social institution in its own right.

The idea of transaction costs is that exchange is
not costless and that it can at times pav to use the
market, while at other times it is less expensive to
use a firm. Although Coase (1937) was the first to
formulate this idca, Oliver Williamson made it
better known through Markets and Hierarchies
(1975). The idea of property rights is that cco-
nomic institutions may be conceptualized not
ouly in standard cconomic terms but also in terms
of legal rights. In a market exchange, for example,
the buyer does not so much acquire an object for
a specific price, according to this perspective, as a
set of rights to the object in question (c.g., Fu-
rubotn and Pejovich 19725 Furubotn and Richter

1991). Scarch costs are incurred in the locating of

potential buyers and sellers, while enforcement
costs result from the fact that exchange entails
costs for maintaining, law and order in and around
the market.'” Measurement costs, tinally, are costs
arising from a buyer’s rescarchi into whether a cer-
tain good that he or she wants to acquire has the
desived qualitics (Barzel 1982).

Armed with this set of concepts it becomes
considerably casier to analyze the workings of the
market. New Institutional Economics has also di-
rected some attention specifically at the market as
a distinct social institution. This is especially the
case with North and Coase. In a recent work
called Institutions, Institutional Change and FEeo-
nomic Performance (1990) North sketches the
main steps in the development of the markert,
using the tools of New Institutional Economics.
He also breaks with the common tendency to
cquate the market with efliciency and points out
that some cconomic institutions—including the
market—may actually increase transaction costs
rather than lower them. North (1990, p. 69) con-
cludes, that the market “is a mixed bag of institu-
tions; some increase cfficiency and some decrease
efficiency.” The thrust of Coase’s work is similar,

but displays some crucial differences. In an article
from the late 1980s Coasce produced a text that is
more or less a programmatic statement for a the-
ory of the market as an institution (Coase 1988).
According to this article, cconomists have too
often equated the market with the determination
of market prices, something that has led to a situ-
ation in which “the discussion of the market itself
has entirely disappeared™ (Coase 1988, p. 7). e
also attacks the notion of market structure, argu-
ing that much research on market structures looks
at such factors as the number of firms and product
differentiation, but fails to notice the market in its
own right. As a way to remedy this neglect, Coase
(1988, p. 8) suggests that rescarch should be di-
rected at the market as a “social institution which
facilitates exchange.” The physical structure of a
market as well as its rules and regulations exist pri-
marily to reduce the costs of exchange, accord-
ing to Coase. When a market is highly organized,
such as the stock market, enforcement of the rules
can typically be left to its members. When on the
other hand a market is scattered over a wide arca,
Coase suggests, the state may have to intervene
and regulate buying and selling it there is to be a
market at all.

THE MARKET IN SOCIOLOGICAL THEORY

I shall now ¢xamine the way sociologists have
analyzed the market and in particutar how they
have tried to deal with the complexity of the mar
ket phenomenon. It should first be noted that so
ciologists have paid less attention to the market
than cconomists. Tt should also be emphasized
that sociological theory and cconomic theory have
more or less developed independently of one an-
other. One unfortunate consequence of this has
been that few of the insights generated in one
discipline have been communicated to the other.
Schumpeter (1954, p. 21) once joked about this,
saying that cconomists, as a result, had ended up

creating their own “primitive sociology™ and so-
8

ciologists their own “primitive economics.” There
is some truth to this, but as I shall try to show in
this section, sociologists have also made some solid
contributions to the understanding of markets.

The Mavket in Classical Sociological Theorvy

Of the carly sociologists Max Weber was the
most interested in markets. He thought that cco-
nomics (Sozialikonomik) should be a broad sci-



cnce, including such topics as “sociology of ‘the
market’”; he also tried to sketch this type of
sociology (Weber [1922] 1978, p. 81). But other
sociologists—especially Georg Simmel and Emile
Durkheim—have touched on the market in their
writings. Simmel was particularly fascinated by
the role of money in modern society while
Durkheim emphasized how normlessness (ano-
mic) affected people’s behavior in various arcas,
including  the c¢conomy (sce Simmel [1907]
1978, [1908] 1950; Durkhcim [1893] 1994,
[1950] 1983).

Weber took a lively interest in the market and
throughout his carcer he analyzed it from a vari-
cty of viewpoints. As a young lawyer, for example,
he participated in a public investigation of the
stock exchange (sce c.g., Kisler 1988, pp. 63-
66). From the writings that resulted, it is clear
that Weber was especially interested in the nature
of speculation and how stock exchanges have
been organized in different ways in difterent
places—as exclusive gentlemen clubs in London
and New York or more democratically in Paris,
where one could see workers in their traditional
blue shirts on the floor of the exchange. Weber
was also fascinated by the political dimension of
the stock market, which he saw as “a mcans of
power in the cconomic struggle | between states|”
(Weber [ 1894] 1988, p. 322).

This emphasis on struggle is also cvident in
Weber's lectures a few years later as a professor in
cconomics. In the 1890s Weber lectured on eco-
nomic theorv in Freiburg and Heidelberg and fol-
lowed primarily Menger when it came to the mar-
ket. Weber, however, also added his own distinet
touch 1o these lectures by arguing that “the price
on the market is a result of cconomic struggle
(price struggle)” (Weber [1898] 1990, p. 45).
The straggle over prices, he explained, had two
aspects that must be separated. On the one hand,
there was an “interest struggle™ in the market be-
tween the two parties who actually engaged in an
exchange; and, on the other hand, there was a
“struggle of competition™ between all those who
were potentially interested in an exchange at the
beginning of the process.

