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Module Description 

This module encompasses two courses: Economic Sociology and Sociology of Work, 

Industry and Organization. The module emphasizes on the interconnections between 

economic activity, social relationships, culture, institutional structures, symbols, social 

networks and inter-actor relationships. It also focuses on major aspects of the economy, 

namely, work, industry and organization. In doing so, it deals with the nature of work 

and industry, division of labour; formal organizations, bureaucracy and its structure, 

organizational goals, approaches   to   organizational   analysis;   major   theoretical   

perspectives   in   industrial   and organizational; and industry and industrial relations. 

 

Module Objectives 

On the first place, the module aims to acquaint the students with the basic concepts in 

the field of economic sociology, demonstrate fallacies of conventional economic theories, 

and the social constructions of economic institutions, as well as introduce major 

debates and conceptual approaches in the sociology of markets. Secondly, the module 

aims to equip students with understanding of the historical development of modern forms 

of work and work ethic; the work of prominent thinkers of sociology of work, 

understanding of particular occupations, and knowledge of the process of 

industrialization; and critique the various forms of work management. 

 

 

 



Module Competency 

Up on completing this module, students will be able to: 

 Explain how economic exchange is facilitated by social and cultural 

processes in the form of values, norms, and symbols that help economic 

actors to make sense of what goes on and how they act in the economic 

world; and 

 Understand the social aspects of work, industry and work organizations. 

Course Description   

This course mainly aims to introduce students to basic concepts in the field of economic 

sociology. The course also attempts to demonstrate to students the fallacies of 

conventional economic theories and the social constructions of economic institutions. 

In addition to this, it also discusses major debates and conceptual approaches in the 

sociology of markets. 
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Section One: Introduction 
 

 
1.1. Definition of Economic Sociology 
 

 

Econom ic sociolog y —to use a term that Weber and Durkheim introduced —can 

be defined simply as the sociological perspective applied to economic phenomena. A 

similar  but  more  elaborate  version  is  the  application  of  the  frames  of  reference, 

variables,   and   explanatory   models   of   sociology   to   that   complex   of   activities 

concerned with  the  production, distribution,  exchange, and consumption of  scarce 

goods and services. 
 
 

1.2. Basic Concepts in Economic Sociology 

Economy 
 

There are two fairly representative approaches, which have important implications for 

how one may look at the economy and its relationship with society. They have been 

suggested by Karl Polanyi (1977), a social scientist whose work cannot be confined within 

traditional disciplinary boundaries. 
 

 

A.  The Economy as an Institutionalized Process 
 

In the first, the economy is presented as bodies of activities which are usually carried 

out by members of  a  society in  order to produce, distribute, and exchange goods and 

services. The economy here is conceived as an institutionalized process – it is guided by 

relatively  stable  rules  –  of  interaction  between  men  and  nature  in  the  satisfaction 

of  a  society’s  needs.  These  needs  are  not  exclusively  physical;  they  may  also  be 

cultural,  scientific  or  military.  However,  to  the  extent  that  the  production  and 

distribution of goods and services is needed to satisfy them, the economy is involved. 
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B.  The Economy as a Rational Pursuit 
 

Although  it  is  apparently  straightforward  and  easy  to  understand,  this  definition 

is not widely accepted. That is to say, not all economists subscribe to it and a second 

definition is more typically found in economics textbooks. In this formulation, the 

emphasis    is    on    “economizing”    as    a    synonym    for    economic    phenomena, 

which is to say, on activities which involve the rational allocation of scarce resources in 

order to obtain the most from the means available. 

 
On this view, individuals carrying out economic activities are motivated by the rational 

pursuit of their interests, while the rules conditioning the interaction between them are 

set by the market as a result of the effect of demand and supply on prices. The ways in 

which goods and services are produced can therefore be explained through the 

“maximizing” choices of individuals in a market context. Thus, for example, one may 

suppose that individuals will be willing to buy more of a good if the price is low, because 

of the relationship between demand and supply, and vice versa if the price is high. For 

their part, if the price is high, the producers of the good will tend to supply more of 

it, and vice versa. So it becomes clear that the amount and price of goods produced 

will depend on the trade-off between the demand of both consumers and producers on 

the   market.   The   same   mechanism   is   true   for   the   distribution   of   income 

among  various  economic  actors.  For  example,  payment  for  labor  will  depend  on 

the  relationship  between  demand  and  supply.  If  the  supply  of  labor  grows  with 

respect to demand, wages will tend to decrease as a consequence. 

 
Economic Action 
 

For an economist, economic ac tion refers to an action by an actor who is assumed to 

have a given and stable set of preferences and who chooses that a lte rna ti ve  line  of a 

ction  wh i ch  m a xi m iz e s  u t i l i t y .  S ociolog y,  on  th e  oth e r  h a nd ,  encompasse s 

seve ral possible type s of e conomic action. For e xample, for We ber economic action 
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can be either rational, traditional, or affectual. 

Economic Policy 
 

Economic Policy refers to measures taken by governments to influence the b e ha vior of 

th e  e conom y.  Some  m e a su re s,  su ch  a s  th e  b udg e t,  ope rate  ove r  the  wh ole e 

conom y a nd consti t u te p olicy i n th e sp h e re of m a croe conom ics; oth e rs o p e r a t e o 

n a s p e c i f i c a n d l i m i t e d p a r t o f t h e e c o n o m y a n d r e p r e s e n t p o l i c y i n the realm of 

microeconomics. The two kinds of policy impinge on one another,  since measures 

affecting the whole economy necessarily impact the parts, and what affects any part or 

aspect of the economy registers i n the performance of t h e wh o le . 
 
 

Economic System 

A n   economic  system  r e f e r s   t o   t h e   l a w s   a n d   i n s t i t u t i o n s   i n   a   n a t i o n   t h a t 

d e t e r m i n e  w h o  o w n s  e c o n o m i c  r e s o u r c e s ,  h o w  p e o p l e  b u y  a n d  s e l l  t h o s e r 

e s o u r c e s ,   a n d   h o w   t h e   p r o d u c t i o n   p r o c e s s   m a k e s   u s e   o f   r e s o u r c e s   i n p 

r o v i d i n g g o o d s a n d s e r v i c e s . 
 

 

Culture 
 

In the current usage of language, two concepts of culture may be distinguished: 
 

 

An extended concept of culture t h a t  d e s c r i b e s  a l l  m a n - m a d e  c r e a t i o n s  o f  h u m a n l 

i v i n g c o n d i t i o n s ; “ c u l t u r e ” h e r e i s  i n  c o n t r a s t t o a l l t h i n g s f o u n d i n n a t u r e . T 

h e s pe c t r um of cu lt u r a l f o rm s t h en s t re t c h e s f r om ho u s e b u i l d i ng t o t h e u s e o f  

t o o l s,  c l o t hi n g ,  an d  s o c i a l  m a n ne r s  t o  s t a t e  a n d  s o c ia l  in s t i t u t i o n s  u p  t o 

t h e s ph e re s o f sc i e nc e a nd a r t. 
 
 

A narrow concept of culture, o n t h e o t h e r h a n d , l i m i t s i t s e l f t o s p i r i t u a l and artistic 

aspects.  I t  often  carries  a  connotation  of  something  “higher”  and  free  of  purpose. 

“Culture” i n  this context is mainly identical with the l i t e r a t u r e,  t h e  f i ne  a r t s,  a nd p 

h i l o s op h y. 
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Market 
 

Market r e f e r s  t o  a n y  e s t a b l i s h e d  o p e r a t i n g  m e a n s  o r  e x c h a n g e  f o r  b u s i n e s s 

dealings between buyers and sellers. As opposed to simple selling, a market  i m p l i e s t 

r a d e  t h a t  i s  t r a n s a c t e d  w i t h  s o m e  r e g u l a r i t y  a n d  r e g u l a t i o n ,  a n d  i n  which a 

certain amount of competition is involved. However, the term market is also used to 

denote a  place where goods are bought and sold, and  to  refer to  po t e n t i al  or 

e s t i m a te d c o n s um e r d em a nd . 
 
 

Embeddedness 
 

Embeddednes s refers to the idea that i t is impossible to understand an economy without l 

i n k i n g  i t  to the culture i n  which i t  exists because action i n  general and economic 

action i n particular is always socially orientated and ca nnot b e e xpla ine d only on th e b 

a sis of ind iv id u a l m otiva tio ns. I n  other words, embeddedness implies that the 

economic action of individuals as well as larger economic patterns, like the 

determination of prices and economic institutions are very importantly affected by 

networks of social relationships. The concept  emerged  as  a  criticism  against  the 

theory of action in economics and its ‘under -socialized’ vision of actors in society. 
 
 

Political Economy 
 

U n t i l about 1880, the term p olit ical ec onomy encompassed the area of social thought 

subsequently  known  as  economics,  and  a  great  deal  besides.  More  recently,  i t  has 

acquired a  range  of  different meanings. With  the  rise  to  dominance of  neoclassical 

economics i n  the  twentieth century, i t  was  used  increasingly i n  reference to  non- 

neoclassical economics, and particularly to Marxian theory. Some economists describe 

their work as political economy in order to distinguish i t from the mainstream. However, i 

n  recent decades, orthodoxy itself has come to embrace what it regards as legitimate 

political economies that seek to explain institutions, including those of politics, along 

with government policies i n terms of rational choice theory. 
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Economics 
 

Economics, social science concerned with the production, distribution, exchange, and 

consumption of goods and services. Economists focus on the way in which individuals, 

groups, business enterprises, and governments seek to achieve efficiently any economic 

objective they select. Other fields of study also contribute to this knowledge: Psychology 

and ethics try to explain how objectives are formed; history records changes in human 

objectives; sociology interprets human behavior in social contexts. 
 
 

Standard economics can  be  divided  into  two  major  fields.  The  first,  price  theory  or 

microeconomics, explains  how  the  interplay of  supply  and  demand  in  competitive 

markets creates a multitude of individual prices, wage rates, profit margins, and rental 

changes. Microeconomics assumes that people behave rationally. Consumers try to spend 

their income in ways that give them as much pleasure as possible. As economists say, they 

maximize utility. For their part, entrepreneurs seek as much profit as they can extract 

from their operations. 
 
 

The second field, macroeconomics, deals with modern explanations of national income 

and employment. Macroeconomics dates from the book, The General Theory of 

Employment, Interest, and Money (1935), by the British economist John Maynard Keynes. 

His explanation of prosperity and depression centers on the total or aggregate demand for 

goods and services by consumers, business investors, and governments. Because, 

according to Keynes, inadequate aggregate demand increases unemployment, the 

indicated cure is either more investment by businesses or more spending and 

consequently larger budget deficits by government. 
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1.3. Subject Matter of Economic Sociology 

When   econom ists   talk   ab out   institutions,   norm s,   and   the   like,   their 

vocab ulary is id entical to that of sociolog ists, b ut they often m ean som ething 

quite d ifferent. I t  is  s t i l l  very com m on, for example, for econom ists to treat 

the econom ic arena as lacking norm s and institutions. The latter only emerg e 

when  m arkets  cann ot  b e  constructed  or  when  trad itional  rational  choice 

analysis fails. Econom ic sociolog y, on the other hand, has always reg ard ed the 

econom ic process as an org anic part of society. As a con seq uence, e c o n om i c 

s o c i o l o g y c o n c e n t r a t e s o n t h r e e m a i n l i ne s o f i n q u i r y : 
 

 

1 . T h e s o c i o l o g i c a l a n a l y s i s o f e c o n o m i c p r o c e s s ; 
 

 

2 . T h e a n a l y s i s o f t h e c o n n e c t i o n s a n d i n t e r a c t i o n s b e t w e e n t h e e c o n o m y 
 

a n d t h e r e s t o f s o c i e t y ; a n d 
 

 

3 . T h e s t u d y o f c h a ng e s i n t h e i n s t i t u t i o n a l a n d c u l t u r a l p a r a m e t e r s t h a t 
 

c o n s t i t u t e t h e e c o n o m y ’ s s o c i e t a l c o n t e x t . 
 
 

1.4. Economic Sociology Vs Mainstream Economics 

What is the difference between economic sociology and the study of economics? 

Althoug h   aspects  of   the   two  d isciplines  overlap,  each   prov id es   a   unique 

perspective on econom ic institutions. Econom ists attem pt to explain how the 

limited resources and efforts of a society are allocated among competing ends. 

While economists focus on the complex workings of economic systems (such as 

m onetary   policy,   inflation,   and   the   national   d eb t),   sociolog ists   focus   on 

interconnections among the econom y, other social institutions, and the social 

org anization  of  work.  With  this  b road  d ifference   i n   m ind ,   the  following 

com parison   b etween   the   central   features   of   m ainstream   econom ics   and 

econom ic   sociolog y   w i l l   clarify   the   specific   nature   of   the   sociolog ical 
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perspective. 

1.    The Concept of the Actor 

To  put  the  m atter  b ald ly,  t h e  a n a l y t ic  s t a r t i n g  p o i n t  o f  e c o n o m i c s  i s  t h e i 

n d i v i d u a l ;  t h e  a n a ly t i c  s t a r t i n g  p o i n t s  o f  e c o n om i c  s o c i ol o g y  a r e  t yp i c a l l y g 

r o u p s ,   i n s t i t u t i o n s ,   a n d   s o c i e t y.   I n   m icroeconom ics,   the   ind ivid ualistic 

approach was elucidated systematically by the Austrian economist Carl Menger 

and g iven the lab el methodological individualism b y Schum peter . B y contrast, i n 

d i s c u s s i n g  t h e  i n d i v i d u a l ,  t h e  s o c i o l og i s t  o f t e n  f o c u s e s  o n  t h e  a c t o r  a s  a s 

o c i a l l y c o n s t r u c t e d e n t i t y , a s “ a c t o r - i n - i n t e r a c t i o n , ” o r “ a c t o r - i n - s o c i e t y . ” 
 

 

2.   The Concept of Economic Action 
 

I n  m icroeconom ics  the  actor  is  assumed  to  have  a  g iven  and  stab le  set  of 

preferences  and  to  choose  that  alternative  line  of  action  which  m axim izes 

u t i l i t y . I n e conom ic th e ory, th is wa y of acting cons titu te s e conom ica lly ra tiona l a 

ction. S ociology, by contra s t,  e ncom pa sse s  se ve ra l p ossib le typ e s of e conom ic a 

ction. To illu st ra te f rom W e b e r a g a in, econom ic a ction ca n b e e ith e r ra tiona l, t r 

a d i t i o n a l , o r a f f e c tu a l . E x c e p t f o r r e s i d u a l m e n t i o n o f “ h a b i t s ” a n d “ r u l e s o f t h 

u m b , ”  e c o n om i s t s  g i v e  n o  p l a c e  t o  t r a d i t i o n a l  e c o n o m ic  a c t i o n  (w h i c h , 

a r g u a b l y, c o n s t i t u t e s i t s m o s t c o m m o n f o r m ). 
 
 

3.   The Scope of Rational Action 
 

Another  d ifference  b etween  m icroeconom ics  and  econom ic  sociolog y  i n  this 

context  concerns  the  scope  of  rational  action.  T h e  e c o no m i s t  t r a d i t i o n a l l y i 

d e n t i f i e s   r a t i o n a l   a c t i o n   w i t h   t h e   e f f i c i e n t   u s e   o f   s c a rc e   r e s o u r c e s .   T h e s 

o c i o l o g i s t ’ s v i e w i s , o n c e a g a i n , b r o a d e r . W e b e r r e f e r r e d t o t h e c o n v e n t i o n a l m 

a x i m i z a t i o n  o f  u t i l i t y ,  u n d e r  c o n d i t i on s  o f  s c a r c i t y ,  a s  formal rationality. In a d 

d i t i o n , h o w e ve r , h e i d e n t i f i e d substantive rationality, w h i c h r e f e r s t o a lloca tio n 

with in th e g u id e line s of oth e r p rin cip le s , su ch a s com m u na l loya ltie s  o r s a c r e d v 

a l u e s . A f u r t h e r d i f f e r e n c e l i e s  i n  t h e f a c t t h a t e c o n om i s t s r e g a r d  ra tiona lity a s 
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a n assumption, wh e re a s m ost sociolog i sts re g a rd it a s a variable.  F o r o n e t h i n g , t h e  

a c t i o n s  o f  s o m e  i n d i v i d u a l s  o r  g r ou p s  m a y  b e  m o r e  r a ti o n a l  t h a n  o t h e r s . 

A l o n g t h e s a m e l i n e s , s o c i o l o g i s t s t e n d t o r e g a r d r a t i o n a l i t y a s a p h e n o m e n on 
 

t o b e e x p la i n e d , n o t a s s u m e d . 
 
 

4.   The Status of Meaning in Economic Action 
 

Another  d ifference  em erges  in  the  status  of  meaning  in  econom ic  action. 

E c o n o m i s t s t e n d t o r e g a r d t h e m e a n i n g o f e c o n om i c a c t i o n a s d e r i v a b l e f r om t 

h e  r e l a t i o n  b e t w e e n  g i v e n  t a s t e s ,   on  t h e  o n e  h a n d ,   a n d  t h e  p r i c e s  a nd 

qu a ntit ie s of g ood s a nd se rv ice s, on th e oth e r. W e b e r’ s conc e p tu a liz a tion h a s a d 

if f e re nt f la vor: “ th e d e f init ion of e cono m ic a ction [ in socio l og y] m u st . . . b ring ou 

t th e f a ct th a t a ll ‘ e conom ic’ p roce sse s a nd ob j e cts a re ch ara cte riz e d a s su c h e 

ntire ly b y th e mean ing th e y h a ve f or h u m a n a ction ”. M e a nin g s a re h ist orica ll y c o 

n s t r u c t e d  a n d  m u s t  b e  i n v e s t i g a t e d  e m p i r i c a l l y ,  a nd  a r e  n o t  s i m p l y  t o  b e 

d e r i v e d f r om a s s u m p t i o n s a n d e x t e r n a l c i r c u m s t a n c e s . 
 
