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Basic concepts of Economic Sociology
Introduction
The economy—the interaction among individuals, groups, institutions,
organisations, societies, humankind, and their natural and social environment in
making their livelihood—is one of the most complex and intellectually exciting of all
social phenomena. It has been a prime subject of sociological inquiry ever since the
birth of sociology as a discipline, and it is certainly one of the most dynamic fields of
sociology today. This course (1) takes a glance at the rich history of economic
sociology to acquaint you with the most important perspectives it has produced, (2)
discusses some fundamental, large-scale processes of change capitalism has
undergone, and (3) examines a set of economic institutions as social phenomena. It
employs a historical approach, takes a comparative perspective, and emphasizes the
importance of large and macro- (i.e., very large) structures.
The economy is the social institution that ensures the maintenance of society through
the production, distribution, exchange and consumption of products, i.e. goods and
services. Goods are tangible objects that are necessary (such as food, clothing, and
shelter) or desired (such as DVDs and Laptops). Services are intangible activities for
which people are willing to pay (such as dry cleaning, a movie, or medical care).
While some services are produced by human labour (for example the person who
comes around three days a week and collects your garbage), others primarily are
produced by capital (such as communication services provided by a telephone
company). Labour consists of the physical and intellectual services, including
training, education, and individual abilities, that people contribute to the production
process (Boyes and Melvin, 1994). Capital is wealth (money or property) owned or
used in business by a person or corporation. Obviously, money, or financial capital,
is needed to invest in the physical capital (such as machinery, equipment, buildings,
warehouses, and factories) used in production.
Economic institutions determine and coordinate the process of production,
distribution, exchange and consumption of goods and services in a society. They are
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usually the study area of economists. Yet, sociologist also studies them, for
economic institutions affect all other aspects of society and vice versa. There is
a mutual interdependence between the economy and the socio-cultural aspects
society. Sociologist, therefore, can’t ignore the study of economic institutions; and
does that through its economic sociology subfield.
As a designated field of inquiry, economic sociology is not much more than a
century old, even though its intellectual roots are identiﬁable in older traditions of
philosophical and social thought. During the past quarter-century it has experienced
an explosive growth, and now stands as one of the most conspicuous and vital
subﬁelds of its parent discipline. In this introduction we ﬁrst deﬁne the ﬁeld and
distinguish it from mainstream economics.

THE DEFINITION OF ECONOMIC SOCIOLOGY
Economic sociology—to use a term that Weber and Durkheim introduced can be
deﬁned simply as the sociological perspective applied to economic phenomena.
Economic sociology applies a ‘sociological perspective to economic phenomena’
(Smelser and Swedberg, 2005: 3), arguing that economic life is embedded in the
larger social structure. Economic sociology is a broad based endeavor to
contextualize economic actions, processes and structures in the wider societal
context. While they use different emphases, theories, and methodologies, all
economic sociologists argue that economic phenomena have to be understood in
relation to the social mechanisms that facilitate, form, and maintain them. These
practices include shared meanings (culture), institutions, political structures, and
social networks (Guillén et al., 2005; Zelizer, 2010).
A similar but more elaborate version; Economic sociology is the application of the
frames of reference, variables, and explanatory models of sociology to that complex
of activities which is concerned with the production, distribution, exchange, and
consumption of scarce goods and services.
The sociology of the economy could be defined as a sociological view of the
economic structure, which could also cover the issues of interest socioeconomics, i.e.
the impact of non-economic factors on economic phenomena and processes. Where
as economic sociology would deal with the impact of economic structures on noneconomic spheres of social life.
One way to make this deﬁnition more speciﬁc is to indicate the variables, models,
and so on, that the economic sociologist employs. When Smelser ﬁrst put forth that
deﬁnition, he mentioned the sociological perspectives of personal interaction,
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groups, social structures (institutions), and social controls (among which sanctions,
norms, and values are central). Given recent developments, we would add that
perspectives of social networks, gender, and cultural contexts have also become
central in economic sociology. In addition, the international dimension of economic
life has assumed greater salience among economic sociologists, at the same time as
that dimension has come to penetrate the actual economies of the contemporary
world.
Subject Matter of Economic Sociology
1. It focuses on the economic activities and how they are structured into
organizations, how they are organized according to statuses, values and norms
that usually regulate economic activities (contract laws) and sanctions (rewards
and punishments).
2. It focuses on the relationship between sociological variables as they manifest
themselves in economic and non-economic contexts. This relationship can be viewed
from two aspects: intra-unit and inter-unit focus. In the intra-unit focus, sociologists
take a given concrete economic unit, for example a factory, and they study
power and authority relations, groups that exist in the unit, employee-employer
relationships, employee-employee relationships, etc. The broader, inter-unit
focus, studies relationships between economic units and their social
environment: factors at societal level as they affect economic process, labor
management, public policy, etc.
3. It studies the distinctive sociological aspects of the central economic
variables (money, saving and investment).

MAINSTREAM ECONOMICS AND ECONOMIC SOCIOLOGY COMPARED
Economics and economic sociology study the same complex economic activities. But
there are differences between these fields of study as each field operates with
different class of dependent and independent variables and explanatory models.
For instance, economic deals with purely economic variables: relations of price
and supply, supply and demand, monetary flow, cost-benefit analyses, inputoutput ratio, savings and investment, labor, capital, commodities, etc. Sociology,
on the other hand, deals with both formal and informal organizations; with
the roles, statuses, values and norms that exist in the economic institutions;
with strains that result from economic shortage or poverty, crime, alcoholism,
suicide, mental disorder as manifestations to economic poverty.
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In addition to these sociologists study a number of social factors that
influence economic institutions: the contribution of education to the
productivity of labor, the impact of incentives in production, employeremployee relationships on production, the impact of values and preferences on
price of goods, etc. In other words, they study enterprises as social
organizations, not just as economic ones. In addition to the economic benefit
analyses, social benefits are emphasized that can’t be calculated in terms of money.
Although aspects of the two disciplines overlap, each provides a unique perspective
on economic institutions. Economists attempt to explain how the limited resources
and efforts of a society are allocated among competing ends (G. Marshall, 1994). To
economists, an imbalance exists between people's wants and society's ability to meet
those wants. To illustrate, think about university registration. How many of you
would like to have the "perfect" schedule with the classes you want at the times you
want, and with "preferred" professors? How many of you actually manage to get
such a schedule? What organizational constraints make it impossible for everyone to
have what they need or want? Some economists suggest this answer: "The most
important fact of economics is the law of scarcity: there will never be enough
resources to meet everyone's wants" (Ruffin and Gregory, 1988:31). Universities do
not have the financial or human resources to provide everything that students (or
faculty) want.
Another difference between economic sociology and economics is the
methodology they employ in the investigation of the phenomenon under
consideration, in this case the economic process. Sociologists use comparative
method (Weber’s study of the Protestant Ethic and the Spirit of Capitalism is a
typical example), whereas economists depend more on mathematical and statistical
methods and models. In addition, the survey method is widely used in economics
to collect facts about households and firms, assets and plan of expenditure. In
sociology, however, the survey method is widely used, but they are conducted
to assess attitudes and opinions towards economic issues; towards expenditure,
investment, etc.
We now compare economic sociology and main-stream economics as a way of
further elucidating the sociological perspective on the economy. This is a useful
exercise only if qualiﬁed by the caution that both bodies of inquiry are much more
complex than any brief comparison would suggest. Any general statement almost
immediately yields an exception or qualiﬁcation. To illustrate the caution on each
side of the comparison:
1. In economics the classical and neoclassical traditions have enjoyed acertain
dominance— hence the label mainstream—but the basic assumptions of those
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traditions have been modiﬁed and developed in many directions. In a classic
statement, Knight stressed that neoclassical economics rested on the premises
that actors have complete information and that in-formation is free. Since that
time economics has developed traditions of analysis based on assumptions of
risk and uncertainty and information as a cost. In addition, numerous
versions of economic rationality—for example, Simon’s (1982) emphasis on
“satisﬁcing” and “bounded rationality”—have appeared. Still other variations
on rational behavior have been developed in behavioral economics, which
incorporates many psycho-logical assumptions at variance with the
mainstream. Looking in the direction of sociology, some economics now
incorporates “norms” and “institutions,” though with meanings different
from those found in the socio-logical tradition.
2. Sociology lacks one dominant tradition. Various sociological approaches and
schools differ from and compete with one another, and this circumstance has
affected economic sociology. For example, Weber was skeptical about the
notion of a social “system,” whether applied to economy or society, while
Parsons viewed society as a system and economy as one of its subsystems.
Further-more, even if all economic sociologists might accept the deﬁnition of
economic sociology we have offered, they focus on different kinds of
economic behavior. Some do so following Arrow’s hint (1990, 140) that
sociologists and economists ask different questions—about consumption, for
ex-ample. Others, including what is called new economic sociology, argue
that sociology should concentrate directly on core economic institutions and
problems.
These caveats recorded, a comparison between the central features of mainstream
economics and economic sociology will clarify the speciﬁc nature of the sociological
perspective in the next chapter of the course.
Historical Roots of Economic Sociology
There exists no single and generally accepted definition of economic sociology, and
one reason for this is that the term is used by economists as well as sociologists. Gary
Becker, for example, views economic sociology as the study of non-economic
phenomena with the help of microeconomics. The definition that will inform this
chapter, however, is the one that is most often used by sociologists and that is also
much more common. This is that economic sociology is that part of sociology that
deals with economic phenomena, and that analyzes these with the help of
sociological concepts and methods.
As a sub-discipline of sociology, economic sociology traces its historical roots
primarily to Max Weber and Karl Marx, but also to Émile Durkheim and Georg
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Simmel. Among Marx’s works Capital is obviously central, but many of his other
writings are of great interest to modern economic sociology (e.g. Marx 1906, 1970,
1973). Max Weber’s contributions include in particular The Protestant Ethic and the
Spirit of Capitalism, General Economic History, and Economy and Society. The last
of these three important works contains a chapter in which Weber attempts to
outline a theoretical program for what he termed Wirtschaftssoziologie (Weber 1958
[1904–5], 1978 [1922], 1981 [1923]).
While Durkheim was more interested in such topics as morality and religion than in
the economy, he is also the author of The Division of Labor, which argues that the
social effects of the modern exchange economy may be as important as its purely
economic effects (Durkheim 1984). Simmel similarly argues, in The Philosophy of
Money, that the cultural effects of money equal its economic effects (Simmel 1990).
After around 1920, the area of economic sociology fell more or less into oblivion,
even if a few outstanding economists and sociologists turned to the topic with much
creativity. This small number includes, first and foremost, Joseph Schumpeter (1883–
1950), Karl Polanyi (1886–1964), and Talcott Parsons (1902–79). While they all created
high-quality works, they nonetheless did not succeed in making economic sociology
itself generally accepted.
Like Max Weber, Joseph Schumpeter viewed “economic sociology” as an integral
part of what he called “social economics”; he also published a few essays in
economic sociology as well as the sociologically inspired Capitalism, Socialism and
Democracy.
Karl Polanyi made a frontal attack on the market economy in The Great
Transformation; he also formulated a new and important conceptual apparatus for a
socio-economic or sociological approach in other writings.
Talcott Parsons, finally, applied his general systems approach to the economy in a
study co-authored with Neil Smelser (Parsons and Smelser 1956).
In the mid-1980s, and more or less independent of all earlier work in the field,
economic sociology suddenly began to come alive again on a broad scale, and it has
continued to do so ever since. Since this time important changes have taken place in
the theoretical approach of economic sociology. New topics have been added to its
agenda, and a number of advances have been made in analyzing various areas of the
economy.