When Weber started to define himself as a
sociologist about a decade later, he reworked his
analysis of the market from the viewpoint of
methodological individualism and the actors” un-
derstanding ( Verstehen). The result can be found
in Economy and Society, where Weber dcfined the
market this way:

Mavrkets as Social Structures 265

A market may be said to exist wherever there is com-
petition, even if only unilateral; for opportunitics of
exchange among a plurality of potential partics.
Their physical assemblage in one place, as in the local
market square, the fair (the “long distance market™),
or the exchange (the merchants’ market), only con-
stitutes the most consistent kind of market forma-
tion. 1t is, however, only this physical assemblage
which allows the full emergence of the market’s most
distinctive teature, viz., dickering.'™® (Weber [1922]

1978, p. 635)

As he carlier had done in his lectures on economic
theory, Weber now also made a conceptual dis-
tincton  between  exchange and  competition.
More precisely, social action in the market begins
according to Weber as competition but ends up as
exchange. In phase one, “the potential partners
are guided in their offers by the potential action
of an indeterminately large group of real or imagi-
nary competitors rather than by their own actions
alone™ (Weber [1922] 1978, p. 636). Phase two
or the final phase is, however, structured differ-
ently: “[ T [he completed barter constitutes conso
aation only with the immediate pamer” (Weber
[1922] 1978, p. 635).1 As Weber saw it, ex-
change in the market was also exceptional in that
itrepresented the most instrumental and caleulat-
ing type of social action that was possible between
two human beings. Exchange, he said, represents
“the archetype of all rational social action™ and
constitutes, as such, “an abomination to cvery
system of fraternal ethics”™ (Weber [1922] 1978,
pp. 635, 637).

Weber also emphasized the clement of struggle
or conflict in the market. e used terms such as
market strigggle and he spoke ot “the battle of
nman against man in the market™ (Weber [1922]
1978, pp. 93, 108). Compctition, for example, he
defined as “a ‘peaceful’ conflict .. insofar as it
consists in a tormally peaceful attempt to attain
control over opportunitics and advantages which
are also desired by others.” Exchange, on the
other hand, he defined as “a compromise of inter-
ests on the part of the parties in the course of
which goods or other advantages are passed as re-
ciprocal compensation” (Weber [1922] 1978, pp.
38, 72). Weber also repeatedly stressed that mon-
ctary prices are always the result of a power strug-
gle between the parties on the market.

Weber was ultimately interested in the interac-
tion between the market and the rest of socicty.
One angle through which Weber’s analysis on this
point can be approached is through his analysis of
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the role that regulation plays in the market. A
market, Weber explains in Economy and Society,
can cither be free or regulated (Weber [1922]
1978, pp. 82-85). In pre-capitalistic socictics

there typically exists quite a bit of “traditional-

regulation” of the market. The more rational a
market is, however, the less it is formally regu-
lated, he notes. The highest degree of “market
frecedom™ or “market rationality” is rcached in
capitalistic socicty, where most irrational cle-
ments have been climinated. In order for the mar-
ket to be this rational and predictable, however,
several conditions have to be fullfilled, including
the expropriation of the workers from the means
of production (Weber [1922]1978, p. 161). The
capitalist market, in other words, was the result of
a long historical process. How Weber envisioned
the historical evolution of the market can be
gleaned from Economy and Socicty as well as from
General Economic History.

The Attempt in the 19505 to Revive the Social
Analysis of the Mayket

Even though carly sociologists had laid a solid
foundation for a sociological approach to mar-
kets, the idea of a sociology of markets did not
catch on. During the 1920s and 1930s almost no
work was carried out along these lines. After
World War II and in the 19505, however, an at-
tempt was made to revive the social analysis of the
market. The persons responsible for this included
Talcott Parsons, Neil Smelser, and Karl Polanyi.
In Economy and Socicty (1956) Parsons and
Smelser were primarily interested in showing, that
cconomic theory and social theory could be inte-
grated in a fruitful manner, but they also sug-
gested some “starting-points for a systematic de-
velopment of a sociology of markets” (Parsons
and Smelser 1956, p. 175). The authors hinted
that one could conceptualize the market as a dis-
tinct social system in its own right, but most of
their efforts were directed at another task, namely
to show that markets differ not only in degree but
also in “sociological type,” depending on their
position in the social system as a whole (Parsons
and Smelser 1956, pp. 3, 174). According to the
AGIL scheme, they explained, the subsystem of
the economy borders on the three other subsys-
tems and, depending on what boundary is in-
volved, the market will be structured in a different
way (sce Smelser and Swedberg, chap. 1 in this
Handbook). Parsons and Smelser’s attempt to re-
vive the sociology of markets in Economy and So-

ciety received little attention, however, compared
to other parts of the book (Smelser 1992).

The analysis of the market that one finds in the
work of Karl Polanyi is much less abstract than
that of Parsons and Smelser, and it is also consid-
crably more polemical. According to Polanyi
([1957] 1971, p. 270), it was absolutely impera-
tive to develop a new approach to the market—
indeed, this constituted “our main intellectual
task today in the field of ¢cconomic studies.” In
particular, Polanyi objected to “the economistic
fallacy” of equating the whole of the economy
with the market. By doing so, Polanyi charged,
the true nature of the economy was distorted.
Polanyi saw his own work as an attempt to de-
velop a new type of economics in which the econ-
omy was firmly subordinated to socicty as a
whole.

Polanyi’s first attempt to give body to his vision
of a new kind of cconomics is found in The Great
Transformation (1944). His aim in this work was
to explain why markets have become so important
in modern socicty, but to do so in a manner that
diftered from conventional economics. The ccon-
omists, Polanyi arguced, usually began by referring,
to man’s propensity to truck and barter and then
sketching the natural progression from small his-
torical markets to the giant modern markets. To
Polanyi, however, this had little to do with the
historical evolution of real markets. Drawing on
works by Thurnwald, Pirenne, and Heckscher, he
pointed out that from very carly on only two types
of fairly small-scale markets had existed: the local
market and “the external market” (Polanyi’s term
for long-distance markets; sce Polanyi [1944]
1957, pp. 5611). Both of these types of markets
had usually been regulated and neither had been
dynamic enough to generate an economic break-
through. It was instead two watershed events in
European history, he claims, that were responsi-
ble for the emergence of the modern market
cconomy: the creation by the mercantilist state of
“internal markets” (national markets) and the
radical elimination of all market regulation during
the middle of the nincteenth century in England.
In emphasizing the role of mercantilism in creat-
ing national markets Polanyi followed the lead of
Schmoller (see c.g., Schmoller [1884] 18906).
Polanyi’s interpretation of English history was,
however, totally his own. During roughly 1830-
1850, Polanyi argucd, all regulations of the mar-
ket had been removed in an ill-advised and highly
utopian attempt to turn England into “One Big
Market.” Land as well as labor were suddenly




treated as if they were ordinary products to be
bought and sold on the market (“the Commodity
Fiction”). The result was unspeakable misery for
common people until countermoves were finally
taken to protect society from “the self-regulating
market.” But these countermoves had their own
contradictory dynamics; he traces many of the key
events of the twenticth century—such as World
War I and World War [I—to the radical attempt
in mid-nincteenth century England to transform
all of society into one giant market.