 

5 .         C o n s t r a i n t s o n E con o m i c A c t i o n 
 

I n   m a i n s t r e a m   e c on o m i c s ,   a c t i o n s   a r e  c o n s t r a i n e d   b y   t a s t e s   a n d   b y   t h e s 

c a r c i t y  o f  r e s o u r c e s ,  i n c l u d i n g  t e c h n o lo g y .  O n c e  t h e s e  a re  k n o w n ,  i t  i s  i n p 

rincip le p os sib le to p re d ict th e a ctor’ s b e h a vior, since h e or sh e will a lwa ys t ry t o  

m a x i m i z e  u t i l i t y  o r  p r o f i t .  T h e  a ct i v e  i n f l u e n c e  o f  ot h e r  p e r s o n s  a n d g r o 

u p s , a s w e l l a s th e i n f l u e n c e o f i n s t i t u t i o n a l s t r u c t u r e s , i s s e t t o o n e s i d e . 

Knig ht cod ified this in the following way: “Every m em ber of society is to act as 

an ind ivid ual only, in entire ind epend ence of all other persons”.  S o c i o l o g i s t s t 

a k e s u c h i n f l u e n c e s d i r e c t l y i n t o a c c o u n t i n  t h e a n a l y s i s o f e c o n o m i c a c t i o n. O 

t h e r   a c t o r s   f a c i l i t a t e ,   d e f l e c t,   a nd   c o n s t r a i n   i n d i v i d u a l s ’   a c t i o n   i n   t h e m 

a r k e t . For example, a friendship between a buyer and a seller may prevent the 

buyer from d esertin g  the seller j ust b ecause an item is sold at a  lower price 



Table1.1. Economics vs. Economic Sociology

S.N. Point of Comparison
Discipline

Economics Economic Sociology

1 The Concept of the Actor Methodological individualism The actor as a socially constructed entity,
as “actor-in-interaction,” or “actor-in-
society.”

2 The Concept of Economic Action Economically rational action Several possible types of economic action.
Economic action can be rational,
traditional, or affectual.

3 The Scope of Rational Action Formal rationality - the conventional

maximization of uti li ty, under

conditions of scarcity.

Rationality as an assumption,

In addition to formal rationality there is also

substantive rationality - allocation within the

guidelines of other principles, such as

communal loyalties or sacred values.

Rationality as a variable.

4 The Status of Meaning in Economic

Action

Economic action as derivable from the
relation between given tastes, on the
one hand, and the prices and quantities
of goods and services, on the other.

Meanings are historically constructed and

must be investigated empirically, and are

not simply to be derived from

assumptions and external circumstances.

5 Constraints on Economic Action Actions are constained by tastes and
by the s carcity of resources, including
technology.

Actions are constained by other persons
and gro ups, a s wel l a s the in f lue n ce of
institutional structures



6 The Economy in Relation to Society The main foci are economic exchange
, the market, and the economy. To a
large extent, the remainder of society
l i e s b e y o n d wh e r e t h e o p e ra t i v e
variables of economic change really
matter.

Societal parameters lie at the center of the

analysis of economic phenomena.

7 The Goal of Analysis Stress the importance of prediction Offer fewe r for mal predictions, and oft en
find sens itive a n d t el ling d e s c ript i ons
bot h i nt e re s t ing i n t he m s el ve s a nd
essential for exp lanation.

8 Models Employed Place such high value on expressing
h y p ot h e se s a n d m o d e l s in
mathematical form

R e l y h e a vi ly o n a g r ea t va ri e t y of

methods, including analyses of census

d a t a , i ndependent survey analyses,

part icipant observat ion and fie ldwork,

and t he an a lysis of qu a lit at iv e hist o ri cal

and comparative data.

9 Intellectual Traditions Little emphasis on the classics with notable

exceptions such as Adam Smith and

David Ric ardo

Significant emphasis on the classics such as

Emile Durkheim, Max Weber, Karl Marx, etc
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elsewhere. 

6 .         T h e E c o n o m y i n R e la t i o n t o S o c i e t y 
 

T h e  m a i n  f o c i  f o r  t h e  m a i n s t r e a m  e co n o m i s t  a r e  e c o n om i c  e x c h a ng e ,  t h e 

m a r k e t ,  a nd  t h e  e co n o m y .  T o  a  l a r g e  e x t e n t ,  t h e  r e m a i nd e r  o f  s o c i e t y  l i e s 

b e y o n d   wh e r e   t h e  o p e r a t i v e   v a r i a b l e s  o f   e c o n om i c   c h a ng e   r e a l l y  m a t t e r. 

E c o n o m i c  a s s u m p t io n s  t y p i c a l l y  p r e s u p p o s e  s t a b l e  s o c i e ta l  p a r a m e te r s .  For 

exam ple,  the  long -stand ing  assum ption  that  econom ic  analysis  d eals  with 

peaceful and lawful transactions, not wit h force and fraud , involves im portant 

presuppositions about the legitimacy and the stability of the st ate and the legal 

system .  I n  this  way  the  societal  parameters —which  would  surely  affect  the 

economic process if the political legal system were to disintegrate —are frozen b 

y  assum ption,  and  thus  are  om itted  from  the  analysis.  N e v e r t h e l e s s ,  f o r e 

conomic soc iolog ists th e socie ta l pa ram ete rs lie at the ce nte r of th e a nalysis of 

e c o n o m i c p h e n o m e na . 
 

 

7 .         T h e G o a l o f  A n a l y s i s 
 

As social scientists, both economists and sociologists try to explain phenomena 

encompassed by their respective subject matters. Within this common interest, 

however,   d ifferent   em phases   em erg e.   E c o n o m i s t s   t e n d   t o   b e   c r i t i c a l   o f 

d e s c r i p t i o n s —   t h e y   c o n d e m n   t r a d i t i on a l   i n s t i t u t i o n a l   e c o n o m i c s   a s   t o o 

d e s c r i p t i v e a n d a t h e o r e t i c a l . I n s t e a d t h e y s t r e s s t h e i m p o r t a n c e o f p r e d i c t i o n. S 

ociolog is ts, b y co n t ra st, of f e r f e we r f or m a l p re d iction s, a nd of te n f ind se ns iti ve a n 

d  t e l l i n g  d e s c r i p t i o n s  b o t h  i n t e r e s t i n g   i n   t h e m s e l v e s  a n d  e s s e n t i a l  f o r e x p 

l a n a t i o n .   A s   a   r e s u l t   o f   t h e s e   d i f f e r e n c e s ,   s o c i o l o g i st s   o f t e n   c r i t i c i z e e c o 

n o m i s t s f o r g e n e r a t i n g f o r m a l a nd a b s t r a c t m o d e l s a nd ig n o r i n g e m p i r i c a l d a t a 

. 
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8 .         M o d e l s  E m p l o y e d 
 
T h e    e m p h a s i s    o n    p r e d i c t i o n    c o n s t i t u t e s    o n e    r e a s o n    w h y    m a i n s t r e a m e 

c o n o m i s t s  p l a c e  s u c h  h i g h  v a l u e  o n  e x p r e s s i n g  h y p o t h e se s  a n d  m o d e l s  i n m 

a th e m a tica l f orm . Th ou g h th e a d va nta g e s of th is f orm a l th e oriz ing a re re a d ily a p 

p a r e n t ,  e c o n om i s t s  t h e m s e l v e s  h a v e  a t  t i m e s  c o m p l a i n e d  t h a t  i t  t e n d s  t o b e 

com e a n e nd in itse lf . When economists do turn to empirical data, they tend to 

rely mainly on those generated for them by economic processes themselves (for  

exam ple,  ag g reg ated  m arket  b ehavior,  stock  exchang e  transactions, and 

official economic statistics gathered by governmental agencies). Sample surveys 

are   occasionally   used ,   especially   i n   consum er   econom ics   and   in   lab or 

economics; archival data are se ldom consulted, except by economic historians; 

and ethnog raphic work is vi rtually nonexistent. B y c o n t r a s t , s o c i o l o g i s t s r e l y 

h e a v i l y  o n  a  g r e a t  v a r i e t y  o f  m e t h o d s,  i n c l u d i n g  a n a l y s e s  o f  c e n s u s  d a t a , i 

n d e p e n d e n t  s u r v e y  a n a l y s e s ,  p a r t i c i p a n t  o b s e r v a t i o n  a n d  f i e l d w o r k ,  a n d  t h e 

a n a l y s i s o f q u a l i t a t i v e h i s t o r i c a l a n d c o m p a r a t i v e d a t a . 
 

 

9 . I n t e l l e c t u a l T r a d i t i o n s 
 
S o c i o l o g i s t s n o t o n l y r e l y o n d i f f e r e n t i n t e l l e c t u a l t r a d i t i o ns t h a t o v e r l a p o n l y s 

l i g h t l y , b u t t h e y a l s o r e g a r d t h o s e t r a d i t i o n s d i f f e r e n t l y . E v i d e n t l y i n f l u e n c e d b 

y   t h e   n a t u r a l   s c i e n c e   m o d e l   o f   s y s t e m a t i c   a c c u m u la t i o n   o f   k n o w l e d g e , e 

conom ist s h a ve sh o wn le ss i nte re s t th a n sociolog i st s  i n  s tu d y a nd e xe g e sis of t h 

e i r   c l a s s i c s   (w i t h   n o t a b l e   e x c e p t i o ns   s u c h   a s   A d a m   S m i t h   a n d   D a v i d R i c 

a r d o ).   C o r r e s p on d i n g l y ,   e c o n o m i c s  r e v e a l s   a   s h a r p   d i s t i n c t i o n   b e t w e e n c u r r 

e n t  e c o n o m i c  th e o r y  a n d  t h e  h i s t o r y  o f  e c o n o m i c  t h ou g h t .  I n  sociolog y these 

two facets blend more closely. The classics are very much alive, and are 

often required read ing i n theory courses. 
 

 

De sp ite th e se d if f e re nce s, a nd d e sp ite th e p e rsist ing g u lf b e twe e n th e tra d ition s o 



 

 
Economic Sociology                                                  

 
SOCI2081 

       

11 Mizan-Tepi University                                                        Department of Sociology 
 

f  e c o n o m i c s  a n d  e c o n o m i c  s o c i o l o g y,  s o m e  e v i d e n c e  of  s y n t h e s i s  c a n  b e 

i d e n t i f i e d . M a j o r f i g u r e s s u c h a s A l f r e d M a r s h a l l , V i l f r e d o Pa r e t o , a nd T a l c o t t 

P a r s o n s  h a v e  a t t e m p t e d  t h e o r e t i c a l  s y n t h e s e s .  C e r t a i n  o t h e r  f i g u r e s ,  n o t a b l y 

W e b e r  a nd  S ch u m p e t e r ,  h a ve  e x c i t e d  in t e r e s t  a m o n g  b o t h  e c o n o m i s t s  a n d s 

o c i o l o g i s t s .  I n   a d d i t i o n ,  e c o n o m i s t s  a n d  s o c i o l o g i s t s  f i n d  i t  p r o f i t a b l e  t o 

c o l l a b o r a t e i n s p e c i f i c p r o b l e m a r e a s s u ch a s p o v e r t y a n d l a b o r m a r k e t s . 
 

 
 

1.5. Historical Changes in Econmic Systems 

In all societies, the specific method of producing goods is related to the techno- economic 

base of the society. In each society, people develop an economic system, ranging from 

simple to very complex, for the sake of survival. 
 
 

1.5.1. Preindustrial Economies 
 

Hunting and gathering, horticultural and pastoral, and agrarian societies are all 

preindustrial economic structures—economies where in most workers engage in primary 

sector production, i.e. the extraction of raw materials and natural resources from the 

environment. These materials and resources typically are consumed or used without 

much processing. 
 
 

The  production units  in  hunting  and  gathering  societies are  small;  most  goods  are 

produced by family members. The division of labour is by age and gender (Hodson and 

Sullivan, 1990). 

 
The  potential for  producing surplus  goods  increases  as  people  learn  to  domesticate 

animals and grow their own food. In horticultural and pastoral societies, the economy 

becomes distinct from family life. The distribution process becomes more complex with 

the accumulation of a surplus such that some people can engage in activities other than 

food production. 
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In agrarian societies, production is related primarily to producing food. However, workers 

have a greater variety of specialized tasks, such as warlord or priest; for example, warriors 

are  necessary to  protect the  surplus goods  from  plunder by  outsiders (Hodson and 

Sullivan, 1990). Surplus goods are distributed through a system of barter —the direct 

exchange  of  goods  or  services  considered  of  equal  value  by  the  traders.  However, 

bartering is limited as a method of distribution; equivalencies are difficult to determine 

(how many tef equals one chicken?) because there is no way to assign a set value to the 

items being traded. As a result, money, a medium of exchange with a relatively fixed 

value, came into use in order to facilitate the distribution of goods and services in society. 
 
 

1.5.2. Industrial Economies 
 

Industrialization brings sweeping changes to the system of production and distribution of 

goods and services. Prior to the 19th century, people did not have jobs; they did jobs 

(Bridges, 1994). Thus industrial production caused a dramatic change in the nature of 

work. Drawing on new forms of energy (such as steam, gasoline, and electricity) and 

technology, factories proliferate as the primary means of producing goods. Wage labour is 

the dominant form of employment relationship; workers sell their labour to others rather 

than working for themselves or with other members of their family. In a capitalist system, 

this means that the product belongs to the factory owner and not to those whose labour 

creates that product. 
 
 

Most workers engage in secondary sector production—the processing of raw materials 

(from the primary sector) into finished goods. For example, steel workers process metal 

ore; auto workers then convert the ore into automobiles, trucks, and buses. In industrial 

economies, work becomes specialized and repetitive, activities become bureaucratically 

organized, and workers primarily work with machines instead of with one another. 
 
 

This method of production is very different from craftwork, where individual artisans 
 

perform all steps in the production process. 
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Mass production results in larger surpluses that benefit some people and organizations 

but not others. Goods and services become more unequally distributed because some 

people can afford anything they want and others can afford very little. 

1.5.3. Postindustrial Economies 
 

A postindustrial economy is based on tertiary sector production-the provision of services 

rather than goods as a primary source of livelihood for workers and profit for owners and 

corporate shareholders. Tertiary sector production includes a wide range of activities, 

such as fast-food service, transportation, communication, education, real estate, 

advertising, sports, and entertainment. 

 

Sociologist  Daniel  Bell  (1973)  predicted  that  the  manufacturing  sector  of  the  U.S. 

economy would be replaced by a service and information processing sector, based on 

technical skills and higher education (the postindustrial society"). Bell suggested that 

professionals, scientists, and technicians would proliferate and that many blue-collar and 

lower-paying,  secondary  service  sector  positions  gradually  would  disappear.  These 

changes would bring about greater economic stability and fewer class conflicts. Workers' 

feelings of alienation would be alleviated by greater participation in the decision-making 

process. 
 

 

A  number  of  factors  created  the  service  economy. Mechanization and  technological 

innovation have allowed fewer workers to produce more in both the manufacturing and 

primary sectors. Robots have replaced assembly line workers and tractors and factory 

ships have enabled farmers and fishers to produce more than their predecessors. The 

expansion of our economy and the increased leisure time available has increased the 

demand for a wide variety of services. Finally, much of the low-skill production is now 

done offshore, where wages are much cheaper, leaving components such as design, sales, 

and marketing in North America, Europe, and Japan. 



 

 
Economic Sociology                                                  

 
SOCI2081 

       

14 Mizan-Tepi University                                                        Department of Sociology 
 

Highly skilled "knowledge workers" in the service economy have benefited from the 

stable, less alienating postindustrial economy Bell predicted. However, these benefits 

have not been felt by those who do routine production work, such as manufacturing and 

data entry, and workers who provide personal services, including restaurant workers and 

sales clerks. The positions filled by these workers of the service sector, as mentioned 

previously, form a second tier where labour is typically unskilled and poorly paid. And 

these are positions Bell predicted would gradually disappear. In his study of the 

"McDonaldization" of society, however, sociologist George Ritzer (1993) suggests that the 

number of lower-paid, second-tier service sector positions actually has increased. Many 

jobs in the service sector emphasize productivity, often at the expense of workers. Fast- 

food restaurants are a case in point, as the manager of a McDonald's explains: 

 
As a manager I am judged by the statistical reports which come off the computer. Which  

basically  means  my  crewlabour  productivity.  What  else  can  I  really distinguish 

myself by? ... O.K., it's true, you can over spend your [maintenance and repair] budget; 

you can have a low fry yield; you can run a dirty store, every Coke spigot is monitored. 

Every ketchup squirt is measured. My costs for every item are set. So mycrew labour 

productivity is my main flexibility ... Look, you can't squeeze a McDonald's hamburger 

any flatter. If you want to improve your productivity there is nothing for a manager to 

squeeze but the crew. (quoted in Garson, 1989:33-35) 

 
"McDonaldization" is  built  on  many  of  the  ideas  and  systems  of  industrial  society, 

including bureaucracy and the assembly line (Ritzer, 1993). 

 
Also contrary to Bell's prediction, class conflict and poverty may well increase in 

postindustrial societies (see Touraine, 1971; Thompson, 1983). Recently, researchers also 

have found that employment in the service sector remains largely gender segregated and 

that skills degradation, rather than skills upgrading, has occurred in many industries 

where women hold a large number of positions (Steiger and Wardell, 1995). To gain a 
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better understanding of how our economy works today, we now turn to an examination 

of contemporary economic systems and their interrelationship in an emerging global 

economy. 

1.6. Contemporary Economic Systems 
 

 

During the twentieth century, capitalism and socialism have been the principal economic 

models   in   industrialized  countries.   Sociologists  often   use   two   criteria—property 

ownership and market control to distinguish between types of economies. 
 
 

1.6.1. Capitalism 
 

Capitalism is an economic system characterized by private ownership of means of 

production, from which personal profits can be derived through market competition and 

without government intervention. Most of us think of ourselves as “owners" of private 

property because we own a car, a stereo, or other possessions. 

 
However, most of us are not capitalists; we spend money on the things we own, rather 

than making money from them. Capitalism is not simply the accumulation of wealth, but 

is   the   "use   of   wealth'"   as   a   means   for   gathering   more   wealth"   (Heilbroner, 

1985:35).Relatively few people own income-producing property from which a profit can be 

realized by producing and distributing goods and services. Everyone else is a consume r. 