Classical Economic Sociology and Its Predecessors
The first use of the term “economic sociology” is thought to have occurred in 1879,
when it appeared in a work by British economist Jevons ([1879] 1965: xvii). The term
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was then taken over by the sociologists, and it can be found in the works of
Durkheim and Weber during the period 1890–1920 (for example, “sociologie
´economique,” “Wirtschaftssoziologie”). It was also during these decades that
classical economic sociology was born, in such works as The Division of Labor in
Society (1893) by Durkheim, The Philosophy of Money (1900) by Simmel, and—by
far most importantly—Economy and Society (written between 1908 and 1920) by
Weber. What characterizes classical economic sociology, as I shall call it, is primarily
the following: First, there was a sense among Weber and his colleagues of being
pioneers and of constructing a new type of analysis. Secondly, there was a focus on
such fundamental questions as, what is the role of the economy in society? How
does the sociological analysis of the economy differ from that of the economists? To
this must be added that there was also an attempt to size up capitalism and
understand its impact on society—“the great transformation,” as Polanyi put it.
In hindsight there are clearly several works from before the 1890–1920 periods that
in one way or another prefigure some of the insights of economic sociology.
Important reflections on trade and other economic phenomena can, for example, be
found in The Spirit of the Laws (1748) by Montesquieu. This work also contains a
pioneering comparative analysis of the way in which economic phenomena are
influenced by different political regimes (republics, monarchies, and despotic states).
The role of labor in society is central to the work of Saint-Simon (1760–1825), who
also helped to popularize the term “industrialism” (1964). The only two figures
before Weber who will be discussed here, however, are Tocqueville and Marx.
Tocqueville is of special interest since his analysis of economic phenomena,
including its sociological dimension, has attracted next to no attention. Marx is a
towering figure in nineteenth-century thought and very much part of a tradition that
helped to inspire the creation of economic sociology.
Alexis de Tocqueville
The first contributor to economic sociology whom I shall discuss—Alexis de
Tocqueville (1805–59)—had been trained in law, and most of what he knew about
economics came from his own studies as a young man (mainly of the work of JeanBaptiste Say). Later in life he also would learn quite a bit about economics from
conversation with friends such as John Stuart Mill and Nassau Senior. Tocqueville
was mainly interested in politics, but in his analysis he typically covered all of
society and often touched on economic topics. As one of his admirers, Joseph
Schumpeter, expressed it: Tocqueville “painted to a considerable extent in economic
colors” (1954:820). Tocqueville’s most important works, in so far as his analysis of
the economy goes, are his two major studies: Democracy in America (1835–40) and
The Old R´egime and the French Revolution (1856). Some additional information can
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also be found in Tocqueville’s minor writings, such as “Memoir on Pauperism”
(1835).
Democracy in America is important to economic sociology primarily for its analysis
of American economic culture in the early nineteenth century and for its attempt to
contrast aristocratic and democratic societies, in their political as well as in their
economic dimensions. Coming from a society that was highly regulated by the state,
Tocqueville marveled at the United States, which he traversed for nine months in
1831–32. The citizens in this “commercial nation” had a totally different attitude to
risk than the Europeans; they were also much more tolerant of economic failures and
bankruptcies. When Tocqueville described the relationship of Americans to
economic matters, he often used expressions that mixed interests with emotions:
“commercial passions,” “love of wealth” and the like. This did not mean that the
Americans were not rational.
Tocqueville was deeply fascinated by the role that organizations played in the
United States, again in contrast to France, where the state controlled the right to
create organizations. Everywhere he traveled he found organizations—religious
organizations, political organizations, economic organizations, and so on.
“Americans of all ages, all conditions and all dispositions constantly form
organizations” ([1835– 40] 1945, 2:114). Tocqueville believed that organizations could
play a crucial role in turning democratic societies in a progressive direction, by
mediating between the isolated individual and the state. He also observed that by
taking part in various voluntary organizations, Americans acquired useful
knowledge that they later could use when they wanted to start up an economic
organization of their own. On this point Tocqueville is close to some contemporary
arguments about social capital.
Also The Old Regime and the French Revolution is of much interest to economic
sociology, especially for its analysis of taxation and the Physiocrats. Throughout the
centuries the French state was always on the lookout for new income and displayed
much ingenuity in this pursuit. The result was a multitude of different taxes and
fees, levied especially on the non privileged strata. An important and unanticipated
consequence of freeing the aristocracy from certain taxes and burdens, Tocqueville
notes, was resentment, especially among the peasants; and in general the system of
taxation set the different classes against one another. Tocqueville also notes that
taxes and loans were functional alternatives for the ruler. His portrait of the
Physiocrats, finally, has more to say about the political ideals of their leader,
Quesnay, and his colleagues than about their economic ideas; and it is precisely in
this that his analysis is innovative. The Physiocrats, as it turns out, greatly admired
the Chinese bureaucracy, and basically wanted to create a centralized state—exactly
what Tocqueville feared and detested.
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Karl Marx
The second major predecessor to economic sociology was Karl Marx (1818–83). Like
Tocqueville, Marx had been trained in law (and in philosophy), but was self-taught
in economics. As opposed to his French contemporary, however, Marx was obsessed
with the role of the economy in society and developed a theory in which the
economy determines the general evolution of society. What drives people in their
everyday lives, Marx argues, is material interest, and this also determines the
structure and evolution of society at large. While Marx wanted to develop a strictly
scientiﬁc approach to society, his ideas were infused by his political desire to change
the world. “The philosophers have only interpreted the world, in various ways,” he
wrote in his youth, “the point, however, is to change it” ([1845] 1978:145). The end
result was Marxism—a mixture of social science and political ideology, wielded
together into a single doctrine.
For a variety of reasons it is obvious that economic sociology can-not accept
Marxism on its own terms. Apart from the errors common to most of nineteenthcentury thought, Marx’s work is much too tendentious and dogmatic to be adopted
as a whole. The task that con-fronts economic sociology today is instead to decide
which parts of Marxism can be helpful, and then extract these. In doing so, it may be
useful to follow the suggestion of Schumpeter, and distinguish among Marx as a
sociologist, an economist, and a revolutionary (Schumpeter [1942] 1994:1–58). By
proceeding in this manner, the unity of Marx’s thought is no doubt destroyed, as
Schumpeter notes. But a wholesale rejection of Marx is avoided, and what is relevant
in his work to economic sociology can be salvaged.
As of today, very little effort has been made to extract those parts of Marx’s work
that may be helpful to economic sociology; and what follows should therefore be
seen as preliminary in nature. Marx’s point of departure, in his mature work, is labor
and production. People have to work in order to live, and this is something that is
true for all societies. “Labor,” to cite a central passage in Capital, “is a necessary
condition, independent of all forms of society, for the existence of the human race”
(Marx [1867] 1906:50). Material interests are universal; and labor is social rather than
individual in nature since people have to cooperate with one another in order to
survive.
Marx severely criticized the economists for their use of the isolated individual in
their analyses; and he sometimes spoke of “social individuals” to make it clear that
the individual is always connected to other people (e.g., Marx [1857–58] 1973:84–85).
The most important interests are similarly of a collective nature—what Marx calls
“class interests.” These interests, however, will be effective only if people recognize
themselves as belonging to a certain class. Marx notes, for example, in The
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Eighteenth Brumaire of Louis Bonaparte that during the mid-nineteenth century the
peasants were “incapable of enforcing their class interest.... The identity of their
interests begets no unity . . . they form no class” ([1852] 1950:109).
Marx severely criticized Adam Smith’s idea that individual economic interests
somehow come together and further the general interest of society, as through “an
invisible hand.” It is rather the case, according to Marx, that classes fight each other
with such ferocity that history becomes written in “letters of blood and fire” ([1867]
1906: 786). 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” (15).
In works such as The Manifesto of the Communist Party (1848; co-authored with
Friedrich Engels), Grundrisse (1857–58), A Contribution to the Critique of Political
Economy (1859), and Capital (1867), Marx traces the history of the class struggle,
from early times to the future that he envisions. In a famous formulation from the
1850s, Marx states that at a certain stage the “relations of production” enter into
conflict with “the forces of production,” and the result is revolution and passage to a
new “mode of production” ([1859] 1970:21). In Capital, Marx writes that he has laid
bare “the economic law of motion of modern society,” and that this law works “with
iron necessity to-wards inevitable results” ([1867] 1906:13–4).
Economics, philosophy, and law do not represent independent at-tempts to
understand human society, as its practitioners typically believe, according to Marx,
but are part of the class struggle and reflect what goes on in the economy. They are
part of society’s “superstructure,” as opposed to its “base” (e.g., Marx [1859]
1970:21). Another way to phrase this would be to say that economics, philosophy,
and law express the interests of various classes, but since the practitioners of these
disciplines are not aware of this, their areas of study tend to become “ideology.”
A positive quality to Marx’s approach is his realism and insight when it comes to
understanding the strength with which people have been willing to fight for their
material interests throughout history. He has also contributed to the understanding
of the way in which large groups of people, with similar economic interests, tend to
unite under certain circumstances in an attempt to realize their interests. Having
effectively linked the concept of class to the economic structure of the economy, he
moved without effort from the individual worker to capitalism as a whole. Marx also
worked very hard to keep up with economics, and he should be credited with
having discovered many areas of social behavior that, contrary to what was thought
at the time, are indeed influenced by economic interests. Law, economics,
philosophy, and so on are all influenced by economic forces—even if there is more to
the story than that.
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On the negative side, from the viewpoint of economic sociology, Marx severely
underestimated the role that interests other than economic ones play in economic
life. His notion that economic interests in the last hand determine what goes on in
society is impossible to defend. “Social structures, types and attitudes are coins that
do not readily melt,” as Schumpeter notes in Capitalism, Socialism and Democracy
([1942] 1994:12). Marx’s attempt, finally, to turn his analysis into a philosophy of
history is also unacceptable from the viewpoint of modern economic sociology.
There is quite a distance, in other words, between Marx’s work and that of economic
sociology.

Herbert Spencer
For Spencer the evolution of the society is from militant to industrial and to ethical
(perfect) form. In arguing this, he tried to describe the economic activities that
characterize each of these forms of societies. He suggested that, cooperation in
the production, distribution, exchange and consumption of goods and services
is compulsory in militant society.
Whereas, in industrial society, cooperation is voluntary and it is regulated by the
means of the market forces. In industrial societies, economic activities flourish
independent of the direct control of the government based on competition and
market based economy. He was an advocator of the laissez faire economic policy –
where unrestrained free-trade and competition would promote economic
development and stability. He believed a government should promote competition
and free-trade economy; it should not control or regulate economic activities. The
government should leave the business sector to individuals and should not involve
in the economic activities.
He defined the state, accordingly, as a limited company formed by individuals
to protect their mutual liberty. The proper duty of the government is to
maintain equal justice and protect order. This is the opposite of a command
(centralized) economy where the government makes every decision about the
production, distribution, exchange and consumption of goods and services.
Emile Durkheim
It is clear that Emile Durkheim (1858–1917), compared to Weber, knew less about
economics, wrote less on economic topics, and in general made less of a contribution
to economic sociology. Such a summary, however, fails to signal the most important
fact about Durkheim’s work in this context, namely that it is deeply original and still
largely unexplored in light of economic sociology (e.g., Steiner 1992, forthcoming).
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While Durkheim was no expert on economics and never taught economics, he had
nonetheless studied many of the major works in the field, such as those by Adam
Smith, Mill, Say, Sis-mondi, Schmoller, and Wagner. While none of Durkheim’s own
studies can be termed a work exclusively in economic sociology, many of them
nonetheless touch on economic topics (see especially The Division of Labor in
Society [1893] 1984 and Professional Ethics and Civic Morals [1950] 1983).