As part of the amalysis in The Great Transfor-
mation Polanyi introduced a new terminology as
well as a new theoretical perspective on markets.
This was little noticed at the time, perhaps be-
cause of the dramatic story that the book told. In
his work from the 1950s, however, Polanyi fo-
cused more directly on and developed the con-
ceptual dimension of his analysis. He chose to
present his new concepts in the now famous essay
“The Economy as an Instituted Process” (Polanyi
[19687] 1971). Polanyi began by arguing that
there exist several different ways of organizing the
cconomy:  through  “reciprocity,”  “redistribu-
tion,” and “[market] exchange.” Just as it would
be a mistake to think that an cconomy can only be
organized through market exchange, it would be
an crror 1o equate trade with markets, and money
with exchange. Trade and money, as Polanyi
showed, have existed in many different forms.
Markets, he also said, were not as most econo-
mists picture them. For a market to exist, you
need first of all a “demand crowd,” a “supply
crowd” and somcthing that can work as an
“cquivaleney.” To this should be added a number
of functional clements, such as “physical site,
goods present, custom, and law™ (Polanyi [ 1957 ]
1971, p. 267). But not even this amounted to the
standard market of cconomic theory, since prices
could be cither set or bargained (“set-price mar-
kets™ versus “price-making markets™). Prices that
fluctuate frequently due to competition, Polanyi
said, represent a fairly late stage of development.
Again, Polanyi’s main point was to show that
what cconomists saw as the typical market was
just one of many possible forms of organized
exchange.

The Rebirth of the Sociology of Markets

Polanyi’s idcas about the market led to a long
and bitter debate in anthropology; they have also
been much debated by historians.?? They had lit-
tle impact on sociology, however; during the pe-
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riod 1950-70 almost no sociological works on
the market appeared. During the 1970s, however,
sociologists started to become interested in study-
ing markets again. Bernard Barber’s essay on
“the absolutization of the market” appeared in
the mid-1970s, about the same time the German
sociologist Klaus Heinemann (1976) suggested
that “a sociology of markets” should be created.
A tew sociological studies that touched on various
aspects of markets also appeared (c.g., Bonachich
1973; Granovetter 1974; Wallerstein 1974 Di-
Maggio 1977-78, Zclizer 1979). 1n onc of these,
Mark Granovetter pioneered a networks approach
to markets by looking at the role rthat acquain-
tances and friends play in job scarches. In an
other, Immanuel Wallerstein presented a theory
of “the modern world-system™ in which trade and
international markets play a key role. Also in or-
ganization theory, rescarchers started to become
interested in markets. This was particularly true
for those doing work on resource dependency
and population ccology (e.g., Plefter and Salancik
1978; Hannan and Freeman 1977).

Since the carly 1980s sociologists’ interest for
markets has intensificd and a host of works have
appeared. To date, a number of theoretical ap-
proaches have been attempted with varying de-

White 1981a; Burt 1983; Baker 19845 Podolny
1993); a social constructionist approach (c.g.,
Garcia 1986; Smith 1990); a historical-compara-
tive approach (c.g., Hamilton-Biggart 1988; Lic
1992); a social systems approach (c.g., Euhmann
1988); a social rules approach (c.g., Burns and
Flam 1987); a game theorctical approach (Opp
1987, Vanberg 1987); and a conflict approach
(¢.g., Collins 1990). Some sociological works
have also been inspired by recent cconomic works
on the market, especially Oliver Williamson’s
Markets and  Hiervarchies (c.g., Stinchcombe
1986; Powell 1990).

One sociological theory of markets in particu-
lar stands out—the so-called structural approach.
This approach dominates the debate on markets
for two reasons: it represents the most sustained
cffort to construct a sociological theory of mar-
kets and it has attracted a number of unusually
competent rescarchers. Three persons have been
primarily responsible for developing this type of
analysis—Harrison  White, Ronald  Burt, and
Wayne Baker. Yet the structural approach has its
roots in a considerably larger group of sociolo-
gists and it has also been applied to topics other
than markets (scc ¢.g., Granovetter forthcoming).
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What characterizes structural sociology in general
is its focus on social structure, its attempt to de-
lincate structure in a very concrete manner (usu-
ally through networks), and a deep suspicion of
psychological and cultural explanations. By so
sharply rejecting the notion that values, ideas, and
culture are central to sociological analysis, the
structural approach has naturally led to some
debate.

If one person deserves credit for having reig-
nited sociologists’ interest in markets, it is Harri-
son White (c.g., White 1979, 1981a, 1981b).
White’s rescarch on markets, which began in the
mid-1970s, represents an attempt to raise basic
questions about markets: “Why do  particular
markets come into existence? Why does a certain
market persist? Indeed, what kind of observable
social structure is a market?” (White 19814, p. 2).
The answers found in White’s work have to a
large extent been shaped by his dissatisfaction
with neocld al ¢conomics. Contemporary cco-
nomics, according to White, has practically no in-

terest in conerete markets and is preoccupied with
exchange narkets as opposed to production mar-
kets. As a result, White (1990, p. 83) says: “There
does not exist a neoclassical theory of the mar-
ket—[only] a pure theory of exchange.”

White has been deeply influenced by economic
theory in his theoretical approach to markets. He
refers positively to the analyses of Marshall and
Chamberlin and, first and foremost, he has given
a sociological bent to Michael Spence’s theory of
market signalling, (c.g., White 1976, 1990). The
impact of Spence is particularly clear on the key
feature of White’s theory of markets; the notion
that markcets consist of structures that are repro-
duced through signalling or communication be-
tween the participants. The typical market of
which White writes is a production market; the
reason for this is that production markets, as op-
posed 1o exchange markets, are characteristic of
industrial cconomics. A production  market,
White says, typically consists of about a dozen of
firms that come to view cach other as constituting,
a market and are perceived as such by the buvers.
The central me rism in the construction of a
market is its “market schedule,” operationalized
by White as W(y) where Wstands for revenue and
¥ for volume (see Leifer 1985). This schedule, ac-
cording to White, is considerably more realistic
than the cconomists’ demand-supply  analysis.
Businessmen know what it costs to produce
something and try to maximize their income by
determining a certain volume for their product.