"Ideal" capitalism has four distinctive features: 

(1) Private Ownership of the Means of Production, (2) 

Pursuit of Personal Profit, 

(3) Competition, and 
 

(4) Lack of Government Intervention. 
 
 

1.6.2. Socialism 
 

Socialism is an economic system characterized by  public ownership of the means of 

production, the pursuit of collective goals, and centralized decision making. Like "pure" 

capitalism, "pure" socialism does not exist. Karl Marx described socialism as a temporary 
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stage en route to an ideal communist society. Although the terms socialism and 

communism are associated with Marx and often are used interchangeably, they are Not 

identical. Marx defined communism as an economic system characterized by common 

ownership of all economic resources (G. Marshall, 1994). 

"Ideal" socialism has three distinctive features: 
 

1. Public Ownership of the Means of Production 
 

2. Pursuit of Collective Goals 
 

3. Centralized Decision Making 
 
 

1.6.3. Mixed Economies 

No economy is truly capitalist or socialist; most economies are mixtures of both. A mixed 

economy combines elements of a market economy (capitalism) with elements of a 

command economy (socialism). Sweden and France have mixed economies, sometimes 

referred to as democratic socialism—an economic and political system that combines 

private ownership of some of the means of production, governmental distribution of 

some essential goods and services, and free elections. Government ownership in Sweden, 

for example, is limited primarily to railroads, mineral resources, a public bank, and liquor 

and tobacco operations (Feagin and Feagin, 1994). Compared with capitalist economies, 

however, the government in a mixed economy plays a larger role in setting rules, policies, 

and objectives. 
 
 

The government also is heavily involved in providing services such as medical care, child 

care, and transportation. In Sweden, for example, all residents have health insurance, 

housing subsidies, child allowances, paid parental leave, and day-care subsidies. National 

insurance pays medical bills associated with work-related injuries, and workplaces are 

specially adapted for persons with disabilities. College tuition is free, and public funds 

help subsidize cultural institutions such as theatres and orchestras ("General Facts on 

Sweden,"1988; Kelman, 1991). While Sweden has a very high degree of government 

involvement, all industrial countries have assumed many of the obligations to provide 
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support and services to its citizens. However, there are very significant differences in the 

degree to which these services are provided among these countries. 

1.7. Formalism and Substantivism 
 

1.7.1. Formalism 
 

F o r m a l i s m  c o n t a i n s  w i t h i n  i t s  a r g u m e n t  t h e  b a s i c  p r i n c i p l e s  o f  c l a s s i c a l e 

c o n o m i c  t h e o r i e s .  F o r  f o r m a l i s t s ,  i n d i v i d u a l  v a l u e  m a x i m i z a t i o n  o f  s c a r c e r e 

s o u r c e s b y ch o i c e t h r o u g h l og i c a l re a s o n i n g o f i nf o r m a t i on a v a i l a b le g o ve r n s t h e 

e c o n o m i c l i f e o f a l l i n d i v i d u a l s , p a s t a n d p r e s e n t . T h e f o rm a l i s t a p p r o a c h i s b r o k 

e n  d o w n  i n t o  s e v e r a l  s t e p s .  F i r s t,  i n d i v id u al s  s t r i v e  t o  m a x im i z e  th e ir u t i l i t 

y when g iven a choice b etween sub stitutes . Second, ind ividuals make their d e c i s i 

o n s  b a s ed  o n  r a t i o n a l i t y.  W he n  p r e s e n te d  w i t h  t wo  s e e m i ng l y  e qu a l s u b s t i t 

u te s , o n e g a th e r s  a ll  t h e i n f o rm at i o n  a v a i la b l e  to c ho o s e b e t we e n  the t w o , m 

ea s u r i ng t he b e ne f i t s of a c qu i r i ng e ac h i te m . Th i r d , a l l i nd i v i d u a l s l i v e und er 

cond itions of scarcity. This im plies that no g ood s are freely availab le  i n u n l i m it 

ed  q u a n t i t ies  f o r e v e r.  Fo r m a l i st s  m a i n t a i n  th e  u ni v e r s a l i t y  of  t h i s a p p r oa c 

h, a s se r t i n g t h a t a ll i nd i v i d u a l s a r e p re s e n te d w i th th i s d i le m m a.  I t i s n o t  s t r i c 

t l y  ec o n om i c  g oo d s  a nd  s e rv i ce s  t h at  a re  m ax i m iz e d  a cc o r d in g  t o f o r m a l i s t s 

,  b u t  r a th e r  i n d i v id u al  p r e fe r e n ce s  a r e  u n r e s t ri c t e d .  I nd i v i d u a ls e c o n om i ze  

e v e ry t h in g ,  f r om  l e i s u re  t im e  t o  m a r r i ag e  p ar t n e r s .   T he r ef o r e , c l a s s i c a l  e c 

on om i c  t h e o r ie s  o f  m a x im iz a t i o n  a r e  p r e s en t  i n  a n y  s o c ie t y  o r c u l t u re  w i t 

h i n  t h e  f o r m a l i s t  f ra m e w or k .  U n l i k e  S ub s t a nt i v i s m ,  F o rm a l ism f o c u se s o n t 

h e i nd i vi d u al ’ s pa r t i c i p at i o n w i t h i n t h e s t r u c tu re o f t he e c o no m y, a n d  n o t  h o 

w  th i s  s t r u c t u r e  a f fe c t s  t he  i n d i v id ua l ’ s  re l a ti o n s h i p  w i th  t he 

econom y. B arry Isaac’ s account of the form alist position is ra ther inform ative: 
 
 

Starting  in  19 66,  a  f ormalis t  sch ool  of  ec onomic  anthropol ogy  arose  in opp 

os iti on  to  the  Polany i  group’s  subst antivi st  sch ool.  The  formalist attac k 

was two -pr ong ed : (1) that the model s developed by microe conomics were 
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universally appl icable and, thu s supe rior to subst antivi sm for bot h economic   

anthropol ogy   and   comp arati ve   economics;   and   (2)   th at economic  an t h 

r op ol og y  w as  n o  l on g e r  p r i mar i l y  c on c e r n e d  w i t h  t h e 

k i n d s     of     economie s     for     which     the     subst antivi sts ’     tools     were 

developed…The   u n der ly i ng   me t h od olog ical   qu e st i on   w as   t hat   of   t he p r 

oper  u ni t  of  an alys i s .  B e c au s e  t h e  f ormal i s t s  f oc u s e d  u p o n  c h oi c e , w h i c h    

i s    al w ay s    i n d i v i d u al ,    t h e i r    ap p r oac h    n e c e s s ar i l y    e n t ai l e d me t h od ol og 

i c al  i n d i v i d u al i s m.  T h e  s u b s t an t i v i s t s ,  on  t h e  ot h e r  h an d , f oc u s e d u p on t h 

e i n s ti t u t i on al mat r i x i n wh i c h c h oi c e oc cu r s . 

M uch  of  the  crit icis m  d evoted  toward s  this  approach  has  stem m ed  from s 

u b s t a n t i v i s t s’ c o n ce r n s t h a t m ax i m iz a ti o n o f u t i l i t y i s a c r e a t i o n o f m a r k et 

oriented economies, and because primitive societies do not necessarily contain 

such facets of interaction i t is problematical to apply these theories. 

 

1.7.2. Substanitivism  

T h e  s u b s t a n t i v i s t  s c h o o l ,  u n l i k e  t h e  f o rm a l i s t ,  h a s  a  c e n t r a l  f i g u r e  t h a t  h a s c 

o n t r i b u t e d  t h e m a j o r  t e n e t s  o f  t h e  i d e o l o g y ,  w h i le  t h e  s u cc e s s i v e  m e m b e r s h a 

v e  e x p a n d e d  t h e se  v i e w s .  K a r l  P o l a ny i ,  t h e  f o u n d e r  o f  t h e  s u b s t a n t i v i s t 

s c h o o l , a r g u e s t h e f ol l o w i n g : 
 

 

T h e  s i mp l e  r e c og n i t i on  f r om  w h i c h  al l  s uc h  at t e mp t s  mu s t  s t ar t  i s  t h e  f ac t that 

in referring t o h uman activi ties the t erm economic is a c omp ound of two me ani ng s 

t h at h ave in de pe nde nt r oots . We w il l cal l th e m th e su bs t an ti ve and t h e f or mal me 

an i n g . T h e s u bs t an t i v e me a n i n g of e c on omi c d e r i v e s f r om man’s dependence  for  hi 

s  l ivelihood  up on  nature  and  hi s  fell ows.  I t  refers  to  t h e i n t e r ac t i on w i t h h i s n 

at u r al an d s oc i al e n v i r on me n t , i n s of ar as t h i s r e s u l t s i n s u p p l y i n g  h i m  w i t h  t h e  

me an s  of  mat e r i al  w an t  s at i s f ac t i on .  T h e   formal meaning  of  econ omi c  derives  

fr om  the  l ogical  c har acter  of  t he  me ans - ends relation shi p,  as  apparent  in  such  
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words  as  ‘economic al’  or  ‘economizing’.  It refers to a definite situation of choice, 

namely, that between t h e d i f f e r e n t u s e s of me an s i n d u c e d by an i n s u f f i c i e n c y of t h e 

me an s . If we call the rules governing choice of means the logic of rational action, 

then we may denot e this vari ant of logic, with an i mpr ovi sed term, as f ormal 

economics. 

P o l a n y i l a t e r a r g u e s t h a t t h e s e t w o m e a ni n g s h a v e n o t h i n g i n c o m m o n: 
 

 

The latter [formal] de rives from log ic, the f ormer [su bst antive] f rom fact. The 

formal   mean ing   implies   a   set   of   rules   referring   t o   ch oice   between   the 

alternat ive   uses   of   insuffic ient   me ans.   The   subst antive   me aning   i mpl ies 

neither  cho ice  nor  insufficiency of  means;  man’s  livelih ood  may  or  may  not 

involve the necessity of choice and, if choice there be, it need not be induced by 

the limiting effect of a ‘scarcity’ of the means. 
 

 

F o r P o l a n y i , th e r e i sn ’ t m u ch t o d e b a t e . T h e f i e l d o f e co n o mic s h a s two b a sic 

d e f i n i t i o n s :  t h e f o rm a l ,  i n  w h i c h t h e  lo g i c  o f r a t i o n a l  c h oi c e  b e t w e e n  s c a r ce 

m e a ns g ove rn s th e a ction s of i nd ivid u a ls , a nd th e su b sta ntiv e , wh ich p re su m e s 

ne ith e r ra ti ona l ch oi ce nor cond ition s of sca rci ty, b u t ra th e r f ocu se s on th e f a ct t 

h a t  i n d i v i d u a l s  o r  g r o u p s  o f  i n d i v i d u a l s  a r e  a f f e c t e d  b y  t h e i r  e n v i r o n m e n t. 

Pola nyi a rg u e s th a t th e su b sta nt ive m e a ning p re su p p ose s no ne of th e cla ssica l e 

c o n o m i c t h e o r i e s o f r a t i o n a l d e c i s i o n  m a k i n g o r c o n d i t i o n s o f s c a r c i t y . T h e s u 

b s t a n t i v e  i s  r a t h e r  h o w  a  s o c i e t y  a d a p t s  t o  i t s  e n v i r o n m e n t  o r  h o w  t h e s o c 

i e t y  m e e t s  i t s  m a t e r i a l  n e e d s  e c o n o m i c a l l y .  H e  a s s e r t s  t h a t  b e c a u s e  t h e f 

orm a list  th e or ie s  e m e rg e d  f rom  m a rke t - orie nte d  e conom ie s  th e ir  a p p lica tion to   

p r e - i n d u s t r i a l   a n d   p r i m i t i v e   e c o n o m i e s   i s   i n c o m p a t i b l e .   I n   s o c i e t i e s w i t h 

o u t  p r i c e - m a k i n g  m a r k e t s  m a x i m iz a t i o n  b a s e d  o n  e c o n o m i c  p r o f i t  d o e s n o t   

o c c u r ,   b u t   ra t h e r   so ci a l,   c u l tu ra l   a n d   p ol i ti ca l   i nf l u e n ce s   a f f e c t   t h e in d i v 

id u a l’ s  ch o i ce .  I t  i s  t h e r e f o r e  a r g u e d  b y  P o l a n y i,  a nd  t h e  s u b s e q u e n t s u b s t 

a n t i v i s t s ,  t h a t  o n l y  t h e  s u b s t a n t i v e  m e a n i n g o f e c o n om i c  i s  a p p r o p r i a te t o w a r 
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d s t h e s t u d y o f p r i m i t i v e e c o n o m i e s . 

1.7.3. The Debate 

N e a r l y t w o d e c a d e s a f t e r K a r l Po l a n y i p r e s e n t e d h i s s u b s t a nt i v e a r g u m e n t s  i n 
 

1 9 4 4   a g a i n s t   t h e   a p p l i c a t i o n   o f   c l a ss i c a l   e c o n o m i c   t h e o r y   o n   p r i m i t i v e e 

c o n o m i e s ,  S c o t t  Co o k  i n t r o d u c e d  t h e  f i r s t  o p p o s i t i o n  t o  t h e  s u b s t a n t i v e t h 

e o r i e s a n d i l l u m i na t e d a c l e a r d i c h o t om y b e t w e e n t w o s c h o o l s o f t h ou g h t. I n a   1 

9 6 6  p a p e r  e n t i t l e d  “ T h e  O b s o l e t e  A n t i - M a r k e t  M e n t a l i t y , ”  C oo k  f o r m a ll y p r e 

s e n t e d a d i v i s i o n t h a t h a d e m e r g e d b e t w e e n s c h o l a r s w h o m a i n t a i n e d t h a t c l a s 

s i c a l  e c o n o m y  t h e o r y  i s  a p p l i c a b l e  t o  t h e  s t u d y  o f  p r i m i t i v e  e c o n o m i e s (f o r 

m a l i s t s ), a nd t h o s e w h o b e l i e v e d t h a t i t i s l i m i t e d o n l y t o m a r k e t - o r i e n t e d a n d   

p r i c e - g o v e r n e d   e c o n o m i c   s y s t e m s.   B y   critiquing   several   contrib uting 

members of the substantive school, he successfully demonstrates that there are 

two m ain d og m as concerning the application of classical econom ic theory on 

prim itive societies. C o o k b e g i n s b y a s s e s s i n g t h e t h e o r i e s o f G e o r g e D a l t o n a n d 

P a u l  B o h a n n a n ,  t wo  p r e e m i n e n t  s t u d e n t s  o f  t h e  P o l a n y i  s c h o o l ,  o f  w h i c h 

D a l t o n ’ s c r i t i q u e i s h i g h l i g h t e d . 
 
 

D a l t o n ’ s  b a s i c  a s s e s s m e n t  i s  t h a t ,  s i n c e  f o r m a l  e c o n om i c  t h e o r y  i s  p r i m a r i l y o 

r i e n t e d  a r o u n d  a nd  d e r i v e d  f r o m  m a rk e t - d o m i n a t e d  e c o no m i e s  a n d  n o t  i n p r 

i m i t i v e - s u b s i s t e n c e ,   s u b s t a n t i v e   e c on o m i c   t h e o r y   i s   t h e   o n l y   l e g i t i m a t e a n 

a l y t i c a l t o o l f o r s u c h s o c i e t i e s . W h a t i s i m p o r t a n t t o n o t e i n a l l o f t h i s i s t h a t D a l 

t o n  c o n c e d e s  t h a t  f o r m a l i s t  m od e l s  a r e  b e t t e r  s u i t e d  to w a r d s  c a p i t a l i s t i c a nd 

m a rke t - or ie nte d e conom ie s (a te ne t th a t Pola n yi wou ld h a ve b e e n b e m u se d b y ,  c 

o n s i d e r i n g  t h a t  h i s  w o r k  w a s  f o u n d e d  o n  b u i l d i ng  a  m o d e l  t o  c o m p a r e e c o n o 

m i e s  u n i v e r s a l l y )  .  C o o k  n o t e s  t h i s  c o n f l i c t i n g  p a r a d o x  w i t h  i n  t h e i r t h e s e s .   

W h i l e   P o l a n y i   s o u g h t   t o   c r e a t e   c o m p a r a t i v e   c o nn e c t i o n s   b e t w e e n e c o n o m i 

e s , D a l t o n a n d B o h a n n a n h o ld th a t t h e r e i s a f u n d a m e n t a l d i f f e r e n ce b e t w e e n   

t h e   t w o   t y p e s   o f   e c o n o m i e s ,   p r i m i t i v e - s u b s i s t e n c e   a n d   m a r k e t o r i e n t e d . 
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C o o k  h i g h l i g h t s  t h e  t w o  c r u c i a l  e l e m e n t s  w i t h i n  t h e  d e b a t e :  (1 )  t h a t  K a rl 

Pola nyi a nd th e s tu d e nts of th e su b s ta nt i vist sch ool h old th a t f orm a l e conom ic t 

h e o r y   i s   i n a p p l i c a b l e   t o   t h e   e x p l a na t i o n   o f   n o n - m a r k e t   a n d   p r i m i t i v e e 

conom ie s b e ca u se i t is a “ cre a tu re of t h e 19 th  ce ntu ry M a r ke t e conom y; ” a nd (2 

)  t h a t  t h e  d e b a t e  c o u l d  n o t  b e  r e s o lv e d  b e ca u s e  i t  w a s  c a s t  i n  t e r m s  o f “ m 

e t a p h y s i c a l  (u n te s t a b l e ) p r o p o s i t i o n s ”  v e r s u s  e m p i r i c a l  e co n o m i c  s c i e n t i s t s .  
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Section Two: Social Construction of Economic 
Institutions 

 

 
2.1. Critique Of Neo-Classical Economics      
 

2.1.1. Self-Interest and Neo-Classical   Economics 
 

Since the enlightenment, Western ideas about society have been cast largely i n  terms of 

individual rights and freedoms, elevating autonomy to a virtue, i n opposition to the bonds 

and chains of tyranny. I t should be no surprise, then, that Western economic thought also 

starts with the individual and tries to understand the whole of w o r k , t r a d e , a nd m o ne y b 

y  a n a l y z i n g  t h e  b e h a v i o r  o f  t h e  s i n g l e  h u m a n  b e i n g .  Th i s  a p p r o a c h  c a n  b e l a 

b e l e d  s e l f i s h  o n l y  b e c a u s e  i t  b e g i n s  w i t h  t h e  i n d i v i d u a l  “se lf , ”  not  b e ca u se  i t a 

lwa ys  a ssu m e s  th a t  h u m a n  b e ing s  a ct  se lf ish ly.  On  th e  contrary, most modern 

economists  portray  human  beings  as  essentially  rational  and  intelligent,  and  they 

specifically want to avoid the kind of value j u d g m e n t s a b o u t m o r a l i t y a n d m o t i v e s t h a t 

a r e i m p l i e d w h e n w e u s e a t e r m l i k e “se lf ish ” to d e s crib e s om e one ’ s b e h a vior. 
 