Durkheim also strongly supported the project of developing a
sociologie
´economique by encouraging some of his students to specialize in this area, and by
routinely including a section on economic sociology in his journal L’Ann´ee
Sociologique. In one of Durkheim’s articles on the tasks of sociology and its various
subfields, he gives the following definition of economic sociology:
Finally there are the economic institutions: institutions relating to the production of
wealth (serfdom, tenant farming, corporate organization, production in factories, in
mills, at home, and so on), institutions relating to exchange (commercial
organization, markets, stock exchanges, and so on), and institutions relating to
distribution (rent, interest, salaries, and so on). They form the subject matter of
economic sociology ([1909] 1978:80).
Even if none of Durkheim’s major works, to repeat, can be labeled a study in
economic sociology, the one that comes the closest to this is his doctoral dissertation,
The Division of Labor in Society ([1893] 1984). Its central argument is that Western
society has developed from being undifferentiated to having an advanced division
of labor. Economists such as Adam Smith, Durkheim emphasizes, view the division
of labor exclusively as an economic phenomenon and are especially fascinated by the
increase in production that it entails. What the economists fail to see, however, is the
social dimension of the division of labor—how it helps to integrate society and make
it cohesive, by creating a multitude of dependencies.
As society evolves toward a more advanced division of labor, the legal system also
changes. Having been predominantly repressive in nature, and having drawn on
penal law, it now becomes restitutory and draws on contract law. In discussing the
contract, Durkheim also points out the illusion in believing, as Herbert Spencer does,
that a society can function if all individuals simply follow their private interests and
contract accordingly. Durkheim notes that “if mutual interest draws men closer, it is
never more than for a few moments.... [S]elf-interest is the least constant in the
world” ([1893] 1984:152).
Spencer also misunderstands the nature of the contract. A contract, according to
Durkheim, would not be effective in a society where self-interested individuals are
allowed to do whatever they want, but only in a society where self-interest is
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restrained and subordinated to society as a whole. “The contract is not sufficient by
itself, but is only possible because of the regulation of contracts, which is social in
origin” (162).
A major concern of Durkheim in The Division of Labor in Society is that economic
advances in Western countries such as France during the late 19th century may
wreck society by letting loose individual greed. In Durkheim’s work this issue is
often cast in terms of the private interest versus the general interest. It is, for
example, argued that “subordination of the particular to the general interest is the
very well-spring of all moral activity” ([1893] 1984: xliii).
In The Division of Labor in the Society, Durkhiem talked about the different
forms of specialization of social functions and he argued that division of labor
is intrinsically connected with the type of social order or social solidarity.
Societies characterized by mechanical solidarity, there we find division of labor
based on sex, age and other natural characteristics. He pointed out that,
cooperation in such society is compulsory that people should cooperate whether
they like it or not. In complex societies, where division of labor is based on
specialized role structure, there is freedom from any domination. Cooperation is
voluntary and such societies are integrated by organic solidarity. He says that the
state of anomy occurs when the division of labor fails.
Max Weber
Among the classic authors in economic sociology Max Weber (1864–1920) occupies a
unique place. It was Weber who made the first sustained attempt to develop a
distinct economic sociology—both to lay its theoretical foundation and to carry out
empirical studies with its help (Swedberg 1998). His experience as a professor of
economics for many years was no doubt helpful in these efforts. Also very important
is the economic as well as social nature of the major research task that occupied
Weber’s mind throughout his career, namely to understand the origin and nature of
modern capitalism. In his own work, Weber drew heavily on the general interest
analysis of his time—which he also did much to improve, mainly by making it more
sociological.
Weber’s academic training was broad in nature, and its main emphasis was on law,
with history of law as his specialty. He wrote two dissertations, as was necessary at
the time to qualify for a university position in Germany—one on medieval trading
corporations and another on the sale of land in early Rome. His adviser for the first
dissertation was Levin Goldschmidt, the foremost expert in the nineteenth century
on the history of commercial law; and for the other August Meitzen, a well-known
historian of agriculture. Both dissertations, it should be noted, covered
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developments that were crucial to the rise of capitalism: the invention of the firm
and the emergence of private property in land.
Weber’s two dissertations, in combination with a commissioned study of rural
workers, caught the attention of several economists, and in the early 1890s he was
offered a position in economics (“political economy and finance”), first in Freiburg
and then in Heidelberg.
In this capacity he taught a number of courses in economics, even though he
primarily published in economic history and on policy questions. Weber wrote, for
example, voluminously on the new stock exchange legislation in Germany, which
represented a hotly contested subject around the turn of the century (Weber 1999,
[1894–96] 2000).
A detailed outline for one of Weber’s introductory courses in economics has also
survived, and it shows that Weber was very familiar with both the analytical
tradition of British economics and the social-historical approach of German
economics (Weber [1898] 1990). For theoretical tasks, the analytical tradition was
very helpful, Weber argued, but once the analysis dealt with empirical topics, it had
to be supplemented with insights from the historical tradition.
Toward the end of the 1890s Weber fell ill, and for the next twenty years he would
work as a private scholar. It was during these years that he produced his most
celebrated study, The Protestant Ethic and the Spirit of Capitalism (1904–05), as well
as a series of related studies of the economic ethics of the world religions. In 1908
Weber accepted a position as chief editor of a giant handbook of economics, to which
a number of prominent German and Austrian economists agreed to contribute,
Grundriss der Sozial¨okonomik (Fundamentals of Social Economics). From the very
beginning Weber set aside the topic of “economy and society” for himself, to
complement such subjects as “economy and technology” as well as “economy and
population.” The work that today is known as Economy and Society consists, in its
cur-rent English version, of material that Weber had intended for publication and of
various manuscripts that were found after his death, which the editors of Weber’s
work erroneously thought should be part of it (for the history behind Economy and
Society, see, e.g., Mommsen 2000). Just before his death in 1920 Weber had sent off
the first four chapters of part 1 to the printer; the rest of the material in Economy and
Society he would in all likelihood have revised, rewritten, or discarded (Weber
[1922] 1978:1–307).
In 1919–20 Weber also taught a course in economic history, which was pieced back
together after his death on the basis of students’ notes and which today is known as
General Economic History. Though primarily a work of economic history, General
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Economic History ([1923] 1981) contains much interesting material for the economic
sociologist and can be read as a complement to the difficult theoretical chapter on
economic sociology in Economy and Society (chapter 2, “Sociological Categories of
Economic Action”).
Much of what Weber wrote in economic sociology can be found in the following two
works: Economy and Society (1922) and Collected Es-says in the Sociology of
Religion (1920–21). The latter contains The Protestant Ethic (in a revised version
from 1920), “The Protestant Sects and the Spirit of Capitalism” (1906; rev. 1919–20),
and voluminous writings on the economic ethics of the world religions, including
The Religion of China ([1920] 1951), The Religion of India ([1921] 1958), Ancient
Judaism ([1921] 1952), and a few other texts (see Weber [1920] 1958, [1915] 1946a,
[1915] 1946b). According to Weber, the material in Collected Essays falls primarily in
the sociology of religion but is also of interest to economic sociology. The most
important single study is no doubt The Protestant Ethic.
In his book Capital, Karl Marx had contributed a great deal to economics and
economic sociology. According to him, whatever its stage of development, any
society is based on its economic foundation. He believed in economic determinism:
everything is a manifestation of the economy. The economic structure of the
society influences (or to a greater extent shapes) the other aspect of the society.
Changes in the economic system will be mirrored by changes in the legal and idea
system and other aspects of the society.
For many, the works of Weber were thought to be oppositions to the works
and ideas of Marx. Others think that the ideas of Weber are extensions of the
ideas of Marx. And still others allege much of the works of Weber were an attempt
to clarify and modify the ideas and works of Marx. Despite all this, the famous
philosopher Leo Strauss once wrote, “Whatever may have been errors, Max Weber
was the greatest social scientist of the century”.
In contrast to the proposition of Marx, Weber argues that ideology can play a
key role in influencing and changing the economy of a society. Unlike Marx,
did not see the idea system of religion as opium of a society.
Weber’s analysis contrasts Marx‟s: Marx considers religion to be a dependant
variable and the economy an independent variable, whereas Weber argues that
religion could be an independent variable that could cause changes in other
social structures, including the economy.
Weber: the Protestant Ethic and the Spirit of Capitalism
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In one of his major works in sociology, Max Weber tried to trace the impact
of protestant religion on the spirit of capitalism. He says the major explanatory
variable for the emergence of capitalism in the West was the set of religious ideas
created by the religious revolutions of the 16th century.
As he was a pragmatic sociologist, he conducted a study in societies with mixed
religious systems in order to provide evidence for his contention that religious
ideas and values could influence the economy. He alleges that he found out
those who are technical and commercial owners, and the leaders of the
economic system are overwhelmingly Protestants. Their religion was the main
motivational factor for these people to choose those occupations, but other
religious systems fail to produce ideas systems that encourage people to those
occupations.
He discussed the spirit of capitalism in relation to Calvinism. Calvinism is idea
system that only a small number of people are chosen salivation, and in addition, it
alleges that people are predetermined to be among the saved or the damned. This
idea of predestination leaves people in the state of uncertainty. To reduce the
anxiety of living the state of uncertainty, Calvinists developed some signs of
salivation-economic success. Such a religious attitude, therefore, advocated and
encouraged hard working, accumulation of capital (saving), and investment as
virtues of a moral man. In such way, Calvinism had contributed for the
emergence and development of capitalism.
He then, came up with certain values that are associated with protestant religion and
that are so important to capitalistic economic development:
1. Acquisition Rationality
Calvinists are supposed to avoid worldly pleasure, be thrifty, and despise
waste; they couldn’t use wealth in traditional ways. They could use their capital to
expand, their business activities. In general, Calvinism advocated the accumulation
of capital, saving and investment rather than conspicuous consumption and
extravagancy.
2. Financial Rationality
Calvinists are not expected to save what they have acquired, but they are also
expected to invest in much industrious ventures for further economic prosperity
and for increased interest.
3. Work Rationality
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Calvinists believed that work is intrinsically good and at that time is acquired
a religious importance or significance. The Greeks, for example, despised work,
but Calvinists regarded work as a personal calling or mission. Calvinists
advocated hard working, diligence; and theses and other values of the
protestant religion have helped the transformation of North Europe from FeudalAgrarian to Industrial-Capitalist society.
4. Individualism and Competition
Calvinists believed that man is alone before his maker, that he should not
trust the friendship of man that only God should be his confidant. Each
individual could seek success as the sigh of grace, and this striving was consistent
with economic competition.
According to Max Weber, Protestant religion did not hold ground in all
Europe. He mentioned of Italy and Spain as lagging behind in economic
development as they were predominantly Catholic. He argued that, Protestantism
provided a good ground for capitalistic economic development. For him, on the
other hand, the great classical oriental religions, did not offer supportive cultural
framework for the rational pursuit of economic games.
Georg Simmel
It is not known to what extent Georg Simmel (1858–1918) was familiar with
economics. He rarely used references in his works, and at the most there is an
occasional mention of Adam Smith or Karl Marx in the text. It is also true that when
Simmel discusses economic phenomena, they are often part of some larger,
noneconomic phenomena that interested him, as is the case with Durkheim. Still,
Simmel’s work contains much that is of value to economic sociology. It is also true
that Simmel’s work—just like the works of Weber and Durkheim—is still very much
unexplored in this respect.
One point illustrating this last statement is that Simmel’s major sociological work,
Soziologie (1908), contains an important analysis of interest. In the main theoretical
chapter of this volume Simmel addresses the problem of what a sociological interest
analysis should be like and why an analysis of interest is indispensable to sociology.
Two of his most central propositions are that interests drive people to form social
relations and that it is only through social relations that interests can be expressed.
To cite Soziologie,
Sociation is the form (realized in innumerable different ways) in which individuals
grow together into a unity and within which their interests are realized. And it is on
the basis of their interests—sensuous or ideal, momentary or lasting, conscious or
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unconscious, causal or teleological—that individuals form such units ([1908]
1971:24).