And, if they calculate correctly, they locate a niche -
in the market for their product, which their cus-
romers acknowledge by buying the volume deter-
mined. The closest to a definition of a market that
can be found in White’s work is the following;:
“Markets are tangible cliques of producers watch-
ing cach other. Pressure from the buyer side cre-
ates a mirror in which producers sce themselves,
not consumers” (White 1981b, p. 543).

Ronald Burt’s rescarch on markets dates to the
mid-1970s, specifically to his dissertation. In his
first major studies of markets he used a special
type of data, namely input-output tables on the
U.S. nmanufacturing industry (c.g., Burt 1982,
1983; for a replication, see c.g., Zicgler 1982;
Yasuda 1993). On the basis of this data Burt de-
veloped a novel concept to decribe the structure
of a market—"structural autonomy.” An actor,
say a firm, is autonomous or not, Burt says, de-
pending on the following three factors: (1) the re-
lationship between the firm and its competitors;
(2) the relationship between the firm’s supplic
and (3) the relationship between the firm’s cus
tomers. Autonomy is at a maximum tor the firm
when it has (1) no or few competitors, (2) many
and small suppliers, and (3) many and small cus:
tomers. Burt showed convincingly that the higher
the degree of structural autonomy, the larger the
profit. Firms having a high degree of market con
straint would tvpically also try to coopt their com

petitors and inercase their profit through various
means, including interlocking directorates. The
cmpirical support for this last point was, however,
less strong,

Like Burt and White, Wayne Baker began to
develop a structural approach to markets in the
1970s. In his doctoral dissertation, called Markets
as Networks (1981), Baker presented both a gen
cral theoretical argument tor a sociological theory

of markets and a sharp, empirical analysis.2' Econ

omists, as Baker saw it, had developed an implicit
rather than an explicit analysis of the market:
“Since ‘market’ is typically assumed- not stud
icd—most economic analvses implicitly character-
ize ‘market’ as a ‘featurcless plane’” (Baker 1981,
p. 211). In reality, however, markets are not ho
mogenous but socially structured in various ways.
To analyze this structure constitutes the main task
for “a middle-range theory of ‘markets-as-net-
works’” (Baker 1981, p. 183).

How this can be done with the help of net-
works analysis is clear from the empirical part of
Baker’s thesis, which has also been published sep-
aratcly (Baker 1984; sce also Baker and Iyer 1992
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O = Clique Member
l:' = Isolate

<>= Tree Node
O = Dyad Member
V = Liason

FiGure 2. Examples of Market Networks. The figures represent actual networks of trading in options during the

same afternoon. Sonrce: Baker (1984, p. 792).

for a mathematical rendition). Using empirical
material gathered from a national securitics mar-
ket, Baker showed that at least two different types
of market networks could be distinguished: a
small, rather dense network (XYZ) and a larger,

more differentiated and looser one (ABC; see fig.
2). On this ground Baker argued that he had
shown that the standard cconomic view of the
market as an undifferentiated entity was mislead-
ing. But Baker also wanted to show that the social
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structure of a market has an impact on the way the
market operates; to do this he looked at volatility
in option prices. He found that the fragmented,
larger type of network (ABC) caused much more
volatility than the smaller, more intense network
(XYZ). “Social structural patterns,” he con-
cluded, “dramatically influenced the dircction
and the magnitude of price volatility” (Baker
1984, p. 803). It was also clear from Baker’s study
the crror of the old idea that a market is more per-
feet the more actors are involved.

The structural approach to markets represents
a major advance in a number of ways. Nonethe-
less, other sociological approaches to markets
exist; a few have directly challenged the structural
approach. Some critics have, for example, pointed
out that the structural approach lacks a cultural
dimension (¢.g., Zclizer 1988; Zukin and Di-
Maggio 1990). A more general critique arguces
that it is necessary to include the legal-political di-
mension of markets in the analysis as well:

The najor downtall of the network approaches is
that they are such sparse social structures that it is
diflicult 1o see how they can account for what we ob-

serve. Put another way, they contain no model of

politics, no social preconditions for market ex-
changes (i.c., notions of property rights, governance
structures, or rules of transactions) and no way to
begin to conceptualize how actors construct their

worlds. (Fligstein and Mara-drita 1992, p. 20)

The first charge—that the structural approach
ignores the cultural dimension of markets-——was
first raised by Viviana Zelizer in an important pro-
grammatic article in the late 1980s (Zclizer
1988). Zelizer makes clear that she is not inter-
ested in advocating a full cultural theory of mar-
kets, believing such a theory would not be very
cffective (see also Hamilton and Biggart 1988 tor
a similar argument). But she also emphasized that
the social structural approach looks at culture
with unwarranted suspicion, as if it were a kind of’
remnant from a dangerous Parsonian past. This
tvpe of attitude, however, tends to impoverish the
sociological analysis of markets in several ways
and can be characterized as a form of “soctal
structural reductionism” (Zclizer 1988, p. 618).
First, it threatens to sever the links between soci-
ology and the exciting new literature in anthro
pology and social history on “market culture”
(c.g., Taussig 1980; Reddy 1984; Agnew 1986).
Sccond, it prevents sociologists from fully under-
standing the role that different types of values
play in the market.

Zcelizer’s own work illustrates the importance
of considering many types of values for a sociol-
ogy of markets. In her first major work, Morals
and Markets (1979), she analyzed how difficult it
had been to establish a market in life insurance
policies in the United States because of popular
resistance to putting a price on human life. In her
sccond book, Pricing the Priceless Child: The
Changing Social Value of Children (1985), Zcli-
zer studied the same process in reverse: how chil-
dren around the turn of the century were re-
moved from the labor market and invested with a
high emotional value as opposed to a monetary
value. Even moncey, as Zcelizer (1989) has shown
in her most recent studices, does not always func-
tion as neutral “market money” but plavs difter-
ent roles—as “domestic money” or “charitable
money,” for example—depending on how it is
pereeived.??