 

2.1.2. The Foundations Of Modern Economics 
 

As the am ount of trad e and the importance of econom ic activity to state revenues 

increased dramatically i n the fifteenth and sixteenth centuries, scholars began to 

seek principles and laws to guide public practice. Their most urgent problems revolved 

around national finances, trade, and the regulation of money. Rulers and 

administrators need ed to know how to set tariffs, raise revenues, and deal with shortages 

of goods food and cash. 
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I n  this  setting,  what  we  now  recognize as  macroeconomics began  as  a  discussion of 

mercantile issues, part of the rapid expansion of the West into Asia and the New World . 

Econom ic philosophers asked what was g ood for the nation, reflected on whether 

the  national  g ood  was  alig ned  with  or  opposed  to  the  interests  of  ind ivid uals, 

and pondered how m uch the state should intervene i n economic affairs. 
 
 

S e e k i n g  m e c h a n i c a l  n a t u r a l  l a w s  o f  e c o n o m i c s  o n  a  p a r  w i t h  p h y s i c a l  l a w s ,  S i r 

Dudley North (1641 – 1691) argued that left to itself, trade would follow mathematical laws – 

and government regulation would only interfere with a self- regulating system. Others, like 

Sir William Petty 91623 – 1687) who invented national economic statistics favored 

government intervention and r e g u l a t i o n . T h e s e e c o n o m i s t s f e l t t h a t t h e g o v e r n m e nt , f 

o r e x a m p l e , m u s t ke e p gold i n the country, because gold is wealth, so the state must 

encourage exports and discourage imports, look for raw materials, and set up foreign trade 

outposts. 

 

The  notion  of  natural  econom ic  laws  arose  not  as  a  philosophical  speculation 

ab out hum a n n atu r e b ut a s pa r t o f a c om plex d eb at e ab ou t g o ve rnm e nt pol ic y , d 

uring the 1600s and 1700s, a period of m ercantile expansionism  and g rowth in 

the institutions of the nation-state. Issues of trade and money were pulled away from 

theology as a practical matter, i n the name of national interests. This allowed, for the first 

time, an abstract and philosophical discussion of values as a separate form of morality, 

crucial step i n the development of economics. 
 

 

1) ADAM SMITH 
 

Th e re a l s ta r t of m o d e r n W e s te rn e co no m ic s a s a d i s ci p l i ne i s u s u a ll y t ra ce d t o 

A d a m  s m i t h  (1 7 2 3  –  1 7 9 0 ).  B e g i n n i n g  a s  a  m o r a l  p h i l o s o p h e r  c o n c e r n e d  w i t h h 

u m a n m o t i v e s ,  S m it h  l a t e r  w r o t e  t h e W e a l t h  o f N a t i o n s i n  1 7 7 6  a s  a  s e r i e s  o f 
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lectures on public policy. The task he set for himself was that of a natu ral scientist, to 

discover the workings of a vast machine the economy. His book deals with the division of 

labor as a vehicle of progress, the role of money, t a x e s , w a g e s , p ro f i t s , t r a d e , a nd t h e 

h e a l t h o f t h e na t i o n a l e c o n om y . He b uilt a structure of logic, founded ultimately on a 

theory  of  value,  leading  to  strong  arguments against  the  intervention of  the  state  i n 

economic affairs. 

 

The fund amental problem faced by early economists was to find some measure of 

value that d id not m ake recourse to relig ion. To b uild an empirical science, they 

had  to  find  some  way  to  d efine  “g ood ”  in  a  secular  way,  without  reference  to 

scripture or divine judgment; this was the central goal of Adam smith’s earlier the Theory 

of Moral Sentiments (1759). Economic philosophers ne eded a yardstick that was not 

blessed  by  God,  because  they  were  seeking  rational  sc ience  rather  than  theolog y. 

Sm ith’ s arg um ent about value is therefore crucially important and is worth tracing i n 

more detail. 
 

 

I n  the  Wealth of  nations, he  first  asserts that value cannot be  measured by  m one y, b 

e ca u se som e tim e s m one y is a rtif ic ia lly sca rce (a sh orta g e of coins wa s  a common 

problem in his times). Value is also not the same as u t i l i t y or usefulness, as is shown by 

the  comparison  of  water  (useful,  low  value)  and  diam ond s  (use le ss,  h ig h  value ). 

Th e re f ore, be ca u se a ll lab or is of e qu a l va lu e to the worker, labor is the best measure of 

value. The real or natural value of a good is the amount of labor i t takes to produce i t . 

Smith used contrasts b etween prim itives and m oderns to g et at this natural scale of 

values. Am ong North American Indians, he said, beavers were traded for deer in a rate 

corresponding to the amount of time it took to hunt them. I n  this imaginary pr im itive 

“rude” society, all labor has the same value, labor is the only factor of production, 

and all resources are equally available. 
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In  contrast,  i n  “ c i v i l i z e d ”  s o c i e t y ,  v a l u e s  a r e  d e t e r m i ne d  b y  e x c h a ng e ,  no t  b y p 

r o d u c t i o n . Va l u e i s t h u s d e t e r m i n e d b y t h e a m ou n t o f s u p p l y (t h o u g h t n o t b y 

the demand) and by disutility, or the amount of work a person can save by trading for 

something instead of making it. Rents and profits become part of the  value of  things, 

because   they   represent  the   cost   of   land,   tools,   and   property  necessary  for 

production.   S m it h   th e re f o re   h a s   t wo   th e o ri e s   o f   va lu e ,   one   r oo te d   i n   th e 

ind ivid ua l (lab or) and one in socie ty (exch a ng e). He ne ve r qu ite solve s the  problem 

of linking together the two sorts of value, but he makes a clear statement o f p r i o r i t y b y i 

d e n t i f y i n g t h e v a l u e o f a n i n d i v i d u a l’ s l a b o r a s “ n a t u r a l . ” 

Using his theory of value, S m ith tries to reason out answers to pressing social and 
 

political problems and issues of the day through logic and empirical observation. His goal is 

to understand how the economy can work to make prices reflect natural values so that 

workers are justly compensated for their labors. And he wants to show how, at the same 

time, this can lead to the g e n e r a t i o n o f w e a l t h , i n t h e f o r m o f p r o d u c t i v e r e s o u r c e s , p 

r o p e r t y , f a c t o r i e s , a n d t h e l i k e , t h a t w i l l b u i l d a p o w e r f u l n a t i o n . H i s a n s w e r i s t h 

e m e c h a n i s m o f t h e m a r k e t , wh i c h a c ts l i k e a n “ i n v i s i b l e h a n d ” t o b r i n g p r i c e s a n 

d v a l u e s together and to provide at the same time the rents and profits that make the 

accumulation of wealth possible. 

 
People participate i n this open market because of their own self – interested d esire to g et 

the  b est  return  for  their  lab or  b y  selling  at  the  b ig gest  price .  But  they  also 

exchang e b ecause of an inb orn human nature to “truck , b a tter, and exchange one 

thing for another”. They  d o  not  stop  exchang ing  when  they  have simply fed and 

clothed themselves. People also seek to accumulate riches because of their vanity and desire 

to  be  admired (to  share  i n  the  positive  s ym pathetic  feelin g s  of  others)  and  also 
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because  people  “naturally”  love  order,  harm ony,  and  desig n.  They  seek  wealth b 

ecause  it  satisfies  their  “love  of  system,  the  …  beauty  of  order,  or  art  and 

contrivance”.  S m ith ’ s  h u m a n  b e ing  i s  selfish because of essentially positive natural 

impulses to make order in the w o r l d .  T h e se  d e s i r e s  n e e d  t o  b e  c u l t i v a t e d  t h r o u g h e 

d u c a t i o n  a n d  c i v i l i z a t i o n  and  are  hindered  and  restrained  by  politics,  corruption, 

guilds, corporations, and organized religion, to the detriment of society as a whole. 

F r o m t h i s p h i l o s o p h i c a l f o u n d a t i o n , S m it h b u i ld s a p o we r f u l a r g u m e n t t h a t t h e i 

n d i v i d u a l ’ s   s e l f -i n te r e s t   g e n e r a t e s   t h e   s o c i e t y ’ s   b e s t   i n t e r e s t s .   T h e   m o re 

com p e tition,  th e  m ore  p rod u ction,  e xch a ng e ,  a nd  a ccu m u la tion.  Ea ch  p e rson’ s 

struggle to get the most val u e  b a l a n c e s  e v e r y o n e  e l s e ’ s.  c o m p e t i t i o n  k e e p s  d o wn p 

r i c e s , c o s t s o f p r o d u c t i o n , p r o f i t s , a n d i n t e r e s t r a t e s , a n d i t c o n t r o l s t h e a b u s e s o f 

m o n o p o l i e s. W h e n g o v e r n m e n t s a n d g u i l d s a n d o t h e r o r g a n i z a t i o n s i n t e r v e n e t o r 

e g u l a t e a n d co n t r o l p r i c e s , t r a d e , a nd m a r k e t s , t h e y im p e d e t h e working of the 

marketplace and retard the greater good. The key element of S m i th ’ s a r g u m e n t i s t h a t h 

u m a n  i nd i v i d u a l  se l f -interest, working through the m a r k e t  s y s t e m ,  p r od u c e s  t h e g r 

e a t e s t p o s s i b l e g oo d f o r t h e na t i o n a s a w h o l e . In this calculus, there is no essential or 

inherent natural conflict between the i n d i v i d u a l ’ s  a nd  s o c i e t y’ s  b e s t  i n t e r e s t s ,  a s l o n 

g a s f r e e i n d i v i d u a l s a r e educated and enlightened to act in rational ways. 

 
 
The effect of Smith’s calculus is to mo ve moral issues (W hat is fair? How should 

government promote common welfare?) into the realm of logic, rationality, education, and 

science. Beginning with a rational individual motivated by positive natural im pulses, he 

und ertakes   a    series   of    d ramatic   poli tical   attacks   on   monopolists,   corrupt 

governments, tariffs promoted by strong business lob b yists,  g uild s,  colonialists, and 

‘ the capricious am b itions of king s and ministers”. 
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I n S m i t h ’ s e c o n o m i cs , t h e c e n t r a l p r ob l e m i s t h e r e l a t i o n s h i p o f t h e i n d i v i d u a l to 

society. His theory was suited to a time when there was a huge growth in t r a d e , a l o ng s 

e r i e s  o f  w a r s  o v e r  t r a d e  r o u t e s  a n d  th e  s o u r c e s  o f  r a w  m a t e r i a l ,  a n d  a n a c t i v e d 

e b a t e  a b o u t  t h e  r ol e  o f  t h e  g o v e r nm e n t  i n  p e o p l e ’ s  l i v e s .  The  degree of official 

intervention i n the European economy during his lifetime would shock most people today. I 

n  France, for example, a huge and corrupt bureaucracy set prices for almost all goods, 

charged multiple tolls and tariffs on even short journeys, and required a license or 

concession (and usually a b rib e) for every ind ustry, from those that m ad e  pins to 

people hunting truffles . But Smith also lived before the worst consequences of industrial 

capitalism a nd  coloni a lism  we re  inf lic te d  on  m illions  of  p e op le  i n  f a ctorie s  a nd f 

ie ld s, so h e n e v e r s a w m a s s s u f f e r i n g o r p o v e r t y b e i n g j u s t i f i e d  i n  t e r m s o f t h e 

“ F r e e m a r k e t . ” 
 
 

S m i t h i s a n e n d u r i n g f i g u r e b e ca u s e t h e s a m e p u b l i c i s s u e s a n d p r o b l e m s a r e s t i l l 

with us, and the debates that the opened are s t i l l going on. The clear l i n k a g e t h a t S m i th e 

s t a b l i s h e d  b e t w e e n  s e l f - i n t e r e s t e d  h u m a n  n a t u r e  a nd  t h e  c o n d u c t  o f  p u b l ic e c 

o n o m i c  l i f e  i s  s t i l l  t h e  b a s i s  o f  t h e  d i s c i p l i n e  o f  e c o n o m i c s  e ve n  a s  S m ith ’ s su 

cce s sors h a ve d ra wn th e d is cip line f u r th e r a wa y f r om is su e s of morality, following his 

lead i n thei r e f f o r t s t o c r e a t e a “ c a l c u l u s o f f a c t . “ A s we sh a l l s e e b e lo w, d e s p i te th e 

b e st e f f or t s o f e c on om i s t s, t h o s e s a m e i s su e s of morality and human motivations 

keep popping up everywhere. 
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2) DAVID RICARDO 
 

A f t e r A d a m S m i t h , th e n e x t g r e a t a n c e s t o r f i g u r e o f e c o n o m ic s was David Ricardo, a 

successful British financier and member of parliament (1 7 7 2  –  1 8 2 3 ). H e c o n t i n u e d  t o p 

l a c e t h e c o n c e p t o f v a l u e a t t h e f o u n d a t i o n o f economics. Value was the ‘atom” in a 

Newtonian-style system of economic mechanics. The pillars that he built upon that 

foundation are a series of assumptions, the basis of an economic universe i n which human 

actions can be predicted. These are the basic rules within which all economic behavior 

takes place. We assume that (1) most property is privately owned, (2) labor time  is 

the ultimate source of value, ( 3) econom ic actors have freed om of choice, (4)  the 

economic human is a rational maximize of economic gain (the u t i l i t a r i a n  princ iple), 

and  (5 ) all  thing s  being  equal  equilib rium  is  the  natural  state  of  the  economy. 

Equilibrium is a key concept i n Ricardian economics, for it r e p r e s e n t s a n i d e a l s t a t e o f b 

a l a n c e   b e t w e e n   su p p l y   a nd   d e m a nd ,   v a l u e s   a n d   prices,   input   and   output. 

Equilibrium is the “natural” state of an economy that is allowed to operate without 

interference. The idea of equilibrium rests  u l t i m a t e l y  o n  t h e  b e l i e f  t h a t  t h e r e  a re n 

a t u r a l l a w s o f t h e e c o n o m y t h a t a r e j u s t like the natural laws of physics. 

Ri ca rd o sa w a ll t h e s e a s su m p t io n s a s “ na tu ra l” st a t e s o f b e i ng (n ot d e sc r ip t io n s of 

the real world) and viewed his deductions as scientific statements of mechanical laws, but 

we can see his axioms as social philosophy. They describe a set of values about the way 

things should be. But by stating these p r i n c i p l e s a s p l a u s i b l e l a w l i k e g e n e r a l i t i e s o f h 

u m a n b e h a v i o r , R i c a r d o  t u c k e d th e m or a l p h i lo so p h y a w a y u nd e r  th e c o ve r o f f a 

c t. Th e qu e st i on w a s no lo ng e r, “ w h a t i s h u m a n n a t u r e ? ” n o w i t w a s , “ m a k i n g t h e 

s e  a s s u m p t i o n s  a b o u t  h u m a n nature, can we make some accurate predictions and 

guide policy?” and certainly, his work on the laws of wages and on comparat ive advantage i 

n   i n t e r n a t i o n a l   t r a d e   p r o v e d   e x t r e m e l y   u s e f u l   i n   u nd e r s t a n d i n g   e c o n o m i c 

h i s t o r y and changes in prices over time. 
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T h e  e c o n om i c  h i s t o r i a n  K a r l  P r i b a n  s a id  t h a t  t h e  f a c t  t h a t  R i c a r d o  i n v e n t e d  a 

theory  of  economic  equilibrium  during  the  incredible  dislocations  of  the  i n d u s t r i a l 

R e v o l u t i o n  p r o v e s  t h a t  “ t h e  d e v e lo p m e n t  o f  e c o n o m i c  r e a s o n i n g  i s  t o  a  h i g h 

d e g r e e  i n d e p e n d e n t  o f  t h e  a c t u a l  c o u rs e  o f  e c o no m i c  e v e n t s . ”  B u t  i t  i s  a lso 

p ossib le th a t Rica rd o’ s th e orie s we re a v e ry d ire ct re a c tion t o th e wor ld b u t th a t h 

e s ou g h t a th e o ry o f ord e r a nd e qu i lib r i u m a s a f o rm of c on s ola t io n a nd a s o u r c e o f 

h o p e i n t u r b u l e n t t i m e s . I t m a y b e t h a t t h e o r i e s o f r e a s o n a n d o r d e r are most 

needed in times of upheaval. 
 
 

3) THOMAS ROBERT MALTHUS 
 

Thomas  Robert  Malthus  (1766  –  1834)  was  a  friend  of  Ricardo’s,  and  he  applied  the 

economic calculus to a different problem, that of the balance of population and resources. I 

n his essay on Population (1798), he wrote that war, famine, and disease were the product of 

geometric population growth overshooting arithmetic growth i n  food resources. War, 

sickness, and  starvation would therefore level  off  the  population, producing a  kind  of e 

q u i l i b r i u m . H e r e a g a i n i s a m od e l b a se d o n h u m a n r a t i o na l i t y , o n a u t i l i t a r i a n 

assumption that people will keep having more children because i t is to their own benefit, 

though i t  hurts society as a whole. Reasoning mathematically from these first premises 

reveals a “natural” equilibrium. The goal is to find natural order beneath  the chaos of 

human history. 