Another of Simmel’s key propositions is that interests, including economic interests,
can take a number of different social expressions:
The identical interest may take on form in very different sociations. Economic
interest [for example] is realized both in competition and in the planned
organization of producers, in isolation from other groups and in fusion with them
(26).
Soziologie also contains a number of suggestive analyses of economic phenomena,
including competition. In a chapter on the role of the number of actors in social life,
Simmel suggests, for example, that competition can take the form of tertius gaudens
(“the third who benefits”). In this situation, which involves three actors, Actor A
exploits the fact that actors B and C are competing for her favor—to buy or to sell
something, for example. Competition is consequently not some-thing that concerns
only the competitors (actors B and C); it is also related to Actor A, the target of the
competition.
There also exists another and much fuller section on competition in Soziologie, in
which Simmel contrasts competition to conflict. While a conflict typically means a
head-on confrontation between two actors, according to Simmel, competition
implies parallel efforts, which means that society can benefit from the actions of both
actors. Instead of destroying your opponent, as you do in a conflict, in competition
you try to do exactly what your competitor does—only better. Simmel also
emphasizes the link to the third actor (tertius gaudens) in this analysis, and notes
how the skillful competitor always tries to figure out what the customer wants, in
order to come out ahead of her rivals:
`
Innumerable times it [that is, competition] achieves what usually only love
can do: the divination of the innermost wishes of the other, even before he becomes
aware of them. Antagonistic tension with his competitor sharpens the businessman’s
sensitivity to the tendencies of the public, even to the point of clairvoyance, in
respect to future changes in the public’s tastes, fashions, interests ([1908] 1955:62).
The Philosophy of Money (1900) is Simmel’s second major sociological work, and it
has a somewhat ambivalent status. Durkheim, for example, disapproved of it for its
mix of genres, and, according to Weber, economists detested Simmel’s way of
dealing with economic topics (Frisby 1978; Durkheim [1902] 1980; Weber 1972). Even
if it is true that Simmel mixes philosophical reflections with sociological observations
in a somewhat idiosyncratic manner; that he draws heavily on anecdotes; and that
he supplies no references or footnotes, The Philosophy of Money has nonetheless
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much to give if it is read on its own terms (e.g., Poggi 1993). Simmel’s work contains,
for example, many insightful reflections on the connection between money and
authority, between money and emotions, and between money and trust.
The value of money, Simmel observes, typically extends only as far as the authority
that guarantees it—or only within “the economic circle” ([1907] 1978:179–84). Money
is also surrounded by various “economically important sentiments,” such as “hope
and fear, desire and anxiety” (171). Without trust, Simmel argues, society could
simply not exist; and “in the same way, money transactions would collapse with-out
trust” (179). In relation to money, he continues, trust consists of two elements. There
is first of all the fact that because something has happened before, it is likely to be
repeated in the future. People who accept a certain type of money today, for
example, are likely to do so tomorrow. This type of trust Simmel calls “a weak form
of inductive knowledge.” But there is also another type of trust, which has no basis
in experience and which can be characterized as a non rational belief. This last type
Simmel calls “quasi-religious faith,” and he notes that it is present not only in money
transactions but also in those involving credit.
THE PRESENT STATE OF ECONOMIC SOCIOLOGY
When economic sociology was revived in the 1980s, this primarily took place in the
United States; and this is also where modern economic sociology is most developed.
Economic sociology, however, has during the last decade or so also developed
strongly in Europe. While it seems to be catching on also in Latin America and Asia,
it is by no means as accepted and institutionalized as economic sociology is in the
United States and Europe.
Modern American economic sociology often refers to economic activities as being
embedded in social structures, a term from Polanyi that Mark Granovetter has
popularized (Granovetter 1985). The idea that economic activities are socially
constructed, as opposed to given by nature in one unchangeable form, represents
another fundamental idea. US sociologists have also often drawn heavily on the
following three traditions in their work: cultural sociology, organizational sociology,
and network analysis.
Economic sociology is today represented at several of the major universities in the
United States, such as Stanford, Cornell, and so on. In numerical terms, one can
speak of a steady increase in the number of economic sociologists since the 1980s,
even if exact figures are not available.
For the reader who is interested in knowing exactly what is being taught in courses
in economic sociology in the United States, there exists a collection of syllabi and
other teaching resources, made available through the American Sociological
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Association (ASA). The fact that the ASA recently published a third edition of these
course descriptions is itself a sign that the field is growing and becoming more
institutionalized (Anderson et al. 2006). Pointing in the same direction of increased
institutionalization is also the fact that there now exist three readers in economic
sociology, namely The New Economic Sociology: A Reader (edited by Frank
Dobbin), The Sociology of Economic Life (edited by Mark Granovetter and Richard
Swedberg), and Readings in Economic Sociology (edited by Nicole WoolseyBiggart). The second is the most popular reader in the field and was recently
reissued in a second and expanded edition (Granovetter and Swedberg 1992, 2001;
cf. Biggart 2002; Dobbin 2004).
In the United States a sure sign that a sub-field in sociology is being taken seriously
is that it gets its own section at the ASA, and this is also what has happened with
economic sociology. After some lobbying by Wayne Baker and other people, the
section for economic sociology came into being in 2001, and today it has various
prizes, a newsletter (Accounts), a webpage, and so on. At one of the ASA’s recent
meetings it was reported that the economic sociology section currently has the
largest number of student members (in percentage terms). This fact indicates that the
field is very popular among graduate students.
Many of those who helped to introduce economic sociology in the mid- to late 1980s
are still active in the field and keep making contributions. This is true, for example,
of Mark Granovetter, who is seen by many as the quintessential economic sociologist
because of his extremely influential article “Economic Action and Social Structure”
(Granovetter 1985; see also e.g. Granovetter 1995a, 1995b, 2002). Through this article
Granovetter launched the term “embeddedness” and forcefully advocated the use of
networks analysis in economic sociology, an agenda he has continued to work on.
Similarly Harrison C. White, Granovetter’s thesis adviser at Harvard University and
a very influential figure in economic sociology, has continued to deepen his analysis
of markets, which goes back to the early 1980s (White 1981). White’s Markets from
Networks represents his most important contribution in this respect (White 2001).
Some other pioneers from the 1980s who have continued to contribute to the field
are Viviana Zelizer and Bruce Carruthers. Viviana Zelizer has continued to do work
on different types of monies and currencies, and her studies have become
increasingly influential. But she has also branched out in new directions, such as
consumption and the way that economic factors and intimacy are often interrelated
(e.g. Zelizer 1994, 2002). Bruce Carruthers, who began his career with a study of the
financial market in eighteenth-century London (Carruthers 1996), has not only coauthored the first undergraduate textbook in economic sociology but also done
important work on a number of topics, including credit and credit-rating systems
(Carruthers 2005; Carruthers and Babb 2000).
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While the average age of the key people is probably somewhere in the fifties, a
younger generation is also emerging. The people who are part of this new
generation have already shown what they can do. Important work has, for example,
been carried out by Sarah Babb and Marion Fourcade-Gourinchas. The former has
studied the role of economists in twentieth-century Mexico (Babb 2001), and the
latter has produced a comparative study of the emergence of modern economics
(Fourcade-Gourinchas 2001, forthcoming). Together the two have carried out a study
of the way that neo liberalism has been received in France, England, Chile, and
Mexico (Fourcade-Gourinchas and Babb 2003).
Other young scholars who belong in this category of new and coming people include
Nina Bandelj (2007), Brook Harrington (2007), Rakesh Khurana (2002, 2007), Greta
Krippner (2001), Valery Yakubovich (2002), Milan Zaﬁ rovski (2001), and Ezra
Zuckerman (1999). The topics they cover run from investments to embeddedness to
labor markets in Russia.
NEW DEVELOPMENTS
The last 10 to 15 years in economic sociology have been characterized by dynamic
growth, and many new developments have taken place. Some new topics have been
broached, such as wealth, entrepreneurship, and the role of law in the economy.
Earlier insights have also been elaborated upon and developed in new directions.
The latter is, for example, true of Mark Granovetter’s ideas about embeddedness and
Harrison White’s theory of production markets. There is also the ongoing attempt to
consolidate economic sociology by going back to the classics and learn from these
(for Weber, see e.g. Swedberg 1998).
While there exists a distinct continuity to the study by economic sociologists of such
topics as networks, markets, and firms, even if new and interesting contributions
have also been made during the last decade, this is less the case with the topics that
now will be discussed. These are finance, law, stratification, and comparativehistorical studies.
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Economy and Society:

Economic Action
The concept of economic action
1. Action will be said to be “economically oriented” so far as, according to its
subjective meaning, it is concerned with the satisfaction of a desire for “utilities”
(Nutzleistungen). “Economic action” (Wirtschaften) is any peaceful exercise of an
actor’s control over resources which is in its main impulse oriented towards
economic ends. “Rational economic action” requires instrumental rationality in this
orientation, that is, deliberate planning. We will call autocephalous economic action
an “economy” (Wirtschaft), and an organized system of continuous economic action
an “economic establishment” (Wirtschaftsbetrieb).

2. The definition of economic action must be as general as possible and must bring
out the fact that all “economic” processes and objects are characterized as such
entirely by the meaning they have for human action in such roles as ends, means,
obstacles, and by-products. It is not, however, permissible to express this by saying,
as is sometimes done, that economic action is a “psychic” phenomenon. The
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production of goods, prices, or even the “subjective valuation” of goods, if they are
empirical processes, are far from being merely psychic phenomena. But underlying
this misleading phrase is a correct insight. It is a fact that these phenomena have a
peculiar type of subjective meaning. This alone defines the unity of the
corresponding processes, and this alone makes them accessible to subjective
interpretation.
The definition of “economic action” must, furthermore, be formulated in such a way
as to include the operation of a modern business enterprise run for profit. Hence the
definition cannot be based directly on “consumption needs” and the “satisfaction” of
these needs, but must, rather, start out on the one hand from the fact that there is a
desire (demand) for utilities (which is true even in the case of orientation to purely
monetary gains), and on the other hand from the fact that provision is being made
to furnish the supplies to meet this demand (which is true even in the most primitive
economy merely “satisfying needs,” and regardless of how primitive and frozen in
tradition the methods of this provision are).

3. As distinguished from “economic action” as such, the term “economically oriented
action” will be applied to two types: (a) every action which, though primarily
oriented to other ends, takes account, in the pursuit of them, of economic
considerations; that is, of the consciously recognized necessity for economic
prudence. Or (b) that which, though primarily oriented to economic ends, makes use
of physical force as a means. It thus includes all primarily non-economic action and
all non-peaceful action which is influenced by economic considerations. “Economic
action” thus is a conscious, primary orientation to economic considerations. It must
be conscious, for what matters is not the objective necessity of making economic
provision, but the belief that it is necessary. Robert Liefmann has rightly laid
emphasis on the subjective understandable orientation of action which makes it
economic action. He is not, however, correct in attributing the contrary view to all
other authors.
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4. Every type of action, including the use of violence, may be economically oriented.
This is true, for instance, of war-like action, such as marauding expeditions and
trade wars. Franz Oppenheimer, in particular, has rightly distinguished “economic”
means from “political” means. It is essential to distinguish the latter from economic
action. The use of force is unquestionably very strongly opposed to the spirit of
economic acquisition in the usual sense. Hence the term “economic action” will not
be applied to the direct appropriation of goods by force and the direct coercion of
the other party by threats of force. It goes without saying, at the same time, that
exchange is not the only economic means, though it is one of the most important.
Furthermore, the formally peaceful provision for the means and the success of a
projected exercise of force, as in the case of armament production and economic
organization for war, is just as much economic action as any other.