The sccond major point on which the struc-
tural approach has been criticized, has to do with
its failure to properly incorporate a legal-political
dimension into the analysis (Fligstein and Mara-
drita 1992).2% Neil Fligstein’s work on the Ameri-
can corporation, The Transformation of Corpo-
rate Control (1990), can scrve as an illustration of
how one can expand the structural analvsis in this
respect. According to Fligstein, industrial markets
are created through the interaction of corpora

tions and do not come into being by themselves
or through advances in technology.  Alfred
Chandler and Oliver Williamson consequently are
wrong, to suggest that the modern American cor-
poration emerged as a more or less mechanical re-
sponse to the emergence of national markets in
the late nineteenth century. The fimal arbitrator of
any market is, in addition, always the state; the
¢ also plays a key role in validating the general
perception that corporations hold of how to solve
their competitive problems (“the concept of con-
trol” in Fligstein’s terminology).

That the state plays a key role in stracturing the
market is also an important theme in many recent
sociological studies of the market. It has, for ex-
ample, been pointed out that certain actors try to
use the state to improve their own position in the
market and thereby bypass competition in the
cconomic sphere (Etzioni 1988; for a similar ar-
gument by an economist, sce Stigler 1981). Fol
lowing Polanyi, it has also been argued that the
state must somchow lower the level of “market-
ness” in the economy if the market is not to sclf-
destruct (c.g., Block 1991). Campbell and Lind-
berg (1990) have noted that by manipulating




property rights the state can influence the way
that a market works. Various state agencies, fi-
nally, regulate different markets and thereby
maintain “the moral order” of a particular market
and “trust” in the cconomic system as a whole
(sce c.g., Shapiro 1984, 1987; Burk 1988).

INTEGRATING THE ECONOMIC AND
SOCIOLOGICAL APPROACHES
TO THE MARKET

As I noted in the first scction, real-world mar-
kets have exhibited a great deal of complexity and
variety throughout history. Interesting cfforts to
analyze markets as social phenomena in their own
right-—and not only as price-making mecha-
nisms—have been made in both economic theory
and in sociology. In economics Marshall, for ex-
ample, drew up an ambitious program for how
to study “the organization of markets.” Even
though he failed to complete it, one can find sug-
gestive attempts at various typologies of markets
in his work. Markets, according to Marshall, may
be analyzed according to such criteria as space,
formal organization, informal regulation, and the
presence or absence of social bonds between buy-
ers and sellers. Chamberlin was cqually as inter-
ested as Marshall in understanding how concrete
markets operate; he in particular emphasized the
difterentiation of products (and hence markets)
through patents, trademarks, reputation of the
schler, and the like. Further steps toward a com-
plex theory of markets can be found in the works
of the neo-Austrians (the market as a decentral-
ized process), Keynes (gaps between and within
markets; the role of expectations), and in game
theory (market actors take cach other’s actions
into account). Many works in industrial cconom-
ics have made important contributions in this
context as well, such as Dennis Carlton’s rescarch
on market-clearing mechanisms. It is also clear
that the many studies on the role of information
in the cconomy have contributed to a more com-
plex picture. And, finally, New Institutional Eco-
nomics has openly argued that the market may be
understood as an institution in its own right and
not just as a price-making mechanism. Coase ct

al. have drawn attention to the legal dimension of

exchange and have introduced concepts that cap-
ture what transpires in the market, such as trans-
action costs, scarch costs, enforcement costs and
mecasurement costs.

1n sociology, cfforts have been made to analyze
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markets as complex social phenomena in their
own right. Weber, for example, emphasized the
role that conflicts and social regulation play in
structuring markets. More recent sociological at-
tempts have scen as their primary task to show
that markets do not simply consist of homoge-
nous spaces where buyers and scllers enter into
exchange with one another, but that markets are
distinct networks of interaction. Sociologists have
also attempted to highlight the role that legal and
political factors play in the functioning of mar-
kets. A debate has ensued between sociologists
and New Institutional Economics about the ex-
tent to which efficiency can account for the strue-
turce of particular markets.

Even if considerable progress has been made in
understanding the social structure of markets,
there still exists a very strong tendency to analyze
markets as if they were little but mechanisms for
exchange. This is true for sociology as well as cco-
nomics, and it has prevented a full theory of mar-
kets from emerging. Markets, however, consist of
more than the act of exchange, which is true even
it we include legal and political factors in the anal-
ysis. TFollowing Max Weber, T suggest that the
core of the market phenomenon does not consist
of one element—cexchange—but of two elements:
exchange in combination with competition (see
fig. 3). More precisely, the social structure of a

buyers XXX
exchange |
scllers XXX

FrGure 3. The Social Structure of Markets, Ac-

cording to Max Weber. “A market may be said to
exist wherever there is competition, even it only
unilateral, for opportunities of exchange among,
a plurality of potential partics. Fheir physical as-
semblage in one place . ..
most consistent kind of market formation.”

Sonrce: Weber, ([1922] 1978, p. 635).

only constitutes the

market is characterized by a special type of inter-
action that begins as competition between a num-
ber of actors (buyers and /or sellers) and that ends
up with an exchange for a few of the actors. What-
cever clse there is to a market is sccondary to this
primary interactional structure:

A market may be said to exist wherever there is com-
petition, even if only unilateral, for opportunitics of
exchange among a plurality of potential parties.
Their physical assemblage in one placc . . . only con-
stitutes the most consistent kind of market forma-

tion. (Weber [1922] 1978, p. 635)
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Even though Weber saw competition as inte-
gral to the structure of any market, he did not
claborate. Does competition for exchange, for ex-
ample, extend beyond the market or is it limited
to the marketplace? Whatever Weber’s answer to
this question may have been, it is clear that the
concept of markets as competition for opportuni-
tics of exchange becomes more interesting it it
also includes what goces on outside the market-
place—if it encompasses (to use Marshall’s termi-
nology) “competition in production” as well as
“competition in exchange” (Marshall {1890)
1925). Morc precisely, it is when competition for
opportunities of exchange starts to penctrate
most of socicty outside the marker that the mar-
ket progresses from being a nondynamic force in
society to becoming a dynamic one. That com-
petition for opportunitics of exchange is felt
throughout socicty is exactly what characterizes
modern capitalist society.