 

Old er histories of econom ics often make  the d irection set b y  Ricard o  to ward a 

deductive scientific economics base on the u t i l i t a r i a n mechanism seem inevitab le. They 

present   only   a   logical   prog ression   of   id eas   toward   perfection   throug h   the 

scientific m ethod. But m ore recent histories of science point to the ways in which 

economics was very much a product of its times and of dominant Western culture. Even 

within the European traditions, there were other Kinds of economics. 
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4) GERMAN HISTORICISTS 
 

I n  a  more  subtle  and  s y m p a t h e t i c  r e a d i n g  o f  t h e  G e r m a n  t r a d i t i o n ,  J o e l  K a h n 

(1 9 9 0 )   h a s   a r g u e d   t h a t   n i n e t e e n t h - ce n t u r y   h i s t o r i c a l   e c o n o m i s t s   w e r e   t h e i 

n t e l l e c t u a l a n c e s t o rs o f m o d e r n i n t e r p r e t i v e a n t h r o p o l o g y . S o m e o f t h e G e r m a n h i 

s t o r i c i s t s , s u c h a s William Roscher, thought that all people had two basic instincts, one 

self-interested and the other moral and ethical. Others, for instance, Kari Bucher  a n d F 

r i e d r i c h  L i s t ,  t h o u g h t  h u m a n  b e i n g s  h a d  n o  i n n a t e  n a t u r e ,  t h a t  t h e y  w e r e p r 

o d u c t s  o f  t h e i r  p a r t i c u l a r  h i s t o r i c a l  a n d  n a t i o n a l  c o n te xt s .  T h e y  e m p h a s i z e d 

understanding economic behavior within the social fabric of each particular s e t t i n g a n d b 

u i l t  h i s t o r i c a l  a n d  e v o l u t i o n a r y  t y p o l o g i e s .  I n  g e n e r a l,  th e y  w e r e  much more 

sympathetic to government intervention i n economic affairs than the British, for they had 

little faith i n the wisdom of industrialists and capitalists who were out to pursue their own 

interests. 
 
 

While smith and Ricardo were “boosters” for industry and trade, the German historicists 

were  more  conservative  and  liked  to  think  back  to  an  idealize  e conom y  b a se  on a 

g ricu ltu re ,  i n  a n  e ra  of  p e a ce  a nd  sta b ility  (th a t  wa s  la rg e ly  i m a g i n a r y ).  L i k e M 

a l i n o w s k i ,   t h e i r   c r i t i q u e   o f   u t i l i t a r i a n i s m   w a s   g r o u nd e d   i n   a   d islike   of ca 

p ita li sm , com m e rcia lism , a nd con su m e rism ; in ste a d , th e y l ove d th e  p e a s a n t r y , t h e   

o l d   t r a d i t i o n a l   m o r a l   v a lu e s ,   a n d   t h e   l i t t l e   c om m u n i t y .   T h e y   id e a liz ed na 

tiona l  sp iri t  a nd  a rg u e d  th a t  e conom ics  wa s  only  a  re f le ction  of  th e   f o l k t r a 

d i t i o n   o f   t h e   f a t h e r l a n d .   Th e   oth e r   m a j o r   a l t e r n a t i v e   t o   A d a m   S m i t h ’ s 

u t i l i t a r i a n i s m a l s o g r e w o u t o f t h i s G e r m a n r o m a n t i c t r a d i t i on : M a r x i s m . 
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2.2. Social Embeddedness of Economic Actions 
 

While several attempts have been made to present general theories and paradigms in new 

economic  sociology,  the  perspective  that  continues  to  command  most  conspicuous 

attention is Mark Granovetter’s theory of embeddedness. Since the mid-1980s 

Granovetter has added to his argument and refined it in various writings that are related to 

his  two  major  projects  since  the  mid-1980s:  a  general  theoretical  work  in  economic 

sociology entitled Society and Economy: The Social Construction of Economic 

Institutions, and a study (together with Patrick McGuire [1998]) of the emergence of the 

electrical utility industry in the United States. 

 

The most important place in Granovetter’s work where embeddedness is discussed is his 
 

1985 article, which operated as a catalyst in the emergence of new economic sociology and 

which is probably the most cited article in economic sociology since the 1980s. His own 

definition  of  embeddedness  is  quite  general  and  states  that  economic  actions  are 

“embedded in  concrete,  ongoing  systems  of  social  relations”  (Granovetter 1985a,  487). 

Networks are central to this concept of embeddedness (491).  An important distinction 

needs  also  to  be  drawn,  according  to  Granovetter,  between  an  actor’s  immediate 

connections and  the  more  distant  ones—  what  Granovetter elsewhere calls  “relational 

embeddedness” and “structural embeddedness” (1990, 98–100; 1992, 34–37). 
 

 

The most important addition to the 1985 article has been connecting the concept of 

embeddedness to a theory of institutions. Drawing on Berger and Luckmann (1967) 

Granovetter argues that institutions are “congealed networks” (1992, 7). Interaction between 

people  acquires,  after  some  time,  an  objective  quality  that  makes  people  take  it  for 

granted. Economic  institutions are  characterized by  “the  mobilization of  resources for 

collective action” (Granovetter 1992, 6). Granovetter’s argument on embeddedness has been 

widely discussed and sometimes criticized. 
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An attempt to elaborate it can be found in the work of Brian Uzzi, who argues that a firm 

can be “underembedded” as well as “overembedded,” and that a firm is most successful 

when it balances between arm’s-length market ties and more solid links (Uzzi 1997). Several 

other critics have pointed out that Granovetter omits consideration of many aspects of 

economic action, including a link to the macroeconomic level, culture, and politics (e.g. 

Zukin and DiMaggio 1990; Zelizer 1988; Nee and Ingram 1998). Zukin and DiMaggio (1990) 

suggest that to remedy this lacuna, one should not only talk of “structural embeddedness,” 

but also of “political,” “cultural” and “cognitive” embeddedness.” 
 

 

2.3. Culture,   Networks   and   Social   Capital/Trust   and   Efforts   and 
Motivations 

 

 

Much of the literature on networks emphasizes that they are most salient in a domain 

between the flexibility of markets and the visible hand of organizational authority (Powell 

1990). Networks provide order to disconnected parts of organizations and markets (Burt 
 

2000). The challenge for research on networks is to explain their emergence, activation, and 

durability. Networks, as Mark Granovetter (1985, 491) emphasized, “penetrate irregularly 

and in different degrees.” Thus some individuals are better placed than others, some groups 

are more isolated, some formal organizations have more informal cliques, and some 

communities have  more associational life.  There is  wide  variability in  the  presence of 

linkages across multiple levels, and in when these connections are mobilized. \ 
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The empirical terrain covered in the economic sociology literature ranges widely, including 
 

the following analyses of how networks influence economic activity. 
 

 

1.   Networks represent informal relationships in the workplace and labor market that shape 

work-related outcomes. Social  ties and economic exchange can be deeply interwoven, 

such that purposive activity becomes “entangled” with friendship, reputation, and trust. 

2.   Networks are formal exchanges, either in the form  of asset pooling or resource 

provision, between two or more parties that entail ongoing interaction in order to derive 

value from the exchange. These more formal network relationships may be forged  out  of  

mutual need,  but  can  also  lead  to  interdependence and  repeated interactions that 

reduce the need for formal control. 

3.   Networks are a relational form of governance in which authority is broadly dispersed; 
 

such arrangements are more commonly associated with settings where both markets and 

environments change frequently and there is a premium on adaptability. Much of the 

literature has celebrated this flexibility, but it is important to recognize that this form of 

organizing can be found in an entrepreneurial firm, a terrorist cell, an organization with 

extensive use of cross-functional groups, an international company with many cross-border 

alliances, or an illegal drug cartel. The flexibility of networks 

can be tapped for good or detriment. 
 

 

While network analysis started in anthropology and sociology, employing qualitative 

methods and local community studies, in the last few decades, quantitative methods have 

made strong advances in network research. In some disciplines like physics, large scale 

analysis has become the predominant method. However, even to day, qualitative studies 

remain a useful and valuable field for social network research, ranging from anthropology to 

conversation and discourse analysis and other applications. In addition, historians 

increasingly refer to network concepts (see for example Rota 2007, Laird 2006). 
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All processes of innovation and the diffusion of innovation are highly dependent upon 

communicative acts of people belonging to different networks sharing and providing 

information through different media (Rogers 2003). Whether related to the innovation of 

production systems in  diverse  commercial fields,  or  to  customers and  their  consumer 

behavior and social lifestyles, all hierarchies of preferences are crystallized in and through 

networks and  constructed by opinion leaders.  Networks are  always the  media holding 

(diverse) knowledge and the media through which that knowledge is modified. One of the 

most intriguing questions is whether the way networks function has changed over time. 

Due to the increased prevalence of modern electronic communication systems, we not only 

have electronic markets but also new forms of private exchange through the internet or cell 

phone (Wellman and Haythornthwaite 2002). 
 
 

Networks serve as “sets” of preferences and social contacts between individual agents and 

groups of people. The bloodstream of society runs through networks. Whereas many writers 

treat the functioning of markets as something close to a black box, in which offer and 

demand equalize somehow, network analysis sheds far more lig ht on the processes and 

informs us of how economic dynamics are often based upon social dynamics in which 

personal experiences and trust play important roles. Markets as well as many other 

institutions provide resources to human actors through different levels of inclusion, which 

function through principles of social networks (Burt and Talmud 1993). That the status of 

social network analysis remains unresolved and weak (the theory versus method debate) 

implies that there is room for further input here. 



 

 
Economic Sociology                                                  

 
SOCI2081 

       

 

35 Mizan-Tepi University                                                        Department of Sociology 

 

2.4. From Social Network Analysis to Social Capital 
 

Discussion  of  social  network  analysis  often  elicits  mention  of  the  term  social  capital, 

as if both terms are interchangeable. Therefore, it seems appropriate to answer the question 

“What is the relationship between social networks and social capital?” The answer is very 

simple, social networks can serve as social capital for individuals or groups of people. Sets of 

specific networks, which one actor has compared to those of another actor, may be 

understood and used as a kind of economic resource. 

 

Even the debate on  social capital is marked by a  long  history of ideas going back to 

early  neighborhood  and  community  studies,  starting  in  the  middle  of  the  Twentieth 

century. However, the works of Bourdieu (1983) and Coleman (1988, 1990) addressed social 

capital  more  specifically  and  conceptually.  Addressing  “capital  as  power”  (Nitzan  and 

Bichler 2009), Bourdieu (1983) is primarily interested in inquiring of the analytical position 

of social resources and strategies in the context of economy and society. 
 

 

Bourdieu (1983) distinguishes between economic capital, which he interprets in a classic 

sense as material and financial capital and assets, cultural capital, which includes an 

interpretation of human capital, and  which can be further split into subsections, and, 

finally, social capital. Individuals or collectives own different amounts of capital consisting 

of different compositions of the three sources of capital. Social capital is interpreted as the 

volume of social resources of a person’s networks.  Finally, capital of one sort can partly be 

instrumentalized to realize capital profits of another sort. Bourdieu’s perspective left behind a 

narrow social network perspective and started focusing on the more principal issues of order 

and restructuring of complex societies and their social inequalities. 
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According to (Coleman 1990), “Social capital, in turn, is created when the relations between 

people  change  in  ways  that  facilitate  action.  Physical  capital  is  wholly  tangible,  being 

embodied in observable material form; human capital is less tangible, being embodied in the 

skills and knowledge acquired by an individual; social capital is even less tangible, for it is 

mbodied    in    the    relations    between    people.    Physical    capital    and    human    capital 

facilitate productive activity, and social capital does so as well” (Coleman 1990, p. 304). 
 
 

Coleman   (1990)   does   not   restrict   social   capital   to   resources   based   upon   social 

networks, but includes in his definition institutional interpretations as well. Those include 

family structures, societal forms of trustworthiness, systems of production and regulation, 

religion, education and language. All these dimensions differ between and within societies 

and generate different levels of social capital. 
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Section Three: Approaches to Economic Sociology 
 

 
3.1. Classical Economic Sociology and Its Predecessors 
 

 

3.1.1. General Overview 
 

Th e f irs t u se of th e te rm economic sociology se e m s to h a ve b e e n in 18 79 , wh e n it 

appears i n a work by British economist W. Stanley Jevons. The term was taken over by the 

sociologists and appears, for example, i n  the works of Durkheim and Weber during the 

years 1890–1920 (sociologie économique, Wirtschaftssoziologie).  It is also during these 

decades that classical economic sociology is born, as exemplified by such works as The 

Divis ion of Labor in Society (1893) by Durkheim, The Phil os oph y of Money (1900) by 

Simmel, and Economy and Society (p rodu ce d 19 08 – 20) b y Webe r.  These cla ssics of e 

conomic  sociology are remarkable for the following characteristics. First, Weber and 

others shared the sense that they were pioneers, building up a type of analysis that 

had not existed before. Second, they focused on the most fundamental questions of the 

field:  What  is  the  role  of  the  economy  in  society?  How  does  the  sociological 

analysis of the economy differ from that of the economists? What is an economic 

action? To this should be added that the classical figures were preoccupied with 

understanding capitalism and its impact on society— “ t h e g r ea t t ran s f o r m a t i o n ” t h a t i t h 

a d b r ou g h t ab ou t . 

 

I n  hindsight i t is clear that several works published before the 1890–1920 period i n  one 

way or another prefigure some of the insights of economic sociology. Important 

reflections on, for example, the role of trade can be found in The Spirit of the Laws 

by Montesquieu, as well as a pioneer comparative analysis of the role of various economic 

phenomena in republics, monarchies, and despotic states. The role of labor i n  society is 

emphasized i n the work of Saint Simon (1760 –1825), who also helped to popularize 

the term industrialism. That the work of Alexis de Tocqueville (1805 –1859) is f u l l of 
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sharp, sociological observations is something that most sociologists would agree 

on.  The  fact  that  he  also made contributions to economic sociology is, however, less 
 

known. 
 

 

1) K A R L MA RX 
 

Karl Marx (1818–1883) was obsessed with the role of the economy in society and developed a 

theory according to which the economy determined society’s g e n e ra l  e volu t ion.  What 

drives people i n  their everyday lives, Marx also argued, are material interests, and 

these  also  determine  the  structures  and  processes  i n  society.  While  Marx  wanted  to 

develop a  strictly scientific approach to  society, his  ideas were  equally infused by  his 

political desire to change the world. The end result was what we know as “Marxism” —a 

mixture of social science and political statements, welded into a single doctrine. 
 

 

For  a  variety  of  reasons  much  of  Marxism  is  erroneous  or  not  relevant  to  economic 

sociology. I t  is far too subjective and dogmatic to be adopted as a whole. The task that 

confronts economic sociology today is to extract those aspects of M arxism that are useful. I 

n  doing so, i t  is useful to follow the  su g g e stion  of  S ch u m p e te r,  a nd  d isting u is h b 

e twe e n M a rx a s a s ociolog is t, M a rx as an economist, and Marx as a revolutionary. We 

now  turn  to  a  preliminary  effort  to  p u l l  out  the  relevant  ingredients  for  economic 

sociology. 

 

Marx’s point of departure is labor and production. People have to work in order to 

live, and this fact is universal. Material interests are correspondingly universal. Labor is 

social rather than individ ual i n nature, since people have to cooperate i n order to 

produce. Marx severely criticized economists for their use of the isolated individual; 

and he himself sometimes spoke of “social individuals”. The most important interests 

are also of a collective n ature—what Marx calls “class interests.” These interests will, 

however, only be effective if people become aware that they belong to a certain class (“class 

for itself,” as opposed to “class in itself”). 
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Marx  severely  criticized  Adam  Smith’s  idea  that  ind ividual  interests  merge  and 

further the general interest of society (“the invisible hand”). Rather, according to Marx, 

classes typically oppress and fight each other with such ferocity that history is as if written 

with “letters of blood and fire”. Bourgeois society is no exception on this score since it 

encourages “the most violent, mean and malignant passions of the human heart, the Furies 

of private interest” ([1867] 1906, 15). In various works Marx traced the history of the class 

struggle, from  e a r l y  t i m e s  i n t o  t h e  fu t ur e .  I n  a  f am ou s  f o rm u la t i o n  f r om  t he 

1 8 5 0 s,  M a rx  s t a t e s  t h a t  a t  a  c e r t a i n  s ta g e  t he  “ r e l a t io n s  o f  p r o d u c t i o n ”  e n te r 

i n t o c o n fl i c t with “the forces of production,” with revolution and passage to a new “mode 

of p r o d uc t i o n ”  a s  a  r e s u l t.  I n  C a p i t a l  M a r x  w r i te s  t h a t  he  h a s  l a id  b a r e  “ t he e 

c o n om i c l a w o f m ot i o n o f m o d e r n s oc ie t y ” a nd th a t th i s law w o r k s “ w i t h i r o n n e 

c e s s i t y to w a rd s i ne v i t a b l e re s u l t s ” o f re v o l u t io n a r y c h an g e. 
 

 

A  p o s i t i v e  f e a t u r e  o f  M a r x ’ s  a p p r o a c h  i s  h i s  i n s i g h t  i n t o  t h e  e x t e n t  t o  w h i c h 

people have been willing to fight for their material interests throughout history. He also 

contributed  to  understanding  how  large  groups  of  people,  with  similar   e c o n o m i c i 

n t e r e s t s , u n d e r c e r t a i n c i r c u m s t a n c e s c a n u n i t e a n d r e a l i z e t h e i r i n t e r e s t s . O n t h 

e  n e g a t i v e  s i d e ,  M a r x  g r o s s l y  u n d e r e s t i m a t e d  t h e  r o l e  i n  e c o n o m i c  l i f e  o f 

i n t e r e s t s o t h e r t h a n t h e e c o n o m i c o n e s . H i s n o t i o n t h a t  economic interests in the 

last  hand  always  determine  the  rest  of  society  is  also  impossible  to  defend;  “social 

structures, types and attitudes are coins that do n o t  r e a d i l y  m e l t , ”  t o  c i te  a  fa m o u s 

q u o t e f r om S ch um pe t e r. 
 