Every rational course of political action is economically oriented with respect to pro
vision for the necessary means, and it is always possible for political action to serve
the interest of economic ends. Similarly, though it is not necessarily true of every
economic system, certainly the modern economic order under modern conditions
could not continue if its control of resources were not upheld by the legal
compulsion of the state; that is, if it’s formally “legal” rights were not upheld by the
threat of force. But the fact that an economic system is thus dependent on protection
by force does not mean that it is itself an example of the use of force.
How entirely untenable it is to maintain that the economy, however defined, is only
a means, by contrast, for instance, with the state, becomes evident from the fact that
it is possible to define the state itself only in terms of the means which it today
monopolizes, namely, the use of force. If anything, the most essential aspect of
economic action for practical purposes is the prudent choice between ends. This
choice is, however, oriented to the scarcity of the means which are available or could
be procured for these various ends.

5. Not every type of action which is rational in its choice of means will be called
“rational economic action,” or even “economic action” in any sense; in particular, the
term “economy” will be distinguished from that of “technology.” The “technique” of
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an action refers to the means employed as opposed to the meaning or end to which
the action is, in the last analysis, oriented. “Rational” technique is a choice of means
which is consciously and systematically oriented to the experience and reflection of
the actor, which consists, at the highest level of rationality, in scientific knowledge.
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Section two: Social Construction of Economic Institutions: Critique of neoclassical economics, Social Embeddedness of Economic Actions, Culture,
Networks and Social Capital/Trust and Efforts and Motivations

2.1. Societies and Economic Systems
While economists focus on the complex workings of economic systems (such as
monetary policy, inflation, and the national debt), sociologists focus on
interconnections among the economy and other social institutions. To better
understand the economic system, we will examine how economic systems came into
existence and how they have changed over time.
Historic Changes in Economic Systems
In all societies, the specific method of producing goods is related to the technoeconomic base of the society. In each society, people develop an economic system,
ranging from simple to very complex, for the sake of survival.
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 labor 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.
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
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medium of exchange with a relatively fixed value, came into use in order to facilitate
the distribution of goods and services in society.
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.
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.
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 bluecollar and lower-paying, secondary service sector positions gradually would
disappear. These changes would bring about greater economic stability and fewer
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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 lowskill production is now done offshore, where wages are much cheaper, leaving
components such as design, sales, and marketing in North America, Europe, and
Japan.
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.

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.
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
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which a profit can be realized by producing and distributing goods and services.
Everyone else is a consumer. "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. Private Ownership of the Means of Production
Capitalist economies are based on the right of individuals to own income-producing
property, such as land, water, mines, and factories and to "buy" people's labour. In
the early stages of industrial capitalism (1850-1890), virtually all of the capital for
investment was individually owned. Under early monopoly capitalism (1890-1940),
most ownership rapidly shifted from individuals to huge corporations—large-scale
organizations that have legal powers, such as the ability to enter into contracts and
buy and sell property, separate from their individual owners. During this period,
major industries came under the control of a few corporations owned by
shareholders. For example, the automobile industry in North America came to be
dominated by the "Big Three" General Motors, Ford, and Chrysler.
In advanced monopoly capitalism (1940present), ownership and control of major
industrial and business sectors has become increasingly concentrated. Economic
concentration is the degree to which a relatively small number of corporations
control a disproportionately large share of a nation's economic resources. There are
about 400,000 corporations in Canada; the top 100 control 67 percent of Canadian
business assets, while the other 399,900 account for the remaining 33 percent of these
assets.
Today, multinational corporations-large companies that are headquartered in one
country and have subsidiaries or branches in other countries-play a major role in the
economies and governments of many nations. Multinational corporations also are
referred to as transnational corporations because they sell and produce goods
abroad. These corporations are not dependent on the labour, capital, or technology
of anyone country and may move their operations to countries where wages and
taxes are lower and potential profits are higher.
2. Pursuit of Personal Profit
A tenet of capitalism is the belief that people are free to maximize their individual
gain through personal profit; in the process, the entire society will benefit from their
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activities (Smith, 1976/1776). Economic development is assumed to benefit both
capitalists and workers, and the general public also benefits from public
expenditures (such as for roads, schools, and parks) made possible through an
increase in business tax revenues.
During the period of industrial capitalism, however, specific individuals and
families (not the general public) were the primary recipients of profits. For many
generations, descendants of some of the early industrial capitalists have benefited
from the economic deeds (and misdeeds) of their ancestors. In early monopoly
capitalism, some stockholders derived massive profits from companies that held
near monopolies on specific goods and services. In advanced (late) monopoly
capitalism, profits have become even more concentrated as a few large corporations
control more of the market through expansion and the acquisition of competitors.
3. Competition
In theory, competition acts as a balance to excessive profits. When producers vie
with one another for customers, they must be able to offer innovative goods and
services at competitive prices. However, from the time of early industrial capitalism,
the trend has been toward less, rather than more, competition among companies;
profits are higher when there is less competition. In early monopoly capitalism
competition was diminished by increasing concentration within a particular
industry. Today, Microsoft Corp. so dominates certain areas of the computer
software industry so that it has virtually no competitors in those areas.
4. Lack of government intervention
Proponents of capitalism say that ideally capitalism works best without government
intervention in the market place. This policy of laissez-faire was advocated by
economist Adam Smith. Smith argued that when people pursue their own selfish
interests, they are guided "as if by an invisible hand" to promote the best interests of
society (see Smith, 1976/1776). Today, terms such as market economy and free
enterprise often are used, but the underlying assumption is the same: that free
market competition, not the government, should regulate prices and wages.
However the "ideal" of unregulated markets benefiting all citizens has been seldom
realized. Individuals and companies in pursuit of higher profits have run roughshod
over weaker competitors, and small businesses have grown into large monopolistic
corporations. Accordingly, government regulations were implemented in an effort to
curb the excesses of the marketplace brought about by laissez-faire policies.

38

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 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).
1. Public ownership of the means of production
In a truly socialist economy, the means of production are owned and controlled by a
collectivity or the state, not by private individuals or corporations. Prior to the early
1990s, the state owned all the natural resources and almost all the capital in the
Soviet Union. In the 1980s, for example, state-owned enterprises produced more
than 88 percent of agricultural output and 98 percent of retail trade, and owned 75
percent of the urban housing space (Boyes and Melvin, 1994). At least in theory,
goods were produced to meet the needs of people. Access to housing and medical
care was considered a right.

2. Pursuit of collective goals
Ideal socialism is based on the pursuit of collective goals, rather than on personal
profits. Equality in decision making replaces hierarchical relationships (such as
between owners and workers or political leaders and citizens). Everyone shares in
the goods and services of society, especially necessities such as food, clothing,
shelter, and medical care based on need, not on ability to pay. In reality, however,
few societies can or do pursue purely collective goals.
3. Centralized decision making
Another tenet of socialism is centralized decision making. In theory, economic
decisions are based on the needs of society; the government is responsible for
facilitating the production and distribution of goods and services. Central planners
set wages and prices to ensure that the production process works. When problems
such as shortages and unemployment arise, they can be dealt with quickly and
effectively by the central government (Boyes and Melvin, 1994).
Centralized decision making is hierarchical. In the former Soviet Union, for example,
broad economic policy decisions were made by the highest authorities of the
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Communist Party, who also held political power. The production units (the
enterprises and farms) at the bottom of the structure had little voice in the decisionmaking process. Wages and prices were based on political priorities and eventually
came to be completely unrelated to actual supply and demand.
Mixed Economies
As we have seen, 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 support and services to its citizens.
However, there are very significant differences in the degree to which these services
are provided among these countries.
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2.2. Critique of Neo-Classical Economics or Market Economy
Before we can proceed to the discussion of the laws governing a market economy,
such as the nineteenth century was trying to establish, we must first have a firm grip
on the extraordinary assumptions underlying such a system.
Market economy implies a self-regulating system of markets; in slightly more
technical terms, it is an economy directed by market prices and nothing but market
prices. Such a system capable of organizing the whole of economic life without outside help or interference would certainly deserve to be called self-regulating. These
rough indications should suffice to show the entirely unprecedented nature of such a
venture in the history of the race.
Let us make our meaning more precise. No society could, naturally, live for any
length of time unless it possessed an economy of some sort; but previously to our
time no economy has ever existed that, even in principle, was controlled by markets.
In spite of the chorus of academic incantations so persistent in the nineteenth
century, gain and profit made on exchange never before played an important part in
human economy. Though the institution of the market was fairly common since the
later Stone Age, its role was no more than incidental to economic life.
We have good reason to insist on this point with all the emphasis at our command.
No less a thinker than Adam Smith suggested that the division of labour in society
was dependent upon the existence of markets, or, as he put it, upon man’s
“propensity to barter, truck and exchange one thing for another.” This phrase was
later to yield the concept of the Economic Man. In retrospect it can be said that no
misreading of the past ever proved more prophetic of the future. For while up to
Adam Smith’s time that propensity had hardly shown up on a considerable scale in
the life of any observed community, and had remained, at best, a subordinate feature
of economic life, a hundred years later an industrial system was in full swing over
the major part of the planet which, practically and theoretically, implied that the
human race was swayed in all its economic activities, if not also in its political,
intellectual, and spiritual pursuits, by that one particular propensity. Herbert
Spencer, in the second half of the nineteenth century, could, without more than a
cursory acquaintance with economics, equate the principle of the division of labour
with barter and exchange, and another fifty years later, Ludwig von Mises and
Walter Lippmann could repeat this same fallacy. By that time there was no need for
argument. A host of writers on political economy, social history, political
philosophy, and general sociology had followed in Smith’s wake and established his
paradigm of the bartering savage as an axiom of their respective sciences. In point of
fact, Adam Smith’s suggestions about the economic psychology of early man were as
false as Rousseau’s were on the political psychology of the savage. Division of
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labour, a phenomenon as old as society, springs from differences inherent in the
facts of sex, geography, and individual endowment; and the alleged propensity of
man to barter, truck, and exchange is almost entirely apocryphal. While history and
ethnography know of various kinds of economies, most of them comprising the
institution of markets, they know of no economy prior to our own, even
approximately controlled and regulated by markets. This will become abundantly
clear from a bird’s-eye view of the history of economic systems and of markets,
presented separately. The role played by markets in the internal economy of the
various countries, it will appear, was insignificant up to recent times, and the
change-over to an economy dominated by the market pattern will stand out all the
more clearly.
From the sixteenth century onwards markets were both numerous and important.
Under the mercantile system they became, in effect, a main concern of government;
yet there was still no sign of the coming control of markets over human society. On
the contrary, Regulation and regimentation were stricter than ever; the very idea of a
self-regulating market was absent. To comprehend the sudden change-over to an
utterly new type of economy in the nineteenth century, we must now turn to the
history of the market, an institution we were able practically to neglect in our review
of the economic systems of the past.
Selected references to “Societies and Economic Systems”
The nineteenth century attempted to establish a self-regulating economic system on
the motive of individual gain. We maintain that such a venture was in the very
nature of things impossible. Here we are merely concerned with the distorted view
of life and society implied in such an approach. Nineteenth century thinkers
assumed, for instance, that to behave like a trader in the market was “natural,” any
other mode of behaviour being artificial economic behaviour – the result of
interference with human instincts; that markets would spontaneously arise, if only
men were let alone; that whatever the desirability of such a society on moral
grounds, its practicability, at least, was founded on the immutable characteristics of
the race, and so on. Almost exactly the opposite of these assertions is implied in the
testimony of modern research in various fields of social science such as social
anthropology, primitive economics, the history of early civilization, and general
economic history. Indeed, there is hardly an anthropological or sociological
assumption – whether explicit or implicit – contained in the philosophy of economic
liberalism that has not been refuted.