By connecting the element of competition to
that of exchange, in the manner Weber suggests,
a much fuller theory of markets than the current
one emerges. The literature on competition can
be directly integrated into the theory of the mar-
ket. For space considerations, 1 can merely refer
the reader to sources of interest and point out
that the notion of perfect competition is of little
use in this context, as opposed to the more realis-
tic theories of competition that can also be found
in cconomic thought.2* The much less volumi-
nous sociological literature on competition can
also be explored by the reader.?® To show how the
theory of markets can be made more interesting
by incorporating the clement of competition in
the manner that Weber suggests, T shall turn my
attention to one particularly brilliant sociological
interpretation of competition, that of Georg Sim-
mel, especially in his Soziologic (Simmel | 1908]
1964; sce also Simmel 1903).

Competition, according to Simmel, can be char-
acterized as a form of “indirect conflict” (| 1908]
1964, p. 57). It differs from ordinary forms of
conflict in that it is not dirccted at the opponent
but rather consists of a “parallel cftort.” Instead
of trying to destroy an opponent, a competitor
tries to surpass him or her. This means that exora
encergy is released and that society benefits from
the result of alb efforts rather than just the win-
ning one. Since the winner of the competition is
to be picked by a third party, each competitor
typically tries to divine the wishes of this third
party. In Simmel’s nearly lyrical formulation:

Innumerable times | competition] achieves what usu-
ally only love can do: the divination of the innermaost
wishes of the other, even before he himselt becomes
aware of them. Antagonistic tension with his com-
petitor sharpens the businessman’s sensitivity to the
tendencies of the public, even to the point of clair-
voyance. (Simmel [1908] 1964, p. 62)

Simmel also stresses that even though cach com-
petitor may be motivated by whatever he or she
expects to receive in exchange, he or she will
nonctheless have to produce what the exchange
partner desires, if there is to be an exchange.
Competition, in other words, “offers subjective
motives as a means of producing objective social
values” (Simmel [1908] 1964, p. 60). The com-
petitive process, as Simmel ([ 1908] 1964, p. 60)
depicts it, echoes Adam Smith’s discussion of the
invisible hand, in that what is “an ultimate aim for
the individual™ turns out to be “a means tor the
species [or] the group.”

Many of the contributions to the theory of
markets that we have reviewed—-such as the ideas
of enforcement costs and measurement costs—
can casily be fitted into Weber’s theory of the
market as competition for exchange. And with the
help of this latter theory it is also possible to de-
velop various typologics of markets as social struc-
tures (see tables 2 and 3). Historical markets, for
one thing, difter considerably from once another,
depending, on the degree to which competition
reaches into society. In the Middle Ages, for ex
ample, the typical city market did not have much
of an impact on the rest of socicety. In modern so-
ciety, on the other hand, the major markets are all
formally free and characterized by competition in
the marketplace as well as by competition in pro-
duction. Enforcement costs and  measurement
costs have varied throughout history but have
tended to decline and even out with the emer-
gence of the modern state and standardized
weights and measures. Ditferences nonctheless
exist between the various modern markets as to
enforcement costs and measurement costs. There
exists, for example, little effective policing of the
international capital market; it is often diflicult to
decide exactly what has been exchanged for what
in the labor market. Other clements have been in-
troduced into the typologics of markets in tables
2 and 3 in order to give a full picture of their so-
cial structure, such as number of buyers and
sellers, whether the actors are individuals or or-
ganizations or whether the actors are organized.




A number of creative eftorts both in contetnpo-
rary economics and sociology have sought to re-
place the traditional approach to the market as
simply a mechanism of exchange with a view that
sees the market as a complex social phenomenon
in its own right. These eftorts clearly are still in an
carly stage of development, even if considerable
progress has been made during the last few de-
cades. The ultimate task is to develop an analyt-
ically interesting model that can be used cffec-

Tanre 2.
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tively in empirical research. Weber’s suggestion
that one can view the market as an interactional
form of competition for exchange represents one
way of accomplishing this. Still, the problem of
understanding markets as distinct social struc-
tures is by no means solved and will no doubt
continue to be one of the more urgent items on
the agenda of both cconomic theory and cco-
nomic sociology.

The Social Structure of Historical Markets (Ideat Types)

Competition
The prehistorical
market (such as
marketplaces at
the boundaries of
small communitics)

the market

The carly market
tor long distance
trade (such as the
“silk road™ around
the time of Christ)

Competition between
professiomal traders

of socicty
I'he market in the Competition is local
Middie Ages (such

as city markets)

socicety; otherwise

cconomic traditionalism

rules

The modern capital-
ist market (such as,
c.gr., capital markets)

Formally free competi

petitive behavior
extends deeply into

socicty (“competition
in the market” as well

as “competition in
production™)

Competition is fow and
does not extend bevond
the marketplace into
society; few actors in

and merchants; trade
oflten in a limited num-
ber of luxury items and
competition does not
reach deeply into the
productive organization

and firmly regulated

in the city; competitive
behavior only reaches
into some few areas of

tion, which is national
and international; com-

into Exchange

Barter and bargaining;
ruthless behavior
dirccted towards all
exchange parties, who
are from a different
community; few and
incfhicient ways to back
up exchanges (extremely -
high enforcement costs)

There exist several different
wavs of organizing,
exchange in cross
cultural rade; huge and
unpredictable enforee-
ment costs, but also
extremely high profits
resulting from the
exchange

Bargaining is tvpical and
the exchange is based on
not vet standardized
goods (high measure
ment costs); bargaining,
is common; peace of the
marketplace is specially
guaranteed, but still high
enforcement costs

Various rational mecha-
nisms exist to facilitate
the exchange (low scarch
costs); bargaining, only at
the marging full machin-
cry of the modern state
to back up the exchange
{low enforcement costs)
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TasLE 3. The Social Structure of Modern Capitalist Markets (Ideal Types)

Competition

into

Exchange

The labor market Typically many scllers
(individuals) versus few
and powerful buyers
(organizations); compe-
tition is regulated by
cmployers’ organiza-
tions, by unions and by

legislation; lack of mobil-

ity among scllers often
makes competition local
A limited number of
buyers and sellers,
most of which are
organizations; private
as well as public regula-
tion; political interven-
tions; competition is
national and inter-
national in scope
Typically few scllers
(organizations) and
many buvers (individ-
uals), who are unorga-
nized; some public
regulation but other
wise free competition

The capital market

The consumer market

Decentralized exchange

(high scarch costs); tittle
scope for bargaining duc
to unions, employers’
organizations and norms
of fairness; measurement
problems caused by
transmission of rights
related to agencey as
opposed to property

Often centralized

exchange in the form

of organized clearing
mechanisms (low search
costs); machinery exists
to back up exchange but
only on the national
level; tull property rights
are transterred

Fixed prices and no

bargaining; decen-
tralized but fixed places
of exchange (shops,
malls, cte.) means low
scarch costs; full property

The industrial
market

Typically few buyers
and sellers, all of

which are organizations;

often networks of
buye
this type of market

s and scllers in

rights are transferred
Exchange often takes the
form of negotiations and
is totally decentralized;
full property rights are
transferred but seller’s
obligations may remaing
often high scarch costs

Naote: All capitalist markets tend 1o be tormally free and formally rational. Competition extends
deeply into socicty (“competition in the market™ as wetl as “competition in production™).