 

2) M A X W E B ER 
 

A m o n g  t h e  c l a s s i c s  i n  e c o n o m i c  s o c i o lo g y  M a x  W e b e r  (1 8 6 4 – 1 9 2 0 )  o c c u p i e s  a u 

n i q u e  p l a c e .  H e  p r o c e e d e d  f u r t h e s t  t o w a r d  d e v e l o p i n g  a  d i s t i n c t  e c o n o m i c s o 

c i o l o g y ,  l a y i n g  i t s  t h e o r e t i c a l  f ou n d a ti o n  a n d  c a r r y i n g  o u t  e m p i r i c a l  s t u d ie s . T h 

e f a c t t h a t h e h a d w o r k e d a s a p r o f e s s o r o f e c o n o m i c s w a s n o d o u b t h e l p f u l in th e 
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s e e f f o r t s t o b u i l d b r id g e s b e tw e e n e co nom ic s a n d so ci ol og y. A l so h e l p f u l w a s t h e 

m a j o r r e s e a r c h ta s k t h a t o c c u p i e d W e b e r t h r ou g h o u t h i s c a r e e r , w h i c h  w a s 

e c o n o m i c  a s  w e l l  a s  s o c i a l  i n  n a t u r e :  t o  u n d e r s t a n d  t h e  o r i g i n  o f  m o d e r n c 

a p i t a l i s m . W e b e r d r e w h e a v i l y o n t h e t h e o r e t i c a l w o r k o n i n t e r e s t s o f h i s t i m e a 

n d e x t e n d e d t h a t l i n e o f w o r k b y m a k i n g i t m o r e s o c i o l o g i c a l . 

 

Web er ’ s  acad em ic  training was b road in nature, and its main em phasis was on l 

a w ,  w i t h  th e  h i s t or y  o f  la w  a s  h i s  s pe c i a l t y.  H i s  t w o  d is s e r t a t i o n s — o ne  o n 

medieval trad ing corporations (lex mercatoria) and the other on the sale of land 

i n  early  Rom e —  were  relevant topics for  und erstand ing  the  rise  of  capitalism: 

the  em erg ence  of  private  property  i n  land  and  of  property  i n  the  firm  (as 

opposed    to    ind ivid ual    property).   Those    works,    i n    com b ination    with    a 

com m issioned  study  of  rural  workers,  earned  him  a  position  i n   econom ics 

(“political econom y and finance”) in the early 18 9 0s. In this capacity he taug ht 

econom ics  b ut  pub lished  m ainly  i n  econom ic  history  and  in  policy  questions. 

Weber wrote, for example, voluminously on the new stock exchange legislation. 

Toward the end of the 1890s Weber fell i l l , and for the next 20 years he worked as a  

private  scholar.  In  these  years  he  produced  his  most  celebrated  study,  The 

Protestant  Ethic  and  the  Spirit  of  Capitalism  (19 04 –5 ),  as  well  as  stud ies  of  the 

econom ic  ethics  of  the  world  relig ions.  I n  1908  Weber  accepted  a  position  as 

chief editor of a giant handbook of economics. From the very beginning Weber set 

aside  the  topic  of  “economy  and  society”  for  himself.  The  work  that  today  is 

known as Economy and Society consis ts o f a m ixture of material that Web er had 

approved for  pub lication and  of  m anuscripts found  after  his  d eath.  I n  19 19 –20 

Web er  also  taug ht  a  course  in  economic history,  which,  pieced  together a  few 

years  later  on  the  b asis  of  stud ents’  notes,  was  pub lished  posthum ously  as 

General  Economic  History.  Thoug h  prim arily  a  work  in  econom ic  history,   i t 
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contains m uch interes ting m aterial for the econom ic sociolog ist. 
 

 

M u c h  of  w h a t  W e b e r  w r o t e  i n  e c o n om i c  s o c i o l o g y  c a n  b e  f o u n d  i n  Collected 

Essays in the Sociology of Religion (19 20 –2 1) a nd  Economy and Society (19 22).  T h e f 

o r m e r c o n t a i n s a r e v i s e d v e r s i o n The Protestant Ethic, “ T h e P r o t e s t a n t S e c t s a n d 

t h e S p i r i t o f C a p i t a l i s m ” (1 9 0 4 – 5 ; r e v i s e d 1 9 2 0 ) a n d v o l u m i no u s w r i t i n g s o n t h e e 

c o n o m i c  e t h i c s  o f  t h e  C h i n e s e ,  I n d i a n,  a n d  Ju d a i c  w o r ld  r e l i g i o n s  a n d  a  f e w o t 

h e r  t e x t s .  According  to  Web er,  the  m aterial  i n   Collected  Essays  concern s m 

ainly  the  sociology of  relig ion  b ut  is  also  of  interest to  econom ic  sociolog y. 

The most influential study is  The Protestant Ethic. This work is centered around 

Web er ’ s   general  preoccupation  with  the  articulation  of  id eal  and  m aterial 

interests and ideas. The believer i n ascetic Protestantism is driven by a desire to 

be  saved  (a  religious  interest)  and  acts  accordingly.  For  various  paradoxical 

reasons the ind ivid ual eventually comes to b elieve that secular work, carried out 

in   a   m ethod ical  manner,  re presents  a   m eans  to   salvation —and  when  this 

happens,  relig ious  interest  is  com b ined  with  econom ic  interest.  The  result  of 

this  com b ination  is  a  release  of  a  t r em endous  force,  which  shattered  the 

trad itional  and  antieconom ic  hold  of  relig ion  over  people  and  introd uced  a 

mentality favorable to capitalist activity. The thesis in T h e  P r o t e s t a n t  E t h i c  has 

led to an enormous debate, with many scholars —probably a majority — arguing 

ag ainst Web er (for an introd uction to this d eb ate, see especially M arshall 19 8 2). 
 

 

W h i l e   h e   w a s   w r i t i n g   T h e   P r o t e s t a n t   E t h i c   W e b e r   p u b l i s h e d   a n   e s s a y ,   “ 
 

‘ O b j e c t i v i t y ’ i n S o c i a l S c i e n c e a n d S o c i a l P o l i c y , ” t h a t s u m m a r i z e d h i s t h e o r e t i c a l v 

i e w s   o n   e c o n o m i c   s o c i o l o g y .   I n   t h i s  w o r k  h e   a r g u e d   th a t   t h e   scie nce  of e 

conom ics   sh ou ld   b e   b roa d   a nd   um bre lla - like .   I t   sh ou l d   inclu d e   not   only e 

conom ic th e ory b u t a lso e conom ic h ist ory a nd e conom ic sociolog y. W e b e r  a l s o p r 

o p o s e s  t h a t  e c o n om i c  a n a l y s i s  s h o u l d  c o v e r  n o t  o n l y  “ e c o n o m i c  p h e n om e n a ” b u t  
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a l s o  “ e c o n o m i ca l l y  r e l e v a n t  p h e n om e n a ”  a n d  “ e c o n om i c a l l y  c o n d i t i o n e d p h e n 

o m e n a ” . E c o n om i c p h e no m e n a c o ns i s t o f e c o n o m i c no r m s a n d i n s t i t u t i o n s , o f t e n  

d e l i b e r a t e l y  cr e a t e d  f o r  e c o n om ic  e n d s — f o r  e x a m p le ,  b a n k s  a n d  s t o c k e x c h a n 

g e s. E c o n o m ic a l l y r e l e v a n t p h e n om e n a a r e n o n e c o n om i c p h e n o m e n a t h a t u n d e r c 

e r t a i n c i r c u m s t a n c e s m a y h a v e a n i m p a c t o n e c o n om i c p h e n o m e n a , a s in t h e  c a s e  

o f  a s c e t i c  P r o t e s t a n t i s m .  E c o n o m i c a l l y  c o n d i t i o ne d   p h e n om e n a  a r e 

t h o s e t h a t t o s o m e e x t e n t a r e i n f l u e n c e d b y e c o n om i c p h e no m e n a . T h e t y p e o f r 

e l i g i o n t h a t a g r o u p f e e l s a f f i n i t y f o r i s , f o r e x a m p l e , p a r t ly d e p e n d e n t o n t h e k i 

n d o f w o r k t h a t i t s m e m b e r s d o. 

 

While  econom ic  theory  can  only  hand le  pure  econom ic  phenom ena  (in  their 

rational  version),  econom ic  history  and  econom ic  sociolog y  can  d eal  with  all 

three   categories   of   phenom ena.   A   som ewhat   d ifferent   approach,   b oth   to 

economic sociology and to interests, can be found in Economy and Society. The first 

chapter  of  this  work  contains a  general  sociological analysis.  Two  concepts  are 

im portant b uild ing b locks: “social action” and “ord er” (Ordnung). I n  the form er, 

“action, ” d efined as b ehavior invested with m eaning , is qualified as “social” if it is 

oriented t o some other actor. An “order” is roughly equivalent to  an institution, 

and it comes into being when social actions are repeated over a period, regard ed 

as ob j ective, and surround ed b y various sanctions. 

 

Econom ists  stud y  pure  econom ic  action,  which  is  acti on  exclusively  d riven  by 

econom ic  interests (or  “d esire  for  utilit ies, ”  in  Web er ’ s  form ulation.  Econom ic 

sociologists, however, study  social economic action, which is  driven not only by 

econom ic interest but also b y trad ition and em otions; furtherm ore,  i t  is always 

oriented to som e actor(s). 

 

I f one disregards single actions, Weber says, and instead focuses on empirical 

uniformities, i t is possible to distinguish three different types: those inspired by 
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“convention, ” b y “custom ” (includ ing “hab it”), and b y “interest”. 

 

M ost  uniform  types  of  action  presum ab ly  consist  of  a  m i xture  of  all  three. 

Actions that are “determined by interest” are defined by Weber as instrumental i n 

nature and oriented to id entical expectations. An exam ple would b e the m od ern 

m arket, where each actor is instrum entally rational and counts on everyb od y else 

to b e so as well. 

Web er    em phasized    that    interests    ar e    always    sub jectively    perceived;    no 

“ob j ective”  interests  exist  b eyond  the  in d ivid ual  actor.  In  a  typical  sentence 

Weber  speaks  of  “[the]  interests  of  the  actors  as  they  themselves  are  aware  of 

them ”.  He  also  notes  that  when  several  ind ivid uals  b ehave  in  an  instrum ental 

m anner  in  relation to  their  ind ivid ual  interests,  the  typical  result  is  collective 

patterns  of  b ehavior  that  are  consid erab ly  m ore  stab le  than  those  d riven  b y 

norms imposed by an authority. I t  is, for example, very difficult to make people 

d o som ething econom ic that g oes ag ainst the ind ivid ual’ s interest. 
 

 

A  s k e t c h  o f   W e b e r’ s  e c o n o m i c  s o c i o lo g y  i n   Economy  and  Society  y i e l d s  t h e f 

o l l o w i n g m a i n p o i nt s . E c o n o m i c a c t i o n s o f t w o a c t o r s w h o a r e o r i e n t e d t o o ne a 

n o t h e r   c o n s t i t u t e   a n   e c o n o m i c   re l a t i o n s h i p .   T h e s e   r e la t i o n s h i p s   c a n   t a k e va 

riou s  e xp re s sion s,  inclu d ing  conf lict,  c om p e tition,  a nd  p o we r.  If  two  or  m ore a c t 

o r s   a r e   h e l d   t o g e t h e r   b y   a   s e n s e   o f   b e l o n g i n g ,   th e i r   r e l a t i o n s h i p   i s 

“com m u na l”;  a nd  if  th e y  a re  h e ld  tog e th e r  b y  inte re st,  “a s socia t ive ”.  Econom ic 

re la tion sh ip s  (a s  a ll  socia l  re la t ionsh ip s )  ca n  a lso  b e  op e n  or  clo se d .  Prop e rt y 

r e p r e s e n t s a s p e c i a l f o r m o f c l o s e d e c o n om i c r e l a t i o n s h i p . 
 

 

E c o n o m i c o r g a n i z a t i o n s c o n s t i t u t e a n o t h e r i m p o r t a n t f o r m o f c l o s e d e c o n o m ic r 

e l a t i o n s h i p s .  S om e  o f  t h e s e  o r g a n i z a t io n s  a r e  p u r e l y  e c o no m i c ,  wh i l e  o t h e r s h 

a v e s o m e s u b o r d i na t e e c o n o m i c g o a l s o r h a v e a s t h e i r m a i n t a s k t h e r e g u l a t i on o f   

e c o n o m i c   a f f a i r s .   A   t r a d e   u n i o n   i s   a n   e x a m p l e .   W e b e r   a t t a c h e s   g r e a t i m p 
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o r t a n c e t o t h e r o l e i n  c a p i t a l i s m o f t h e f i r m , w h i c h h e s e e s a s t h e l o c u s o f 

e n t r e p r e n e u r i a l a c t iv i t y a n d a s a r e v o l u ti o n a r y f o r c e . 
 

 

A m a r k e t , l i k e m a n y o t h e r e co n o m i c p h e n o m e n a , i s ce n t e r e d a r o u nd a c o n f l i c t 

o f  i n t e r e s t s — i n  t h i s  c a s e  b e t w e e n  s e l l e r s  a n d  b u y e r s .  A  m a r k e t  i n v o l v e s  b o t h e 

x c h a n g e a nd c o m p e t i t i o n . C o m p e t i t o r s m u s t f i r s t f i g h t o u t w h o w i l l b e t h e f i n a l s e 

l l e r a n d t h e f i n a l b u y e r (“ c o m p e t i t i o n s t r u g g l e ” ); a n d o n l y w h e n t h i s s t r u g g l e h a s  

b e e n  s e t t le d  i s t h e  s c e n e  s e t  f o r  th e  e x c h a ng e  i t s e l f (“ e x c h a n g e s t r u g g l e ” ). 

O n l y  r a t i o n a l  c a p i ta l i s m  i s  c e n t e r e d  a r o u n d  t h e  m od e r n  t y p e  o f  m a r k e t .  I n s 

o c a l l e d p o l i t i c a l c a p i t a l i s m t h e k e y t o p r o f i t m a k i n g i s r a th e r t h e s t a t e o r t h e p 

o l i t i c a l   p o w e r   t h a t   g r a n t s   s o m e   f a v o r ,   s u p p l i e s   p r o t e ct i o n ,   o r   t h e   l i k e . T r 

a d i t i o n a l c o m m e rc i a l c a p i t a l i s m c o n s is t s o f s m a l l - s c a l e t r a d i n g , i n  m o ne y o r m e 

r c h a n d i s e . R a t i o na l c a p i t a l i s m h a s e m e r g e d o n l y i n t h e W e s t . 

 

3) É M I L E D U R K H E I M 
 

As com pared to Weber, Ém ile Durkheim (18 58 – 19 17) knew less econom ics, wrote 

less  about  economic  topics,  and  i n   general  made  less  of  a  contribution  to 

econom ic sociolog y. While none of his m aj or stud ies can be term ed a work in 

economic sociology, all of them nonetheless touch on economic topics (see also 

Durkheim   [ 195 0]   19 83 ).   Durkheim   also   strong ly   supported   the   project   of d 

eveloping  a  soc iolog ie  é c on omiq u e  b y  encourag ing  some  of  his  stud ents  to 

specialize  i n   this  area   and  b y   routinely  includ ing   a   section  on   econom ic 

sociology in his journal L ’ a n n é e s o c i ologique. At one point he gave the following 

d efinition of econom ic sociolog y: 

 

Finally   there   are   the   econom ic   institutions:   institutio ns   relating   to   the 

prod uc tion    of    wealth    (serfdom,    tenant    f arm ing,    corporate    org anization, 

prod uction  i n  factories,  i n  m ills,  at  hom e,  and  so  on),  institutions  relating to 
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exchang e   (comm erci al   org anization,  markets,   stock   exchang es,   and   so   on), 

institutions  relating  t o  d istrib ution  (rent,  interest,  salaries,  and  so  on).  They 

form the subject matter of economic sociology. Durkheim ’ s first m aj or work, The 

Division  of  Labor  in  Society  (18 9 3 ),   has  m ost  d irect  relevance  for  econom ic 

sociolog y.  Its  core  consists  of  the  argum ent  that  social  structure  changes  as 

society develops from its undifferentiated state,  i n  prim or d ial  tim es,  to  a  stage 

characterized  b y  a  com plex  d ivision  of  lab or,  i n  m od ern  tim es.  Econom ists, 

Durkheim   notes,   view   the   d ivision   of   labor   exclusively   as   an   econom ic 

phenomenon,  and   its   g ains   i n   term s   of   efficiency.  What   he   ad ded   was  a 

sociolog ical d im ension of the d ivision of lab or —how it helps to integ rate society 

b y coord inating specialized activities. 
 
 

As  part  of  society ’ s  evolution  to  a  m ore  ad vanced  d ivision  of  lab or,  t he  leg al 

system chang es. From being pred om inantly repressive i n  nature, and having its 

center i n penal law, i t now b ecom es restitutive and has its c enter i n contractual 

law.  I n  d iscussing  the  contract,  Durkheim  also  d escrib ed  as  an  illusion  the b 

elief,  held  b y  Herb ert  Spencer,  that  a  society  can  function  i f  all  ind ivid uals 

sim ply  follow  their  private  interests  and  contract  according ly.  Spencer  also 

m isund erstood the very nature  of the contractual relationship. A contract d oes 

not work in situatio ns where self -interest rules suprem e, b ut only where there is a 

moral or regulative element. “The contract is not sufficient b y itself, b ut is only 

possib le b ecause of the reg ulation of c ontracts, which is social in orig in”. 
 