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Some citations follow.
(a) The motive of gain is not “natural” to man
“The characteristic feature of primitive economics is the absence of any desire to
make profits from production or exchange” (Thurnwald, Economics in Primitive
Communities, 1932, p. xiii). “Another notion which must be exploded, once and
forever, is that of the Primitive Economic Man of some current economic textbooks”
(Malinowski, Argonauts of the Western Paciﬁc, 1930, p. 60). “We must reject the
Ideal typen of Manchester liberalism, which are not only theoretically, but also
historically misleading” (Brinkmann, “Das soziale System des Kapitalismus.” In
Grundriss der Sozialökonomik, Abt. IV, and p. 11).
(b) To expect payment for labour is not “natural” to man
“Gain, such as is often the stimulus for work in more civilized communities, never
acts as an impulse to work under the original native conditions” (Malinowski, op.
cit., p. 156). “Nowhere in uninfluenced primitive society do we find labour
associated with the idea of payment” (Lowie, “Social Organization,” Encyclopaedia
of the Social Sciences, Vol. XIV, p. 14). “Nowhere is labour being leased or sold”
(Thurnwald, Die menschliche Gesellschaft, Bk. III, 1932, p. 169). “The treatment of
labour as an obligation, not requiring indemnification . . .” is general (Firth,
Primitive Economics of the New Zealand Maori, 1929). “Even in the Middle Ages
payment for work for strangers is something unheard of.” “The stranger has no
personal tie of duty, and, therefore, he should work for honour and recognition.”
Minstrels, while being strangers, “accepted payment, and were consequently
despised” (Lowie, op. cit.).
(c) To restrict labour to the unavoidable minimum is not “natural” to man
“We cannot fail to observe that work is never limited to the unavoidable minimum
but exceeds the absolutely necessary amount, owing to a natural or acquired
functional urge to activity” (Thurnwald, Economics, p. 209). “Labour always tends
beyond that which is strictly necessary” (Thurnwald, Die menschliche Gesellschaft,
p. 163).
(d) The usual incentives to labour are not gain but reciprocity, competition, joy of
work, and social approbation
Reciprocity: “Most, if not all economic acts are found to belong to some chain of
reciprocal gifts and countergifts, which in the long run balance, benefiting both sides
equally. . . . The man who would persistently disobey the rulings of law in his
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economic dealings would soon find himself outside the social and economic order –
and he is perfectly well aware of it” (Malinowski, Crime and Custom in Savage
Society, 1926, pp. 40 – 41).
Competition: “Competition is keen, performance, though uniform in aim, is varied
in excellence. ...A scramble for excellence in reproducing patterns” (Goldenweiser,
“Loose Ends of Theory on the Individual, Pattern, and Involution in Primitive
Society.” In Essays in Anthropology, 1936, p. 99). “Men vie with one another in their
speed, in their thoroughness, and in the weights they can lift, when bringing big
poles to the garden, or in carrying away the harvested yams” (Malinowski,
Argonauts, p. 61). Joy of work: “Work for its own sake is a constant characteristic of
Moari industry” (Firth, “Some Features of Primitive Industry,” E.J., Vol. I, p. 17).
“Much time and labour is given up to aesthetic purposes, to making the gardens
tidy, clean, cleared of all debris; to building fine, solid fences, to providing specially
strong and big yam-poles. All these things are, to some extent, required for the
growth of the plant; but there can be no doubt that the natives push their
conscientiousness far beyond the limit of the purely necessary” (Malinowski, op. cit.,
p. 59).
Social approbation: “Perfection in gardening is the general index to the social value
of a person” (Malinowski, Coral Gardens and Their Magic, Vol. II, 1935, p. 124).
“Every person in the community is expected to show a normal measure of
application” (Firth, Primitive Polynesian Economy, 1939, p. 161). “The Andaman
Islanders regard laziness as an antisocial behaviour” (Ratcliffe-Brown, The Andaman
Islanders). “To put one’s labour at the command of another is a social service, not
merely an economic service” (Firth, op. cit., p. 303).
(e) Man the same down the ages
Linton in his Study of Man advises caution against the psychological theories of
personality determination, and asserts that “general observations lead to the
conclusion that the total range of these types is much the same in all societies. . . . In
other words, as soon as he [the observer] penetrates the screen of cultural difference,
he finds that these people are fundamentally like ourselves” (p. 484).
Thurnwald stresses the similarity of men at all stages of their development:
“Primitive economics as studied in the preceding pages is not distinguished from
any other form of economics, as far as human relations are concerned, and rests on
the same general principles of social life” (Economics, p. 288). “Some collective
emotions of an elemental nature are essentially the same with all human beings and
account for the recurrence of similar configurations in their social existence”
(“Sozialpsychische Abläufeim Völkerleben.” In Essays in Anthropology, p. 383).
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Ruth Benedict’s Patterns of Culture ultimately is based on a similar assumption: “I
have spoken as if human temperament were fairly constant in the world, as if in
every society a roughly similar distribution were potentially available, and, as if the
culture selected from these, according to its traditional patterns, had moulded the
vast majority of individuals into conformity. Trance experience, for example,
according to this interpretation, is a potentiality of a certain number of individuals in
any population. When it is honoured and rewarded, a considerable proportion will
achieve or simulate it . . .” (p. 233). Malinowksi consistently maintained the same
position in his works.
(f) Economic systems, as a rule, are embedded in social relations; distribution of
material goods is ensured by noneconomic motives Primitive economy is “a
social affair, dealing with a number of persons as parts of an interlocking
whole” (Thurnwald, Economics, p. xii).
This is equally true of wealth, work, and barter. “Primitive wealth is not of an
economic but of a social nature” (ibid.). Labour is capable of “effective work,”
because it is “integrated into an organized effort by social forces” (Malinowski,
Argonauts, p. 157). “Barter of goods and services is carried on mostly within a
standing partnership, or associated with definite social ties or coupled with a
mutuality in non-economic matters” (Malinowski, Crime and Custom, p. 39).
The two main principles which govern economic behaviour appear to be reciprocity
and storage-cum-redistribution:
“The whole tribal life is permeated by a constant give and take” (Malinowski,
Argonauts, p. 167). “Today’s giving will be recompensed by tomorrow’s taking.
This is the outcome of the principle of reciprocity which pervades every relation of
primitive life . . .” (Thurnwald, Economics, p. 106). In order to make such reciprocity
possible, a certain “duality” of institutions or “symmetry of structure will be found
in every savage society, as the indispensable basis of reciprocal obligations”
(Malinowski, Crime and Custom, p. 25). “The symmetrical partition of their
chambers of spirits is based with the Banaro on the structure of their society, which
is similarly symmetrical” (Thurnwald, Die Gemeinde der Bá naro, 1921, p. 378).
Thurnwald discovered that apart from, and sometimes combined with, such
reciprocating behaviour; the practice of storage and redistribution was of the most
general application from the primitive hunting tribe to the largest of empires. Goods
were centrally collected and then distributed to the members of the community, in a
great variety of ways. Among Micronesian and Polynesian peoples, for instance,
“the kings as the representatives of the first clan, receive the revenue, redistributing
it later in the form of largesse among the population” (Thurnwald, Economics, p.
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xii). This distributive function is a prime source of the political power of central
agencies (ibid., p. 107).

(g) Individual food collection for the use of his own person and family does not form
part of early man’s life the classics assumed the pre-economic man had to take care
of himself and his family. This assumption was revived by Carl Buecher in his
pioneering work around the turn of the century and gained wide currency. Recent
research has unanimously corrected Buecher on this point. (Firth, Primitive
Economics of the New Zealand Maori, pp. 12, 206, 350; Thurnwald, Economics, pp.
170, 268, and Die menschliche Gesellschaft, Vol. III, p. 146; Herskovits, The Economic
Life of Primitive Peoples, 1940, p. 34; Malinowski, Argonauts, p. 167, footnote).
(h) Reciprocity and redistribution are principles of economic behaviour which apply
not only to small primitive communities, but also to large and wealthy empires
“Distribution has its own particular history, starting from the most primitive life of
the hunting tribes.” “. . . The case is different with societies with more recent and
more pronounced stratification. . . .” “The most impressive example is furnished by
the contact of herdsmen with agricultural people.” “. . . The conditions in these
societies differ considerably. But the distributive function increases with the growing
political power of a few families and the rise of despots. The chief receives the gifts
of the peasant, which have now become ‘taxes,’ and distributes them among his
officials, especially those attached to his court.” “This development involved more
complicated systems of distribution. . . . All archaic states – ancient China, the
Empire of the Incas, the Indian kingdoms, Egypt, Babylonia – made use of a metal
currency for taxes and salaries but relied mainly on payments in kind stored in
granaries and warehouses . . . and distributed to officials, warriors, and the leisured
classes, that is, to the non-producing part of the population. In this case distribution
fulfils an essentially economic function” (Thurnwald, Economics, pp. 106–8).
“When we speak of feudalism, we are usually thinking of the Middle Ages in
Europe. . . . However, it is an institution, which very soon makes its appearance in
stratified communities. The fact that most transactions are in kind and that the upper
stratum claims all the land or cattle, are the economic causes of feudalism . . .” (ibid.,
p. 195).
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Social Networks and Social Capital
1. Social Networks
Definitions
Different literatures define social networks in a number of ways. Charles (2004)
and Robert and Mark (2005)) define social networks as a set of actors (persons,
organizations, points, edges) linked by social relationships or ties of a specified
type. Networks can have few or many actors and one or more kinds of relations
between pairs of actors. A tie or a relation between two actors has both strength
and content, typically relying on some level of trust. The level of trust in a tie is
crucial.
A social network is a set of socially-relevant nodes (persons) connected by one or
more relations. Nodes, or network members, are the units that are connected by
the relations whose patterns we study (Alexandra & Barry, 2009).
Simply stated, a social network is a “structure of relationships linking social
actors” (Marsden, 2000, 2727) or “the set of actors and the ties among them”
(Wasserman & Faust 1994). Relationships or ties are the basic building blocks of
human experience, mapping the connections that individuals have to one
another, cited in Pescosolido, 2007.
As network theorists claim, the structure of these relationships among actors has
important consequences for individuals and for whole systems (Knoke 1990).
Social actors, shape their everyday lives through consultation, information and
resource sharing, suggestion, support, and nagging from others (White et al.
1976). Network interactions influence beliefs and attitudes as well as behaviour,
action, and outcomes, cited in Pescosolido, 2007.
Three characteristics of social networks are distinct—structure, content, and
function. Structure targets the architectural aspect of network ties (e.g., size,
density, or types of relationships). Content taps what flows across the network
ties. They are “channels for transfers of material or non-material resources”
(Wasserman & Faust 1994). Finally, networks serve a variety of functions,
including emotional support, instrumental aid, appraisal, and monitoring
(Pearlin & Aneshensel 1986). Network influence requires the consideration of
interactions among these three aspects, cited in Pescosolido, 2007.
Social network as the structure of linkages between individuals or groups of
individuals. Such networks have two dimensions: structure and function. The
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former includes the type of individuals in the network, and the latter covers the
qualitative and behavioural aspects of the social network “The structural
properties of personal networks are potentially fruitful variables for explaining
differences in attitudes, behaviours and conditions across individuals”
(McCarty, 2005, p. 1). Social networks always consist of two variables, the nodes
(actors) and the lines through which the nodes communicate. When an actor
interacts with another actor via a given mode of communication, the
relationships is considered as active and deliberate.
Relationships between the actors are more relevant than the actor’s personalities
or attributes in social network analysis. The person’s way of life in the
community is determined by the freedom and degree of communication the
person has developed and the associated resources they possess. The type and
degree of communication exercised by individual members within the
community or outside of that particular community is determined by or is a
product of the existing social networks. Alan (1995) and Peter and Nan (1985)
state that social networks impose both constraints that limit options and provide
resources that enable individuals to act in various ways. “Communication can
create a sense of connectedness or feeling of being in touch; in awareness
systems this may be more important than the content of the communication”.