NOTES

1. For helpful comments and information 1 would like
to thank Bernard Barber, Ronald Burt, Olot Dahlbick,
Cecilia Gil-Swedberg, Mark Granovetter, Peter Hedstrom,
Hans Lind, John Mcyer, Mark Mizruchi, Apostolis Papa-
kostas, Neil Smelser, Linda Brewster Stearns and Charles
Tilly.

2. For the history of the English word market, sce Davis
(1952), Agnew (1986, pp. 27, 41-42) and Oxford English
Dictionary (1989). For the wurn of the century meaning,
sce also The Palgrave Dictionary of Political Economy
(1896) with its two entrics: “Markets as a Place of Sale”
and “Market {on the stock exchange).” Other terms for
market are saq (Arabic), agora (Greek), bizar (Persian),
marché (French) and Marks (German). The carliest known
term for market is kdrum, an Akkadian word which also
means “quay” (for different opinions whether it is appro-
priate to translate kdrum as market, scc Leeman 1960, pp.
1-2; Polanyi 1962, p. 117; Curtin 1984, p. 67).

3. According to one of Ronald Reagan's underseeretar-
ies of state, it was Reagan himself who invented this stogan
and inscried it in a speech delivered at the 1981 annual
meeting of the International Monctary Fund and  the
World Bank Group. Sce Wallis (1984, p. 7) and Reagan
([1981] 1982, p. 855). The history of the market as an ide-
ological phenomenon still remains to be written.

4. Especially the following material has been used for
the first section of this chapter: Adelman and Morris
(1978); Braudel (1977; [1979] 1985); Britnell (1993);
Curtin (1984); Gerschenkron (1977); Hintze ([1929]
1975); Huvelin (1897); love (1991); Maine (1889);
Mokyr (1989); Pirenne (1898; 1936); Polanyi (1977);
Rostovtzeft {(1955); Rothenberg (1992); and Weber
([1922] 1978;[1923] 1981). The reader may also wish to
consult the following works: Agnew (1986); Anderson and
Latham (1986); Bohannan and Dalton (1962); Brown
(1947); Elton and Costclloc (1889); Evcritt (1967);
Gecertz (1979); Hicks (1969); Hirschman (1977; 1985),
Hodges (1988); Lane (1991); Lopez (1971); Platner
(1985); Stigler and Sherwin (1985); and Verlinden (1963).



The literature on central place theory is also relevant in this
context (see specially Berry 1967, Christaller [1933] 1966;
Lésch [1944] 1954; Skinner 1964-65; and Smith 1974).

5. According to a letter from Bernard Barber to the au-
thor, his article is heavily based on lectures that Talcott Par-
sons gave at Harvard in the 1930s.

6. The Battle of the Mcthods ended with a devastating
defeat for the Historical School of Economics. For an in-
troduction to the way that the market was conceived of by
the historical economists, sce the section devoted to this
topic in Gustav Schmoller’s main work in economics,
Grundriss der Allgemeinen Volkswirtschafislehre (Schmoller
1904, pp. 473-77). Here the market is primarily defined as
“a place and time where buyers and sellers, who engage in
exchange with one another, come together™ (Schmoller
1904, p. 474). Schmoller also emphasized the important
role that social factors play in the constitution of a market,
sich as power relations, legal and adminstrative rules, and
various customs. For the way the members of the “young-
est™ Historical School saw the market, see espedially Som-
bart (11916-27] 1987, 2:1:1851F.; 3:2:527-32) and Weber
(11922] 1978, pp. 82-85, 635-40).

7. An Principles of Economics Marshall ([1920] 1961,
1:324-25) cites the definitions of Jevons and of Cournot;
and in The Theory of Political Economy Jevons (1911, p. 85)
cites that of Cournot. According to Stigler (1946, p. 92),
“Marshall’s definition of a market is generally accepted.”
The only two definitions of a market that Joan Robinson
([1974] 1979, p. 147) cites in her overview article are
those of Cournot and Marshall.

8. The fiest quote comes from Augustin Cournot’s Re-
chevches sur Ies principes mathématiques de la théorie des
richesses (1838) as cited in Marshall’s Principles of Econom-
ies from 1890, Tor the Marshall quote, see Marshall
([1920] 1961, 1:324).

9. Perfect intormation means that all the actors in the
market automatically (and costlessly) have all the necessary
information. Perfect competition means that there are so
many small sellers in the market that none can attect the
price. For more details see, c.g., Knight ([1921] 1985, pp.
76-79) and Stigler (1968).

10. Marshall added the phrase “the organization of mar-
kets™ in the fourth edition from 1898 (ct. Marshall [ 1920]
1961, 2:350). The idea of a systematic study of markets is,
however, present already in the first edition from 1890,

11 Tn 1831 Archbishop Whately had suggested that
pofitical cconomy should be repamed carallactics or “the
science of exchange.” Fhe term never caught on since most
cconomists felt that economics should have a wider scope
than just exchange. A few individuals, however, tound cat-
allactics usclul {or catallaxy as Haycek preferred 1o call it).
Sce Kirzner (1976, p. 72).

12. Say’s Law of Markets has been interpreted in a vari-
cty of ways (see, ¢.g., Schumpeter 1954, pp. 615-25; Sow-
cll 1972; Blaug 1983, pp. 152-86). To turther complicate
matters, Say himself spoke of “la loi des débouchés™—and
according to Schumpeter (1954, p. 615), “the term Out-
lets [for débouchés] would render Say’s mcaning better
[than markets].”