A  major concern in  The Division of Labor in Society is  that the  recent economic 

ad vances  i n  France  m ay  d estroy  society  b y  letting  loose  ind ivid ual  g reed  to 

erod e  its  m oral  fiber.  This  prob lem atic  is  often  cast  in  t erm s  of  the  private 

versus the g eneral i nterest, as when Durkheim notes that “s ub ord ination of the p 

a r t i c ul a r to t he g en e r a l in t e r e s t i s t he v e r y we l l - s p r i ng of a l l m o ra l a c t i v i t y ”. U 
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n l e s s  t he  s t a te  o r  s o m e  ot h e r  ag e n cy  t h a t  a r t i cu l a te s  th e  g e ne r a l  i n t e re s t 

steps i n to reg ulate econom ic life, the result w i l l b e“econom ic anom ie, ” a topic t 

h a t  Du r k h e im  d i s c u s s e s  i n  Suicide.  P e o p le  n ee d  r u le s  an d  n o rm s  i n  th e i r e 

c o n om i c l i f e, a nd th e y re a c t n eg a t i v el y t o a na r c h i c s i t u a t i on s . 

 

I n  m any of Durkheim ’ s works, one finds a sharp critique of econom ists; and it 

w a s  D u r k h e im ’ s  c on v i c t i o n  i n  g e n e r al  t h a t  i f  e c o n om i c s  w a s  e v e r  t o  b e co m e 

scientific, it would have to b ecome a b ranch of sociolog y. He attacked the idea o f 

homo  economicus  o n   t h e   g r ou n d  t h at  i t   i s   i m p o s s i b l e   to  s e pa r a t e  o u t  t h e e 

c o n om i c  e l em en t  a n d  d i s r e g a r d  th e  re s t  o f  s o c ia l  l i fe.  Th e  p o in t  i s  n o t  t hat e c 

o n om i s t s u s ed an a n a l y t i ca l o r a b s t ra ct a p p r oa c h, Du r k h e im em ph a s i ze d , b u t t h a 

t t he y h ad s e le c te d th e w ro n g ab s t r ac t i o n s . 

Durkh eim  also  attacked  the  nonem pirical  tend ency  of  econom ics  and  the  id ea t 

h a t  o n e  ca n  f ig u re  o u t  h ow  t h e  ec on o m y  wo r k s  t h r o ug h  “ a  s i m pl e  l og i c al 

analysis”. Durkheim referred to this as “the ideological tendency of economics”. 

D u r k h e im ’ s   r e c ip e  f o r   a   h a rm on i o u s   i n d u s t r i al   s o c ie t y   is   a s   f ol l o w s:   e a ch i 

n d u s t r y  s h ou ld  b e  o r g a n i ze d  i n to  a  n u m b e r  of  c o r po r at i o n s ,  i n  w h i ch  t he i 

n d i v i d u a l s  w il l  t h r iv e  b e c au s e  of  t h e  so l i d a r i ty  a nd  w a rm th  t h a t  co m e s  f rom 

being a memb er of a group. He was well aware of the rule that int erest plays in e 

c o n om i c l i fe , a nd in The Elementary Forms of Religious Life h e s t r e s s e s th a t “ th e p r 

i n c i p al  i n ce n t i v e t o  e c o no m ic  a c t i v i ty h a s  al w a y s b ee n  th e  p r i va t e  i nt e r e s t”. T h i 

s  d o e s  no t  m e a n  t h a t  e c on o m i c  l i f e  i s  p u r e l y  s el f - in t e re s t e d  a n d  d evoid of m 

orality:  “We  rem ain  [ in  our  econom ic  affairs]  i n  relation  with  others;  the 

hab its, id eas and tend encies which ed ucation has im pressed upon us and  w h i ch 

o r d i n a r il y  p r e s id e  ov e r  o u r  r e l a t io n s  c an  n e v e r  b e  t o t al l y  ab s e n t ”.  B u t  even if 

this is the case, the s ocial elem ent has another source other than the  e c o n om y a 

n d w il l e v e n tu a l ly b e wo r n d o w n if n o t r e n e we d . 
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4) G E O R G S I M M E L 
 

Simmel’s  works  typically  lack  references  to  economics  as  such.  Simmel  (1858 – 
 

1918),  like  Durkheim, usually  viewed  economic phenomena  within  some  larger, 

noneconom ic  setting .  Nonetheless,  his  work  s t i l l  has  relev ance  for  econom ic 

sociolog y. Much of Sim m el’ s m ost im portant stud y, S o z i o l o g i e (19 08 ), focuses on 

the analysis of interests. He suggested what a sociological interest analysis sh ould 

look   like   and   why   it   is   ind ispensab le   to   sociolog y.   Two   of   his   general 

propositions are that interests drive people to form social relations, and that it i s 

only throug h these social relations that interests can b e expressed : 

 

S oc iat ion  is  t h e  f orm  (r e al iz e d  i n   in nume r abl e  d if fe re n t  way s)  in  w h ic h in d iv 

idu al s g r ow t oge t h er in t o a u n it y an d w it h in w h ic h t h e ir in t er e st s  are r e al ize d.   A 

n d   it   is   on   t h e   basis   of   t h e ir   in te re st s — sen su ou s   or   id e al, momentary or 

lasting, conscious or unconscious, causal or tele ological — t h at in d iv idu al s f or m suc h 

u n it s. ) 

 

Another key proposition is that econom ic interests, like other interests, can take a  

num b er  of  d ifferent social  expression s.  S o z i o l og ie  also  contains a  num b er  of 

sug g estive  analyses  of  econom ic  phenom ena,  am ong  them  com petition.  I n  a 

chapter on the role of the num ber of actors i n  social life, Sim m el sugg ests that 

com petition can take the form of  t e r t iu s g a u d e n s  (“the third who benefits”).  In 

this  situation, which  involves three  actors,  actor  A  turns to advantage the fact 

that  actors  B  and  C  are  competing  for  A’s  favor —to  b uy  som ething ,  to  sell 

som ething , or the like. Com petition is c onsequently not  seen as something that 

only concerns the c ompetitors (actors B and C); it is  i n ad d ition related to actor 

A,  the  targ et  of  the  com petition.  Sim mel  also  d isting uishes  com petition  from 

conflict.  While  a  conflict  typically  m eans  a  confrontation b etween  two  actors, 

com petition rather im plies parallel efforts, a circum stance i n  which society can 
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b enefit from the actions of b oth the actors. Instead of d estroying your opponent, 

as  in  a  conflict,  i n  com petition you  try to  d o  what your com petitor d oes —b ut 

b etter. 

 
P h i l o s o p h y   o f   M o n e y   (1 9 0 0),  S im m e l’ s  s e c o n d   m aj o r  s oc io l og ical  work,  has 

always  enjoyed  a  mixed  reputation.  Durkheim  d isapproved  of  it  for  its  m ix  of g 

enres,  and  accord ing  to  Web er  econom ists  d etested  Simm el’ s  way  of  d ealing 

with    econom ic    topics.    Simm el    does    m ix    philosophical    reflections    with 

sociol og ical ob servations i n  an id iosync ratic m anner, b ut P h i l o s o p h y  o f  M o n e y 

has nonetheless much to give if i t is read in its own frame. Simmel’s main point is 

that money and mod ernity belong together; i n tod ay’ s society there does not exist 

one exclusive set of dominant values but rather a sense that everything is r e l a t i v e. S 

i m m e l’ s  w o r k  a l s o  c o n t a i n s  a  m y r ia d  o f  i n s i g h tf u l  s o c io lo g i c al  reflections on 

the connections of m oney with authority, em otions, trust, and other phenomena. 

The  value  of  money,  Simmel  obse rved,  typically  extend s  only  as  far  as  the 

authority that g uarantees i t “the econom ic circle”. Money is also s u r r o u n d e d b y 

v a r i o u s “ e c o no m ic a ll y i m p o r ta n t s e n t im e n t s , ” s u ch a s “ h o p e and fear, desire and 

anxiety”. And without trust, Sim mel argues, society c ould sim ply n o t e x i s t; a nd “ 

i n t h e s a m e wa y , m o n e y t ra n s a c t i on s wo u ld c ol l a p se w i th ou t t r u s t ”. I n r e l a t ion t o   

m o ne y ,   t ru s t   c o n s i s t s   o f   t w o   e l em e n t s.   F i r s t,   b ecause   som ething   has 

happened b efore —for exam ple, that people accept a certain type of m oney —it is 

likely to b e repeated. Another part of trust, which has no b asis in experience and 

which can  b e  seen as  a  nonrational b elief, Simm el  calls “quasi -relig ious faith, ” 

noting that i t is pres ent not only i n m oney b ut also i n cred it. 
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A F T E R T H E C L A S S I C S 
 

Despite  i ts  found ation  i n  the  classics,  econom i c  sociolog y  d eclined  after  19 20 

and would not return to full vig or b efore the 19 8 0s. Exactly why this happened i s s 

t i l l  not clear. One reason is prob ab ly that neither Web er nor Sim m el had  any 

disciples.  Durkheim  did,  however,  and  the  study  of  Marcel  Mauss,  T h e  G i f t , 

should b e sing led out.  I t  rests on the arg um ent that a g ift typically im plies an 

ob lig ation  to  reciprocate  and  should  not  b e  m istaken  for  a  one -way  act  of g 

enerosity.  T h e  G i f t  also  contains  a  num b er  of  interesting  ob serva  tions  on 

cred it,   the   concept   of   interest,   and   the   em ergence   of   h o m o   e c o n o m i c u s . 

Evenually, however, Durkheim ian econom ic sociolog y declined . 

 

Despite the slowing i n econom ic sociolog y d uring the years 19 20 –8 0, th ere were 

several  noteworthy  d evelopm ents,  especially  the  theoretical  works  of   Joseph 

Schumpeter,  Karl  Polanyi,  and  Talcott  Parsons.  All  three  prod uced  their  m ost 

im portant works while  i n  the  United States,  b ut  had  roots  i n  European social 

thoug ht . 
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1) J O S E P H S C H U M P E T E R 
 

We preface our notes on Schum peter (188 3 – 19 50), an econom ist, b y noting some 

contrib utions b y econom ists m ore g enerally to econom ic sociolog y. One exam ple 

is  Alfred  M arshall  (18 42 –  19 24),  whose  analyses  of  such  topics  as  industries, 

markets,  and  preference  formation  often  are  profoundly  sociological  i n  nature. 

Vilfredo  Pareto  (1848 –1923)  is  famous  for  his  sociological  analyses  of   rentiers 

versus  speculators,  b usiness  cycles,  and  m uch  more.  The  work  of  Thorstein 

Veb len   (18 5 7 –   19 29)  som etim es   appeared   i n   sociolog ical   j ournals,   and   his 

analyses includ e such topics as consum er b ehavior (“conspicuous consum ption”), 

why ind ustrialization in Eng land slowed d own (“the penalty of taking the lead ”), 

and  the  shortcom ing s  of  neoclassical econom ics.  Fi nal  mention should also  b e 

m ad e of Werner Som b art (18 63 –19 41), who wrote on the history of capitalism, on 

“the   econom ic   temper   of   our   tim e, ”   and   on   the   need   for   a   “verstehende 

econom ics” . 

 

The  contributions of  Schumpeter  are  especially  noteworthy (see,  e.g .,  Swedberg 
 

1991b). His life spanned two periods in modern economics —the period around the 

turn of the century, when modern economics was born, and the period of a  few d 

ecades later when it was m athem atized and secured its place as “m ainstream .” 

Schum peter  sim ilarly  spanned  two  d istinct  period s  in  soc iolog y —  from  M ax 

Web er  in  the  first  d ecade  of  the  20 t h   century  throug h  Talcott  Parsons  in  the 

19 3 0s and 19 40s. Schum peter is also unique among economists for trying to create 
 

a  place  for  economic  sociology  next  to  economic  theory.  In  this  last  effort 

Schum peter  was  clearly inspired b y  Web er  and,  like  the latter, referred to this 

type  of  broad economics as  Sozialökonomik, or  “social  econom ics. ”  Schum  peter 

d efines econom ic sociolog y as the stud y of institutions, within which econom ic b 

ehavior takes place. 
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Schumpeter produced three studies in sociology. The first is an article on social 

classes  that  is  of  interest  b ecause  of  his  d istinction  b etween  ec onom ists’  and 

sociologists’ use of the concept of class. While for the former, he argues, class is a 

formal category, for the latter it refers to a living reality. The second study  is an 

article ab out the nature of im perialism that can b e com pared to the e quivalent 

theories   of   Hob son,   L enin,   and   others.   Schum peter’ s   b asic   id ea   is   that 

im perialism  is  precapitalistic  and  d eeply  irrational  and  e m otional  in  nature — 

essentially an expression for warrior nations of their need to constantly conquer 

new areas or fal l back and lose their power. The third study i s perhaps the m ost 

interesting  one  from  the  viewpoint  of  contem porary  econom ic  sociolog y,  “The 

Crisis of the Tax State” (19 18). Schumpeter characterizes this article as a stud y in 

“fiscal sociolog y” (Finanzsozi ologie); its m ain thesis is that t he finances of a stat e 

represent a privileg ed position from which to approach the behavior of the state. 

As a m otto Schum peter cites the famous line of Rud olf Gold scheid : “The b ud get 

is the skeleton of the state stripped o f all m islead ing id eology. 

 
S c h um pe t e r d i d no t r e g a rd Capitalism, Socialism, and Democracy (1 9 4 2) a s a  work in 

sociolog y, b ut its main thesis is nonetheless sociolog ical i n nature: the m o t o r of c 

a p i t al i s m i s i n ta c t b u t i t s i n s t i t u t i o n a l s t r u c t u r e i s w e a k an d d a m a g e d , m a k i ng i t  

l i k e l y  t h a t  s o c i ali s m  w i l l  s o o n  r ep la c e  i t .  O n  th i s  po in t  S c hum p e te r  wa s e v i 

d en t l y w ro n g . H is a n a l y s i s o f th e f o rc e s t h a t a r e u nd e rm i n i n g ca p i t al i s m m ay s e e 

m  i d i o s yn c r a t i c  a t  t i m e s .  N o ne t h el es s ,  S c hum p e te r  s h ou l d  b e  g i ve n  c r ed it f o r  

s u g g e s t i ng  t h a t  t h e  b eh a v io r  o f  i n te l l ec t u al s ,  t he  s t r u ct u r e  o f  t h e  m od e r n f a m 

il y,  a n d  s o  o n,  d o  a ff e c t  capitalism. Of  special importance are  his  insig hts ab 

out  econom ic  chang e  or,  a s  Sc h um pet e r  p h r a se d  i t  w i th  h i s  u s u a l  s t yl i s t i c f l a i 

r, “ c re a t i v e d e s t ru c t i o n. ” 
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E n t r e p re n eu r s h i p   is   a t   t he   he a r t   of   S c hu m p e te r ’ s   t re at m e n t   o f   e c o no m ic 

chang e.  He  him self  saw  his  theory  of  entrepreneurship as  falling  i n  econom ic 

theory, more precisely as an attem pt to create a new and more dynam ic type of e 

c o n om i c  t he o r y.  N o n e th e le s s ,   m a n y  o f  h i s  i d e a s  o n  en t r e p r en e u r sh i p  a re 

sociolog ical  i n  nature.  His  central  id ea —that  entrepreneurship  consists  of  an 

attem pt to put tog ether a new com b ination of alread y existing elem ents — can be 

read sociolog ically, as can his idea  that the main enem y  of the entrepreneur i s t 

h e pe op l e w h o re s i st i n n o v a t i on s . 

 

2) K A R L P O L A N Y I 
 

Trained  i n  law,  Polanyi (1886 –1964) later  taught himself Austrian economics as 

w e l l   a s   ec o n om i c   h i s t o r y   a n d   e c on o m i c   an t h r op o l og y .   T h ou g h   h e   was 

interd isciplinary i n  approach, his m ain specialty was econom ic history, with an e 

m p h a s i s on n i n e te en t h - ce n t u r y E n g l a nd a nd p re i nd u s t r i a l e c o n om i e s. 

 

Polanyi ’ s  m ost  famous  work  is  The  Great  Transformation (19 44),  conceived  and 

written d uring World War II. Its main thesis is tha t a revol utionary attem pt was 

m ad e   i n   n i n e te e n th - c en t u r y   E n g l a nd   t o   i n t r od u ce   a   to t a l l y   n e w,   m a r ke t - c 

e n t e re d  ty p e  o f  so c i e t y.  No  ou t s i d e  a u t ho r i t y  w a s  ne ed ed ;  e v e ry t h i ng  w as 

autom atically to b e d ecid ed b y the m arket (“the self -reg ulating m arket”). In the 

1 8 4 0 s a n d 18 5 0 s a ser i e s o f la w s w a s i n t ro d u ce d t o t u r n th i s p r o j e c t i n to r e al i t y, 
 

t u r n i n g l a nd a n d l ab o r i n t o c om m o n com m o d i t ie s . E v en t he v a l ue of m o ne y wa s t 

a k e n  a w a y  f ro m  th e  p o l i t ic a l  au t h o ri t i e s  a n d  h an d e d  ov e r  t o  t h e  m a r k e t. A 

c c o r d i ng t o P o la n yi , t h i s ty p e o f p r o cee d i ng c ou ld o n ly l ea d t o a catas tr ophe. 

When the neg at ive effec ts of th e m a rke t r efo rm s b ecam e o b vio us i n  t h e s e c o nd 

h a l f of t h e n i ne t ee nt h c e n t u r y, P ol a n y i c o n t i n ue s ,  counterm easures were set i n 

to rectify them (“the d oub le m ovem ent”). Thes e measures, however, only further 

unb alanced society; and d evelopments such a s f a s c i s m i n  t he t w e n t ie t h c e n tu r y 
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w e r e  t h e  u l t im a t e  r e s u l t s  o f  th e  i l lf a te d  a t t em p t  i n  m i d - n i n e te e n t h - c en t u ry 

E n g la n d t o t u rn e ver y t h i n g o v e r to t he m a r k e t. 

 

P o l a n y i  a l s o  c a s t  hi s  a n a ly s i s  i n   t e rm s  o f  i nt e r e s t s  a nd  a r g ue d  t h a t  i n  al l s 

o c i e t i e s,  b ef o r e  t he  n i ne t e en t h  c e n tur y ,  th e  g e n e r al  i n ter e s t s  o f  g r ou p s  a nd 

societies (“social interests”) had b een more im portant than the m oney interest of 

the ind ivid ual (“econom ic interest”). “An  all too narrow conception of interest, ” 

Polanyi emphasizes, “must i n effect lead to a warpe d vision of social a n d p ol i t i c a l 

h i s t o r y , a n d n o p u re l y m o n e ta r y d e f i n it i o n o f i n t e re s t c a n l e a v e  room for that 

vital need for social protection”. 