Social Networks and Economic Life
Sociologists and anthropologists have long been concerned with how
individuals are linked to one another and how these bonds of affiliation serve as
both a lubricant for getting things done and a glue that provides order and
meaning to social life. The attention to networks of association, which began in
earnest in the 1970s, provided welcome texture and dynamism to portraits of
social life. This work stood in stark contrast to the reigning approaches in the
social sciences. In contrast to deterministic cultural (oversocialized) accounts,
network analysis afforded room for human agency, and in contrast to
individualist, atomized (undersocialized) approaches, networks emphasized
structure and constraint (Granovetter, 1985). Network studies offered a middle
ground, a third way, even if no one was quite sure whether networks were a
metaphor, a method, or a theory (Barnes 1979). But the sociologists and
anthropologists who initially studied networks did not pay sustained attention
to economic activity, although some industrial sociologists (Roy, 1954; Dalton,
1959) had long stressed the role of informal networks as an antidote to formal
organization practices and structures.
Over the past two decades, however, there has been an enormous upsurge of
interest in the role of networks in the economy. This sea change has occurred in
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the worlds of both practice and theory. Across the social sciences, from
anthropology to sociology to political science to economics, there is research on
the role of networks in shaping such diverse phenomena as migration,
entrepreneurship, the viability of communities, and international trade. In the
world of business, an appreciation for the role of both informal and organized
networks has grown markedly. The late Bennett Harrison (1994) nicely
summarized this trend with his quip: “Networking among companies is now in
fashion all over the world.” Networks provide three broad categories of
benefits: access, timeliness, and referrals (Burt, 1992). Ties can facilitate access to
parties that provide information and/or resources. Linkages that generate
access in an expeditious manner afford advantage over those who lack
comparable connections. Referrals offer the opportunity to bypass formal,
impersonal channels. Thus, the cumulative effects of networks on economic
outcomes can be considerable indeed.
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. We know a good deal more about the effects of networks than we
know about the factors that generate, sustain, and reproduce them.
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
resource provision, between two or more parties
in order to derive value from the exchange.
relationships may be forged out of mutual

the form of asset pooling or
that entail ongoing interaction
These more formal network
need, but can also lead to
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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 crossfunctional 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.
Studies of these diverse forms of economic activity commonly share several key
assumptions. One, the analytical focus is more on the nature of the relationships
rather than attributes of the actors. Two, attention is directed to location within
the larger context in which information and resources flow. Three, there are
increasing returns to “investments” in relationships and position, which can
produce rapid mobilization, cumulative advantage, or “lock-in.”
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2. Social Capital
Definition of Social Capital
For John Field (2003: 1-2) the central thesis of social capital theory is that
'relationships matter'. The central idea is that 'social networks are a valuable
asset'. Interaction enables people to build communities, to commit themselves to
each other, and to knit the social fabric. A sense of belonging and the concrete
experience of social networks (and the relationships of trust and tolerance that
can be involved) can, it is argued, bring great benefits to people (Smith, 2009).
Bourdieu: 'Social capital is the 'the aggregate of the actual or potential resources
which are linked to possession of a durable network of more or less
institutionalized relationships of mutual acquaintance and recognition'
(Bourdieu 1983: 249), cited in Smith, 2009.
Coleman: 'Social capital is defined by its function. It is not a single entity, but a
variety of different entities, having two characteristics in common: they all
consist of some aspect of a social structure, and they facilitate certain actions of
individuals who are within the structure' (Coleman 1994: 302), cited in Smith,
2009.
Putnam: 'Whereas physical capital refers to physical objects and human capital
refers to the properties of individuals, social capital refers to connections among
individuals – social networks and the norms of reciprocity and trustworthiness
that arise from them. In that sense social capital is closely related to what some
have called “civic virtue.” The difference is that “social capital” calls attention to
the fact that civic virtue is most powerful when embedded in a sense network of
reciprocal social relations. A society of many virtuous but isolated individuals is
not necessarily rich in social capital' (Putnam 2000: 19), cited in Smith, 2009.
The World Bank: 'Social capital refers to the institutions, relationships, and
norms that shape the quality and quantity of a society's social interactions...
Social capital is not just the sum of the institutions which underpin a society- it is
the glue that holds them together' (The World Bank 1999), cited in Smith, 2009.
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According to Monge and Contractor (2003), the ideas underlying the
investigation of social capital were introduced in the 1980s to refer to resources
that accrue to social actors from individuals to nations as a result of networks
(Bourdieu & Wacquant 1992; Coleman 1990; Lin 2000)—that is, because
individuals participate in social groups, there are benefits to be had. Individuals
invest in and use the resources embedded in social networks because they expect
returns of some sort (Lin 2000). Resources are not equally available to all
individuals but are differentially distributed across groups in society (Lin 2000).
Thus, social capital in the form of trust, social norms of reciprocity, cooperation,
and participation resides in relationships, not individuals, and therefore shares
roots with many aspects of classical sociology and other network traditions
(Paxton 2002; Portes, 1998) cited in Pescosolido, 2007.
In this regard Nahapiet and Ghoshal (1998) state that the central proposition of
social capital theory is that networks of relationships constitute a valuable
resource for the conduct of social affairs, providing their members with "the
collectively-owned capital, a 'credential' which entitles them to credit, in the
various senses of the word (Bourdieu, 1986, 249). Much of this capital is
embedded within networks of mutual acquaintance and recognition, cited in
Stephen.
Lin (1999) argued that these debates and clarifications lead to the suggestion that
social capital, as a concept, is rooted in social networks and social relations, and
must be measured relative to its root. Therefore, social capital can be defined as
resources embedded in a social structure which are accessed and/or mobilized
in purposive actions. By this definition, the notion of social capital contains three
ingredients: resources embedded in a social structure; accessibility to such social
resources by individuals; and use or mobilization of such social resources by
individuals in purposive actions. Thus conceived, social capital contains three
elements intersecting structure and action: the structural (embeddedness),
opportunity (accessibility) and action-oriented (use) aspects, cited in Stephen.
Why Social Capital is Important?
According to Putnam social capital is important in three ways; First, social
capital allows citizens to resolve collective problems more easily… People often
might be better off if they cooperate, with each doing her share. ...Second, social
capital greases the wheels that allow communities to advance smoothly. Where
people are trusting and trustworthy, and where they are subject to repeated
interactions with fellow citizens, everyday business and social transactions are
less costly....A third way is which social capital improves our lot is by widening
our awareness of the many ways in which our fates are linked... When people
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lack connection to others, they are unable to test the veracity of their own views,
whether in the give or take of casual conversation or in more formal
deliberation. Without such an opportunity, people are more likely to be swayed
by their worse impulses... cited in Smith, 2009.
The networks that constitute social capital also serve as conduits for the flow of
helpful information that facilitates achieving our goals... Social capital also
operates through psychological and biological processes to improve individual’s
lives. … Community connectedness is not just about warm fuzzy tales of civic
triumph. In measurable and well-documented ways, social capital makes an
enormous difference to our lives (Smith, 2009).
Types of Social Capital
Those concerned with social capital have looked to the density of social
networks that people are involved in; the extent to which they are engaged with
others in informal, social activities; and their membership of groups and
associations.
Michael Woolcock, a social scientist with the World Bank (and Harvard) has
helpfully distinguished between three types of social capital: Bridging, bonding
and linking social capital.
Bonding social capital: denotes ties between people in similar situations, such as
immediate family, close friends and neighbours.
Bridging social capital: encompasses more distant ties of like persons, such as
loose friendships and workmates.
Linking social capital: which reaches out to unlike people in dissimilar
situations, such as those who are entirely outside of the community, thus
enabling members to leverage a far wider range of resources than are available
in the community. (Woolcock 2001: 13-4) as cited in Smith, 2009.
The Putnam team looked to whether social capital is bonding (or exclusive)
and/or bridging (or inclusive). Putnam suggested that the former may be more
inward looking and have a tendency to reinforce exclusive identities and
homogeneous groups. The latter may be more outward-looking and encompass
people across different social divides (Putnam 2000: 22), cited in Smith, 2009.
Bonding capital is good for under-girding specific reciprocity and mobilizing
solidarity… Bridging networks, by contrast, are better for linkage to external
assets and for information diffusion... Moreover, bridging social capital can
generate broader identities and reciprocity, whereas bonding social capital
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bolsters our narrower selves... Bonding social capital constitutes kind of
sociological superglue, cited in Smith, 2009.
These were not seen as either-or categories to which social networks can neatly
assigned – ‘but ‘’more-or-less’’ dimensions along which we can compare
different forms of social capital. However, Putnam did not really look at linking
social capital nor did he come to grips with the implications of different forms of
social capital i.e. that 'different combinations of the three types of social capital
will produce different outcomes (Field 2003: 42), cited in Smith, 2009.
The Forms of Social Capital
Whether at the micro, meso, or macro level, social capital exerts its influence on
development as a result of the interactions between two distinct types of social
capital structural and cognitive. Structural social capital facilitates information
sharing, and collective action and decision making through established roles,
social networks and other social structures supplemented by rules, procedures,
and precedents. As such, it is a relatively objective and externally observable
construct. Cognitive social capital refers to shared norms, values, trust,
attitudes, and beliefs. It is therefore a more subjective and intangible concept
(Uphoff 2000), cited in Christiaan & Thierry, 2002.
The two forms of social capital can be, but are not necessarily, complementary.
Cooperation between neighbours can be based on a personal cognitive bond that
may not be reflected in a formal structural arrangement. Similarly, the existence
of a community association does not necessarily testify to strong personal
connections among its members, either because participation in its activities is
not voluntary or because its existence has outlasted the external factor that led to
its creation. Social interaction can become capital through the persistence of its
effects, which can be ensured at both the cognitive and structural level
(Christiaan & Thierry, 2002).
The Channels of Social Capital
Any form of capital—material or nonmaterial—represents an asset or a class of
assets that produces a stream of benefits. The stream of benefits from social
capital—or the channels through which it affects development—includes several
related elements, such as information sharing, collective action and decision
making, and reduction of opportunistic behaviour (Christiaan & Thierry, 2002).
Participation by individuals in social networks increases the availability of
information and lowers its cost. This information, especially if it relates to such
things as crop prices, location of new markets, sources of credit, or how to deal
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with livestock disease, can play a critical role in increasing the returns from
agriculture and trading. For example, research in Madagascar shows that betterconnected agricultural traders have access to more accurate information on
prices and credibility of clients, resulting in higher profit margins (Fafchamps
and Minten 2002) cited in Christiaan & Thierry, 2002.
Second, participation in local networks and attitudes of mutual trust make it
easier for any group to reach collective decisions and implement collective
action. Since property rights are often imperfectly developed and applied in
developing countries, collective decisions on how to manage common resources
are critical to maximizing their use and yield. Krishna and Uphoff (2002)
describe how farmer groups in the Indian State of Rajasthan use local structural
and cognitive social capital to build consensus on the use of watershed land,
resulting in more productive use of these lands, as well as improved broader
development outcomes. Managing collective action is also central to securing
access to water and sanitation services, such as irrigation, drinking water, and
urban waste disposal (Christiaan & Thierry, 2002).
Finally, networks and attitudes reduce opportunistic behaviour by community
members. In settings where certain behaviour is expected from individuals for
the benefit of the group, social pressures and fear of exclusion can induce these
individuals to provide the expected behaviour. As an example, farmers have
resorted to these networks and attitudes and exerted mutual pressures to
prevent individual diversion of irrigation water. In rotating savings and credit
associations, the costs of default include social mechanisms that extend beyond
the domain of the association into community- wide sanctions such as peer
pressure and social ostracism, which affect every aspect of that individual’s
social and economic life (Christiaan & Thierry, 2002).