13. Sce in this context also the views of Pigou and Joan
Robinson. According to Pigou, a market can be scen as “a
nodal point at which a product, whose units arc perfect
substitutes for each other, are available for purchase and
sale” (Mason 1939, p. 68). To Robinson, a market was
bounded by “a gap in the chain of substitutes” (Mason
1939, p. 69).
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14. Mason wrote in 1957: “When the term *miarket” is
used a Marshallian industry is mecant; that is, a census
industry. ... Unless we can use [this] conception of
the market, and with it, properly rectified data, the ficld of
Industrial Organization is a wilderness™ (Mason 1957,
p.5).

15. For the contrast between explicit and implicit mar-
kets in Gary Becker's work, sce, ¢.g., Becker (1981, p.ix).
Richard Posner discusses “the wealth maximization™ the-
ory of justice in, for example, the first part of Economics of
Justice (1981). George Stigler (1971) opposcs his own the-
ory of regulation, according to which difterent groups vie
for control over regulation, to the “protection of the pub-
lic™ theory of regulation, Somewhat like the Austrian econ-
omists, Milton Fricdman opposcs the market to socialism
on the ground that political freedom is only possible when
there is cconomic freedom (see, c.g., Fricdman 19625
[1981] 1987; [1982] 1987, and Fricdman and Friecdman
1980). A common theme in the Chicago School is also that
intellectuals tend to despise the market (sce, c.p., Stigler
[1963] 1984).

16. Experimental cconomics traces its origins to an arti-
cle by Edward Chamberlin from the late 1940s that de-
scribes a classroom exercise in which a market was simu-
lated (Chamberlin 1948). For a brief introduction to the
current state ot experimental cconomics, sce Smith and
Williams (1992); for a general introduction to the field, sce
Davis and Holt (1993). According to Smith and Williams
(1992, p. 73), “cxperimental market economists have
found that the choice of institutions is otten the essential
factor in determining how a market works—whether trad-
ing proceeds smoothly and whether the market price doces
in fact converge to its theoretical level.” Interesting results
have also been reached about the relationship between a
market's institutional structure and the occurrence of spec-
ulation.

17. Yor scarch costs, see, c.g., North and Thomas
(1973, p. 135). The concept of enforcement costs has its
roots in the work of Frederic Lane on protection costs and
protection rent from the 19405 and onward. See Lane
(1979).

18. According 1o Weber’s original plan tor Ecanomy and
Society, the analysis of the market was to have played a
much farger role than it ended up doing. This was mainly
duc to the fact that Weber died betore he could finish his
projected chapter on the market. What exists, is habitnally
reterred to as “a tragment™ (Weber [1922] 1978, pp. 635-
40; tor the original plan, sce ibid., pp. Ixv=Ixvi).

19. By consociation, Weber means a rational and inter-
est driven refationship (Weber [1922] 1978, pp. 40-41).
The reason for the use of the word barter in this quote
(rather than exchange) is that Weber, at this stage of the
discussion in Econonty and Society, had not yet introduced
money.

20. For a good sclection of writings from the debate in
anthropology, sce LeClair and Schncider (1968); for a re-
cent appraisal, sce Orlove (1986). For the reception of
Polanyi’s idcas among historians, sce, ¢.g., North (1977);
Silver (1983); and Curtin (1984), pp. 58, 67, 70.

21. Simuhtancously as Baker and other U.S. sociologists
were formulating theorics of markets as networks, a few
Swedish business school economists were doing the same.
For a history of the Swedish effort (which has mainly fo-
cused on industrial markets), sece Johansson and Mattson
(1992); for a representative product, sec Higg and Johans-
son (1982).
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22. A similar fascination with “the social construction of
value™ can also be found in the works of Charles W. Smith
(1981; 1990). Auctions, as Smith argues in his latest study,
are not very good to use as a model for the perfect market
(as cconomists tend to do), since they are in principle only
used when there exists some ditficulty in assigning a price in
a standard way. Based on ethnographic rescarch on a vari-
cty of markets, Smith (1990, p. 163) argues that “real auc-
tions are . .. processes for managing the ambiguity and
uncertainty of value by establishing social meanings and
consensus.”

23, The reader may, however, note that many structural
analyses of the economy do take the political-legal dimen-
sion into account (see, ¢.g., Mizruchi 1992). Much of
structural analysis is also inspired by a genceral political
cconomy model (c.g., Schwartz and Mintz 1985; Mizruchi
and Schwartz 1987).

24. The realistic theories of competition have their
roots in the work of Adam Smith and are characterized by
the et that competition is seen as acsive and mudtidinen-
sional_ I perfect competition, on the other hand, only
price is taken into account and the actor is passive since he
or she cannot in any way influence the price. According to
Stigler (1957, p. 5), it was Cournot who first formulated
the concept of perfect competition by “definfing ]/ competi-
tion as the situation in which p[or price ] does not vary with
qlor quantity |—in which the demand curve facing the firm
is horizontal.™ Schumpeter ([1942] 1962, p. 138) spoke of
“the bloodless concept of perfect competition™ and, ac-
cording to Buchanan (1978, p. 364), Frank Knight liked to
point out that “in perfect competition there is no competi-
tion.” Fora suggestive analysis of competition as a “discov-
cry procedure,” sce Hayek (| 1968 1978); see also Hayek
([1946] 1948). For useful surveys of the history of compe-
tition in cconomic thoughe, sce Stigler (1957), Dennis
(1977), Demsetz (1982).

25. Saciologists historically have been more interested
in competition as ageneral social phenomenon than in
competition in the cconomy (see, e, Park and Burgess
1924; Mannheim [1929] 1952; von Wiese 1929). Some of
this sociological literature is nonctheless suggestive for
analysis of cconomic competition, such as Park and Bur-
ress's definition of competition as “interaction without so-
aal contact™ (1924, p. 506). During the last few years two
excellent general analyses of competion have appeared in
cconomic sociology: Abolafia and Biggart (1991) and Burt
(1992). Sce also the creative manner in which competition
is used in Fligstein (1990) and Podolny (1993). For a usc-
tul distinction between competition and selection, sce
Weber ([1922] 1978, p. 38).
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