 

T h e  t he o r e t ic a l  pa rt  o f  The  Great  Transformation  is  center ed  around  Polanyi’ s 

concepts  of  “em bed d ed ness”  and  “principles  of  b ehavior”  (later  chang ed  to 

“forms of integration”). The fullest elaboration of this line of work is to be found 

in  Trade and  Market in  the  Early Empires,  and  especially i n  Polanyi’s essay “The 

Economy  as  I n s t i t u t ed  Process”.  Polanyi  critic ized  economic  theory  for  being 

essentially   “form al” —a   k i n d   of   lo g i c   f o c u se d   o n   c ho ic e ,   t h e   m e a n s -e n d 

relationship, and the alleged scarcity of thing s that people want. There is also “the 

economistic fallacy,” or the tendency i n economics to equate the econ omy with its 

market  form.   To   the   formal   concept   of   economics  Polanyi   counter  poses   a 

“sub stantive”  concept,  g round ed  i n  reality  and  not  in  log ic.  “The  sub stantive 

meaning of economic derives from man’s dependence for his living upon nature 

and his fellows”. While the notion of economic interest is directly linked to “the 

livelihood of man” in substantive economics, i t  is only an artificial construction i 

n f o r m a l ec o n om i cs . 

 

T he  most  famous  concept  associated  with  Polanyi’ s  work  is  “embeddedness,” 

which, however, he used in a way d ifferent from its contem porary use. Accord ing 
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to  the  current  use,  an  econom ic  action  is  i n  princ iple  al ways  “embedded”  i n 

some form of social structure. According to Polanyi, economic actions become 

destructive   when   they   are   “disembedded,”   or   not   g ove rned   b y   social   or 

noneconom ic  authorities.  The  real  prob lem  with  capitalism  is  that  instead  of 

society d ecid ing ab out the econom y, i t is the economy that decides about society: 

“instead of  the  economic system  being  em bed ded  in  social  relationships, these 

relationships were now em bedd ed in the economic system”. 

 

Another set of conceptual tools for economic sociology is Polanyi’s “forms of integration.” 

His general argument is that rational self-in terest  is  too  unstable  to  constitute the 

found ation for society; an econom y must b e ab le to provid e people with material 

sustenance on a continuous b asis. There are three form s of integ ration, or ways 

to stab ilize the economy and provide i t  with unity. These ar e reciprocity, which 

takes  place  within  sym m etrical  g roups,  such  as  fam ilies,   kinship  groups,  and 

neighborhoods;  redistribution,  i n  which  goods  are  allocated  fr om  a  center  in  the 

com m unity, such as the state; and  exchange, in which g oods are d istrib uted via 

price -m aking  m arkets.  I n  each  economy,  Polanyi  specifies,  there  is  usually  a 

m ixture of these three form s. One of them can b e d om inant, while the others are 

sub ord inate. 

 

3) T A L C O T T P A R S O N S 
 
Talcott  Parsons  (1902 –79) was  educated  as  an  economist  i n  the  institutionalist 

trad ition and taug ht econom ics for several years before he switched to sociolog y i 

n  the 19 3 0s.  At this tim e  he d eveloped the notion that wh ile econom ics d eals 

with the m eans -end relationship of soci al action, sociolog y deals with its values 

(“the  analytical  factor  view”).   I n   the  1950s  Parsons  recast  his  id eas  on  the 

relationship of econo m ics to sociolog y, i n  a work coauthored with Neil Smelser, 
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Economy and Society (1956). This work constitutes Parsons’s m aj or contrib ution to 

econom ic sociolog y, b ut b oth b efore and after its pub lication Parsons prod uced a 

num b er of stud ies relevant to econ om ic sociolog y. 

3.2. New Economic Sociology and Organization Theory 
 

Despite  the  efforts of Parsons and  Smelser in the  mid-1950s and  the  1960s  to  revive 

economic sociology, it attracted little attention, and by the 1970s the field was somewhat 

stagnant.     A number     of works inspired in one way or another by the Marxist 

tradition—and  its  general  revival in  the  late 1960s  and  the  early 1970s—made  their 

appearance in this period. Among these were Marxist analyses themselves such as 

dependency theory, world systems theory, and neo-Marxist analyses of the workplace. 

 
In  the early  1980s, a  few  studies suggested a new  stirring  of  interest.  And  with  the 

publication in 1985  of a theoretical  essay by Mark Granovetter—“Economic Action and 

Social Structure:  The Problem  of Embeddedness”— the new ideas came into focus. The 

same year Granovetter  spoke of “New Economic Sociology”— yielding a tangible name. 

 
Why economic sociology, after decades of neglect,  suddenly  would  come  alive again in 

the  mid-1980s  is not  clear. Several factors  may have played a  role, inside  and outside 

sociology.  By the  early 1980s,  with the  coming  to  power  of Reagan  and Thatcher,  a 

new neoliberal  ideology  had  become popular,  which set the economy—and the 

economists—at   the   very center   of  things.   By the   mid-1980s   economists   had  also 

started  to  redraw  the traditional  boundary  separating economics and sociology, and to 

make  forays  into  areas  that  sociologists  by  tradition    saw  as  their    own    territory. 

Likewise, sociologists began to reciprocate by taking on economic  topics. 

 
To  some  extent  this version of what  happened  resembles Granovetter’s version in 1985. 

He associated “old  economic  sociology”  with the  economy  and  society  perspective  of 

Parsons,  Smelser, and Wilbert E. Moore, and with industrial sociology—two  approaches, 
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he  said,  that   had   been   full of  life in  the  1960s   but   then   “suddenly   died  out” 

(Granovetter 1985b,   3).  Parsons’s attempt   to  negotiate   a truce   between   economics 

and  sociology  had    also  been    replaced    by  a  more    militant    tone.   According  to 

Granovetter,  new economic  sociology “attacks neoclassical arguments   in fundamental 

ways,” and  it wants to  take on  key economic   topics,  rather  than  focus on  peripheral 

ones. 

 
Subsequently,  new  economic  sociology  has  been  very  successful  in  using  organization 

theory to explore a number of important topics, such as the structure of firms and the links 

between corporations and their environments. Three theoretical approaches in organization 

theory have been especially important for the development of new economic sociology: 

resource dependency, population ecology, and new institutionalism. 

 
Resource Dependency, as its name suggests, rests on the postulate that organizations are 

dependent on their environments to survive. An example of this approach is work by Burt 

(1983), who suggests that three important factors that affect profits are  the number of 

suppliers, competitors, and customers. The more “structural autonomy” a firm has, the 

higher its profits; that is, a firm with many suppliers, few competitors, and many customers 

will be in a position to buy cheaply and sell expensively. 

 
In Population Ecology the main driving force of organizations is survival. It has been shown 

that the diffusion of an organizational form typically passes through several distinct stages: a 

very slow beginning, then explosive growth, and finally a slow settling down (e.g., Hannan 

and  Freeman  1989).  Individual  studies  of  this  process  in  various  industries,  such  as 

railroads, banks, and telephone companies, fill a void in economic sociology (e.g., Carroll 

and Hannan 1995). 

 

New Institutionalism is strongly influenced by the ideas of John Meyer and is centered 

around what may be called cultural and cognitive aspects of organizations (see Powell and 
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DiMaggio 1991).  Meyer argues that  organizations seem  much  more  rational than  they 

actually are, and that specific models for organizing activities may be applied widely— 

including to circumstances they do not fit. It has been argued that the strength of new 

institutionalism is its exploration of “factors that make actors unlikely to recognize or to act 

on their interests” and its focus on “circumstances that cause actors who do recognize and 

try to act on their interests to be unable to do so” (DiMaggio 1988, 4–5). The possibility of 

uniting a more traditional interest analysis with new institutionalism is exemplified by 

Fligstein’s (1990) study of the large corporation in the United States. Fligstein notes that the 

multidivisional form of organization spread for mimetic reasons—but also because this 

organizational form made it easier for firms to take advantage of new technology and the 

emerging national market. 
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Section Four: The Sociology of Markets 
 

 
The Sociolog y of M arkets is a sub field of sociolog y that attem pts to und erstand 

the  orig ins,  operations and  d ynam ics  of  m arkets as  social  structures. The  field h 

a s  b e e n  o n e  o f  the  m o s t  v i b ra n t  f ie ld s  i n  s o c i o l og y  i n  th e  pa s t  2 0  ye a r s.  Up 

until 2006, one of the sem inal pieces in t h e f i e l d ,  M a r k  G r a n o v e t t e r ’ s  Economic 

Action and Social Structures: The Problem of  Embeddedness  (1 9 8 5 ) h a s  b e e n  cited 

over  2, 500  tim es  since  its  pub lication,  m aking   i t   the  m ost  cited  paper   i n 

sociolog y i n  the pos t war era. M oreover, i n  i ts attem pt to e xplain the nature of 

markets, literature i n the sociology of m arkets has often been divided i nt o t h r e e g 

r o u p s   o f   t h e o r y:  I n s t i t u t i o n a l   t h e o r y ,   n e t w o r k  t h e o r y ,   a n d   p e r f o r m a t i v i t y t h 

e o r y . 

 

4.1. INSTITUTIONAL THEORY 
 

I n s t i t u t i o n a l t h e o r y a t t e nd s t o t he d e ep e r an d m o r e re s i l ie n t a s pe c t s o f s oc i al s 

t r u c t u r e.  I t  c o n s id e r s  t he  p ro c e s s e s  b y  w h i ch  structures,  includ ing  schem as, 

rules, norm s,  and  routines, b ecome estab lished  a s  a ut h o r i ta t i v e  g u i d e l i n e s  for s 

o c i a l  b eh a v i o r.   I t   i n q u i r e s  i n to  ho w  t h e s e   elements  are  created,  diffused, 

adopted, and adapted over space and time; and  h ow  t h e y  fa l l  i n t o  d e c l i ne  a nd d 

i s u s e.  A l t h ou g h  t h e  o s t e n s ib l e  s ub j ec t  i s  s t a b i l i t y  a n d  o r d e r  i n  s o c i a l  l i fe, s t 

u d e n t s   of   i n s t i t ut i o n s   m u s t   p e rf o r ce   a t t e nd   n o t   j u s t   t o   c o n s e n s u s   a nd c o 

n f o rm i t y b u t t o co n f l i c t a nd c ha n g e in s o c i a l s t ru c t u re s . 

 

T h e r o o t s o f i n s t i t ut i o n a l t he o r y r u n  r ic h l y t h r ou g h t h e f or m a t i ve y e a r s o f the s 

o c i a l  s c ie n ce s ,  e n li s t i n g  a nd  i n c o r po ra t i n g  t h e  c r ea t i v e  in s i g h t s  o f  s ch o la r s 

rang ing from M arx and Weber to Cooley and M ead . M uch of this work, carried 

out at the end of the nineteenth and b eg inning of the twentieth centuries, was s 
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u b m e rg ed    u nd e r    t h e    o n s l au g h t    of    n e oc l a s s i c al    t heo r y    i n    e c on om i c s, b 

e ha v i o r al i s m   i n   p o l i t i c al   s c i e n ce ,   an d   p o s i t i v i sm   i n   s o c i o l og y,   b u t   has e x 

pe r i e n ce d a r em a rk a b l e r e na i s s a n c e i n o u r ow n t im e. 

Contemporary i n s t i t u t i o n a l theory has captured the attention of a wide range of s 

c h o l a r s ac r o s s t h e s o c i a l s c i e nc e s a nd is e m pl o y ed t o e x am i n e s y s t em s r a n g ing f r 

o m  m i c r o  i n t e rp er s o n a l  i n t e r ac t i o n s  t o  m a c r o  g l ob a l  f ram e wo r k s .  Although 

the  presence  of  institutional  scholars  i n  m any  d isciplines  provid es  im portant 

opportunities  for  exchang e  and  cross -fertilization,  an  astonishing  variety  of 

approaches and sometim e conflicting assum ptions lim its scholarly d iscourse. 

 

4.2. ACTOR-NETWORK THEORY 
 

A N e t w o r k is a concrete (measurable) pattern of rel ationships am ong entities i n a 

social space. Exam ples could be: 

 

1.   Social networks am ong ind ivid uals: friend ship, ad vice -seeking , rom antic 

connections, acquaintanceship. 

2.  “Form al, ” contractual relationships am ong org anizations: strateg ic 

alliances, buyer-supplier contracts, j oint ventures etc. 

3 .  “Inform al” inter -organizational relationships flow throug h people: d irector 
 

interlocks,  em ployee  m ob ility,  social  networks  that  cross  org anizational b ound 

aries. 

4.  Affiliations, shared m emb erships that sug g est con nections: trad e 

associations, com m ittee m em b erships, co -authorships, etc. 

Som e networks and m echanism s ad m it m ore strateg ic m anipulation than others. 

Networks offer  b enefits  b ut  relationships can  also  carry  so cial  ob lig ations  that b 

ind  and  sources  of  influ ence  that  blind .  There  are  three  key  m echanisms 

throug h which networks operate: 
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1.   Resource and information channels. “Network Pipes” 
 

2.  Status sig naling and certification. “Network Prism s” 
 

3 .  Social influence. Network “Peeps” 
 
 

M oreover, the ten b ig claim s i n network theory are: 
 

 

1.   Networks create social capital for ind ividuals and com m unities. 
 

2.  Networks create status and categ ory d ifferences i n m arkets. 
 

3 .  Network form s of org anization are an alternative to m arkets and 

hierarchies. 

4.  Networks are the d efining feature of “ innovative reg ions”. 
 

5 .  Networks are the locus of innovation i n hig h -technolog y industries. 
 

6.  Networks create trust and increase forbearance. 
 

7.  Networks inspire conform ity i n thoug ht and action. 
 

8 .  Networks shape the d iffusion of technolog ies and org anizational practices. 
 

9 .  Networks create ind ivid ual tastes and preferences. 
 

10. Networks ‘ em bed’ transactions in a socia l m atrix, creating markets. 
 
 

4.3. PERFORMATIVITY THEORY 
 

Econom ic sociolog ists have recently b een arg uing ab out whether it m akes sense 

to think of the d isci pline of econom ics as perform ative. The perform ativity thesis 

is   that   econom ics   prod uces   a   b od y   of   form al   m od els   and   transportab le 

techniques  that,   when   carried   out   into   the   world   b y   its   professionals  and 

popularizers,  reformats  and  reorganizes  the  phenomena  th e  m od els  purport  to d 

escrib e. This is a s ug g estive id ea, and one that ad m its of strong er and weaker 

interpretations.  I n   its   strong est   for m ,   the   perform ative   process   b ring s   t he 

em pirical phenom ena into line with the orig inal m odel. 
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Of  particular  interest  i n   this  approach  is  the  focus —inherited  from  science 

stud ies—on  how  perform ative  proj ects  are  accom plished  b y  way  of  practical 

technolog ies,   reprod ucib le   mod els   and   portab le   alg orithm s.   The   success   o f 

econom ics is not j us t a m atter of a parti cular conception of rationality serving as a  

ceremonial  gloss  on  social  action;  nor  is  i t  a  simple  instance  of  ideological 

ind octrination. Rather, tools im plem enting formal m odels of action “calculative d 

evices”—are put  in  the  hand s  of  social  ag ents  b y  the  m od el  b uild ers  or  their 

representatives. These d evices act as “cognitive prostheses” that enab le actors to 

accom plish   calculative   tasks   previously   b eyond   their   reach,   b ut   which   are 

required b y the theoretical m od els. When incorporated into the everyday work of 

m arket  age nts,   these  d evices  allow  real   setting s   to  b etter  approximate  the 

orig inal  m od els,  and  their  assum ptions.  This  is  the  “perform ative  loop”  in  its 

m ost interesting , so -called “Barnesian” form . 

 

M ark Granovetter arg ued that a social theory of m arkets should b eg in with a view 

of actors as embedded in an evolving structure of concrete social relations.  From 

this perspective, neoclassical economics is fundamentally misconceived, either 

because “the fact that actors may have social relations with one another has b ee n 

treated ,  if  at  all,  as  a  frictional  d rag  that  im pedes  com petitive  m arkets, ”  or b 

ecause,  when  they  are  exam ined,  m od els  “invariab ly  ab stract  away  from  the 

history of relations and their position w ith respect to other relations”. The strong 

version   of   the   performativity  thesis,   b y   contrast,   is   a   kind   of   b ackhanded 

com pliment     from     sociolog y     to     econom ics.     Com plim entary     because     it 

acknowledges  the  success  of  economics  in  prosecuting  its  claims  to  ob j ective 

knowled g e of the econom y, but b ackhand ed b ecause it cl aim s that thi s success is 

not what it seem s. Econom ics turns out to create rather than d iscover its sub j ect 

m atter. This id ea has a b eg uiling appeal to sociolog ists. If the story is right, then 
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it seems that sociology, the politically and institutionally  weaker field, wins out 

over economics in the end . The natives’ account —som ething like, “these m od els 

work  b ecause  they  are  correct,  or  very  g ood  approxim ations  to  the  truth” —is 

shown  to  be  wrong,  and  the  sociolog ical  account  end s  up  encapsulating  and 

explaining the success of the econom ic one. 

There   are   three   m aj or   kind s   of   perform ativity:   “g eneric, ”   “effective”   and 

“B arnesian”    (tog ether    with    the    latter’ s    neg ative    com plem ent,    “counter 

perform ativity”).  Generic  perform ativity  m eans  the  active  use  of  som e  b it   of 

theory not just by economists but also by economic agents, policy makers and the 

like. Effective perform ativity requires that the use of theory not j ust b e wind ow - d 

ressing :   i t   m ust  “m ake  a   d ifference”  i n   practice.  B arnesian  perform ativity 

(nam ed  for B a rnes. ) requires that the use of econom ics actively alter processes 

“in ways that b ear on their conform ity to the aspect of econom ics  i n  question. ” 

That is, the m od el or theory m ust b ring participants into line with its picture of 

the world . 
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