WHY DOES SOCIAL CAPITAL WORK?
The premise behind the notion of social capital is rather simple and
straightforward: investment in social relations with expected returns . This
general definition is consistent with various renditions by all scholars who
have contributed to the discussion (Bourdieu, 1983/1986; Bourdieu, 1980;
Burt, 1992 ; Coleman, 1988; Coleman, 1990; Erickson, 1995 ; Erickson, 1996;
Flap, 1994; Flap, 1991 ; Lin, 1982 ; Lin, 1995 ; Portes, 1998; Putnam, 1993 ;
Putnam, 1995a).
Individuals engage in interactions and networking in order to produce
profits . Generally, three explanations can be offered as to why embedded
resources in social networks will enhance the outcomes of actions. For one, it
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facilitates the flow of information. In the usual imperfect market situations,
social ties located in certain strategic locations and/or hierarchical positions
(and thus better informed on market needs and demands) can provide an
individual with useful information about opportunities and choices
otherwise not available. Likewise, these ties (or their ties) may alert an
organization (be it in the production or consumption market) and its agents,
or even a community, about the availability and interest of an otherwise
unrecognized individual. Such information would reduce the transaction
cost for the organization to recruit "better" (be it skill, or technical or
cultural knowledge) individuals and for individuals to find "better"
organizations which can use their capital and provide appropriate rewards .
Second, these social ties may exert influence on the agents (e.g., recruiters or
supervisors of the organizations) who play a critical role in decisions (e.g.,
hiring or promotion) involving the actor. Some social ties, due to their
strategic locations (e.g., structural holes) and positions (e .g., authority or
supervisory capacities), also carry more valued resources and exercise
greater power (e.g., greater asymmetry in dependence by these agents), in
organizational agents' decision-making. Thus, "putting in a word" carries a
certain weight in the decision-making process regarding an individual .
Third, social tie resources, and their acknowledged relationships to the
individual, may be conceived by the organization or its agents as certifications of
the individual's social credentials, some of which reflect the individual's
accessibility to resources through social networks and relations -- his/her
social capital. "Standing behind" the individual by these ties reassures the
organization (and its agents) that the individual can provide "added" resources
beyond the individual's personal capital, some of which may be useful to
the organization.
Finally, social relations are expected to reinforce identity and recognition. Being
assured and recognized of one's worthiness as an individual and a member
of a social group sharing similar interests and resources not only provides
emotional support but also public acknowledgment of one's claim to certain
resources . These reinforcements are essential for the maintenance of mental
health and the entitlement to resources. These four elements --information,
influence, social credentials and reinforcement -- may explain why social capital
works in instrumental and expressive actions not accounted for by forms of
personal capital such as economic capital or human capital.
PERSPECTIVES AND CONTROVERSIES IN SOCIAL CAPITAL
However, two perspectives can be identified relative to the level at which return
or profit is conceived -- whether the profit is accrued for the group or for
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the individuals. In one perspective, the focus is on the use of social capital by
individuals - how individuals access and use resources embedded in social
networks to gain returns in instrumental actions (e.g., finding better jobs) or
preserve gains in expressive actions. Thus, at this relational level, social
capital can be seen as similar to human capital in that it is assumed that
such investments can be made by individuals with expected return, some
benefit or profit, to the individual. Aggregation of individual returns also
benefits the collective . Nonetheless, the focal points for analysis in this
perspective are (1) how individuals invest in social relations, and (2) how
individuals capture the embedded resources in the relations to generate a return.
Another perspective has its focus on social capital at the group level, with
discussions dwelling on (1) how certain groups develop and maintain more
or less social capital as a collective asset, and (2) how such a collective asset
enhances group members' life chances. Bourdieu (1983/1986 ; 1980) and
Coleman (1988 ; 1990) have discussed this perspective extensively and
Putnam's empirical work (1993 ; 1995a) is exemplary . While acknowledging the
essentiality of individuals interacting and networking in developing payoffs
of social capital, the central interest of this perspective is to explore the elements
and processes in the production and maintenance of the collective asset. For
example, dense or closed networks are seen as the means by which collective
capital can be maintained and reproduction of the group can be achieved.
Another major interest is how norms and trust, as well as other properties
(e.g., sanctions, authority) of a group, are essential in the production and
maintenance of the collective asset.
Whether social capital is seen from the societal-group level or the relational
level, all scholars remain committed to the view that it is the interacting
members who make the maintenance and reproduction of this social asset
possible . This consensual view puts social capital firmly in the neo-capital
theory camp.
Discussion
Social capital is the aggregate of the actual or potential resources which are
linked to possession of a durable network of more or less institutionalized
relationships of mutual acquaintance and recognition – or in other words, to
membership in a group– which provides each of its members with the backing
of the collectivity-owned capital, a “credential” which entitles them to credit, in
the various senses of the word. These relationships may exist only in the
practical state, in material and/or symbolic exchanges which help to maintain
them. They may also be socially instituted and guaranteed by the application of
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a common name (the name of a family, a class, or a tribe or of a school, a party,
etc.) and by a whole set of instituting acts designed simultaneously to form and
inform those who undergo them; in this case, they are more or less really
enacted and so maintained and reinforced, in exchanges. Being based on
indissolubly material and symbolic exchanges, the establishment and
maintenance of which presuppose reacknowledgment of proximity, they are also
partially irreducible to objective relations of proximity in physical (geographical)
space or even in economic and social space.
The volume of the social capital possessed by a given agent thus depends on the
size of the network of connections he can effectively mobilize and on the volume
of the capital (economic, cultural or symbolic) possessed in his own right by each
of those to whom he is connected. This means that, although it is relatively
irreducible to the economic and cultural capital possessed by a given agent, or
even by the whole set of agents to whom he is connected, social capital is never
completely independent of it because the exchanges instituting mutual
acknowledgment presuppose the reacknowledgment of a minimum of objective
homogeneity, and because it exerts a multiplier effect on the capital he possesses
in his own right.
The proﬁts which accrue from membership in a group are the basis of the solidarity which makes them possible. This does not mean that they are consciously
pursued as such, even in the case of groups like select clubs, which are
deliberately organized in order to concentrate social capital and so to derive full
beneﬁt from the multiplier effect implied in concentration and to secure the
proﬁts of member-ship – material proﬁts, such as all the types of services
accruing from useful relationships, and symbolic proﬁts, such as those derived
from association with a rare, prestigious group.
The existence of a network of connections is not a natural given, or even a social
given, constituted once and for all by an initial act of institution, represented, in
the case of the family group, by the genealogical deﬁnition of kinship relations,
which is the characteristic of a social formation. It is the product of an endless
effort at institution, of which institution rites – often wrongly described as rites
of passage– mark the essential moments and which is necessary in order to
produce and reproduce lasting, useful relationships that can secure material or
symbolic proﬁts (see Bourdieu, 1982). In other words, the network of
relationships is the product of investment strategies, individual or collective,
consciously or unconsciously aimed at establishing or reproducing social
relationships that are directly usable in the short or long term, i.e., at
transforming contingent relations, such as those of neighborhood, the
workplace, or even kinship, into relationships that are at once necessary and
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elective, implying durable obligations subjectively felt (feelings of gratitude,
respect, friendship, etc.) or institutionally guaranteed (rights).
The different types of capital can be derived from economic capital, but only at
the cost of a more or less great effort of transformation, which is needed to
produce the type of power effective in the ﬁeld in question. For example, there
are some goods and services to which economic capital gives immediate access,
without secondary costs; others can be obtained only by virtue of a social capital
of relationships (or social obligations) which cannot act instantaneously, at the
appropriate moment, unless they have been established and maintained for a
long time, as if for their own sake, and therefore outside their period of use, i.e.,
at the cost of an investment in sociability which is necessarily long-term because
the time lag is one of the factors of the transmutation of a pure and simple debt
into that recognition of nonspeciﬁc indebtedness which is called gratitude. In
contrast to the cynical but also economical transparency of economic exchange,
in which equivalents change hands in the same instant, the essential ambiguity
of social exchange, which presupposes misrecognition, in other words, a form of
faith and of bad faith (in the sense of self-deception), presupposes a much more
subtle economy of time.
So it has to be posited simultaneously that economic capital is at the root of all
the other types of capital and that these transformed, disguised forms of
economic capital, never entirely reducible to that deﬁnition, produce their most
speciﬁc effects only to the extent that they conceal (not least from their
possessors) the fact that economic capital is at their root, in other words – but
only in the last analysis – at the root of their effects. The real logic of the
functioning of capital, the conversions from one type to another, and the law of
conservation which governs them cannot be understood unless two opposing
but equally partial views are superseded: on the one hand, economism, which,
on the grounds that every type of capital is reducible in the last analysis to
economic capital, ignores what makes the speciﬁc efﬁcacy of the other types of
capital, and on the other hand, semiologism (nowadays represented by
structuralism, symbolic interactionism, or ethnomethodology), which reduces
social exchanges to phenomena of communication and ignores the brutal fact of
universal reducibility to economics.. . .
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Networks and Economic Life
Sociologists and anthropologists have long been concerned with how individuals
are linked to one another and how these bonds of affiliation serve as both a lubricant
for getting things done and a glue that provides order and meaning to social life.
The attention to networks of association, which began in earnest in the 1970s,
provided welcome texture and dynamism to portraits of social life. This work stood
in stark contrast to the reigning approaches in the social sciences. In contrast to
deterministic cultural (oversocialized) accounts, network analysis afforded room for
human agency, and in contrast to individualist, atomized (undersocialized)
approaches, networks emphasized structure and constraint (Granovetter, 1985).
Network studies offered a middle ground, a third way, even if no one was quite sure
whether networks were a metaphor, a method, or a theory (Barnes 1979). But the
sociologists and anthropologists who initially studied networks did not pay
sustained attention to economic activity, although some industrial sociologists (Roy,
1954; Dalton, 1959) had long stressed the role of informal networks as an antidote to
formal organization practices and structures.
Over the past two decades, however, there has been an enormous upsurge of
interest in the role of networks in the economy. This sea change has occurred in the
worlds of both practice and theory. Across the social sciences, from anthropology to
sociology to political science to economics, there is research on the role of networks
in shaping such diverse phenomena as migration, entrepreneurship, the viability of
communities, and international trade. In the world of business, an appreciation for
the role of both informal and organized networks has grown markedly. The late
Bennett Harrison (1994) nicely summarized this trend with his quip: “Networking
among companies is now in fashion all over the world.” Networks provide three
broad categories of benefits: access, timeliness, and referrals (Burt, 1992). Ties can
facilitate access to parties that provide information and/or resources. Linkages that
generate access in an expeditious manner afford advantage over those who lack
comparable connections. Referrals offer the opportunity to bypass formal,
impersonal channels. Thus, the cumulative effects of networks on economic
outcomes can be considerable indeed.
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
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associational life. There is wide variability in the presence of linkages across
multiple levels, and in when these connections are mobilized. We know a good deal
more about the effects of networks than we know about the factors that generate,
sustain, and reproduce them.
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.
Studies of these diverse forms of economic activity commonly share several key
assumptions. One, the analytical focus is more on the nature of the relationships
rather than attributes of the actors. Two, attention is directed to location within the
larger context in which information and resources flow. Three, there are increasing
returns to “investments” in relationships and position, which can produce rapid
mobilization, cumulative advantage, or “lock-in.” Our goal in this chapter is to
survey the rapidly expanding empirical literature on networks and economic life,
while emphasizing the conceptual and theoretical advances that this research draws
on. To serve this dual aim, we begin first with a brief overview of key analytical
tools used in network research.
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