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ABSTRACT

l. Policies and markets as institutional phenomena.

In this part, we analyse some aspects of the com-
plex interrelations between markets and economic poli-
cies. In the chapter “The Role of Policy Coordination in
Public Utilities Regulation and in Other Structural Prob-
lems”, we begin with the observation that the definition
and regulation of markets relating to public utilities and
other sectors of the economy come out from the interac-
tion of various policies (for example, competition, indus-
trial and macroeconomic). However, the coordination of
these policies is often insufficient because they tend to
be implemented by different institutions representing dif-
ferent interest groups. The paper concludes by highlight-
ing the role of social valuing in improving the effective-
ness of policy action.

In the second chapter, “The Institutional Foundation
of the Market”, we emphasise that markets are not “ex-
ogenous mechanisms” but institutions created and main-
tained by a legal and institutional framework. We also
analyse, drawing on John Rogers Commons’s institution-
al economics, the role of the Justice Courts in defining
‘reasonable value” in significant legal cases and how
these valuations affect the nature of the related economic
transactions, as well as the economic consequences for
the parties involved.

We conclude the chapter with some remarks on how
these concepts can contribute to the debate on the evolu-
tion of capitalism, socialism and democracy and in partic-



ular on how to bring together the objectives of liberty and
social justice.

In the third chapter “The Growing Role of Public In-
tervention” we analyse the causes of the growing role,
over many decades, of public action and public spending.
Among the many factors that combine to explain this
trend, the attention has been focused on the role of inter-
est groups to get provisions and resources in their favour.
These aspects are important, of course, but we also
stress, by adopting a Keynesian’s and Underconsummp-
tion’s perspective, the role of public action in managing
the contradictions of the system and of public spending in
ensuring an adequate level of effective demand.

In questa parte analizziamo alcuni aspetti delle com-
plesse interrelazioni tra mercato e politiche economiche.
Nel capitolo “The Role of Policy Coordination in Public
Utilities Regulation and in Other Structural Problems” par-
tiamo dalla constatazione che la definizione e regolazio-
ne dei mercati relativi alle public utilities ed altri settori
delleconomia € la risultante dell'interazione di diverse
politiche (ad esempio, della concorrenza, industriali, ma-
croeconomiche). Tuttavia, il coordinamento di tali politi-
che e spesso insufficiente perché tali politiche tendono
ad essere attuate da differenti istituzioni che riflettono di-
versi gruppi di interesse. Il lavoro si conclude eviden-
ziando il ruolo della valutazione sociale nel migliorare
I'efficacia delle politiche economiche.

Nel secondo capitolo “The Institutional Foundation of
the Market” si evidenzia la circostanza che i mercati non
sono “meccanismi esogeni” ma istituzioni create e man-
tenute da un insieme di norme e di istituzioni. Conside-
riamo anche I'analisi di John Rogers Commons sul ruolo
delle Corti di Giustizia nella definizione del “valore ragio-
nevole” in importanti dispute economiche e come tali va-
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lutazioni influenzino la natura delle relative transazioni e
con quali effetti economici sulle parti coinvolte.

Il capitolo si conclude con alcune riflessioni su come
I'analisi istituzionale del mercato possa contribuire a defi-
nire meglio i termini del dibattito sull’evoluzione di capita-
lismo, socialismo e democrazia e su come conciliare gli
obiettivi di liberta e giustizia sociale.

Nel terzo capitolo “The Growing Role of Public Inter-
vention” si analizzano le cause del crescente ruolo
dell'intervento e della spesa pubblica che ha avuto luogo
nel corso di molti decenni. Nell'ottica neoliberista, la
spiegazione di questo fenomeno va ricercata nel ruolo
dei gruppi di interesse nell’'ottenere normative e risorse
pubbliche in loro favore. Questi aspetti sono chiaramente
importanti, ma vi sono altri fattori che sono altrettanto ri-
levanti: in particolare, nella prospettiva Keynesiana e del-
le teorie del sottoconsumo, il ruolo dell’azione pubblica e
della spesa pubblica nel gestire le contraddizioni del si-
stema economico e nell'assicurare un adeguato livello di
domanda effettivo.

11



Il. The pluralistic perspective in economics.

In this part, we examine some theories of pragmatism
and institutional economics that can help provide a plural-
istic and interdisciplinary approach to the study of eco-
nomic and social phenomena. Chapter 4, “John Dewey’s
Theory of Social Action and Its Links with the Heterodox
Approach to Economics,” highlights the interdisciplinary
nature of Dewey’s theories and how they can help ana-
lyse important economic and social phenomena: specifi-
cally, what the true needs of the individual are and how
they interact with the external context. In this perspective,
the growing complexity of cultural forms and their implica-
tions for the concepts of freedom, democracy, and eco-
nomic and social justice play a central role. Dewey’s
hope is that democracy will not be limited to the mere
formal aspect but will also encompass social and rela-
tional aspects. A fundamental role in these dynamics is
attributed to science, considered in a humanistic per-
spective. This discussion is further developed in Chapter
5, “Institutional Economics and the Interdisciplinary Ap-
proach,” which deals with a number of themes and theo-
ries of OIE. In particular, how to put in action a process of
social valuation that avoids both reductionism (i.e., judg-
ing other cultures by our own values) and excessive cul-
tural relativism (i.e., refraining from making judgments, in
the name of cultural relativism, on cultures different from
our own—even when they involve aspects of violence
and oppression contrary to our values). A solution to this
dilemma can be found by analysing — with the help of
relevant psychological concepts developed by OIE,
pragmatism, and psychoanalysis — what people’s true
needs are and how the relevant context (economic, so-
cial, cultural) can be functional (or dysfunctional) to their
expression.

12



In questa parte consideriamo alcune teorie del prag-
matismo e dell’economia istituzionale che possono con-
tribuire a delineare un approccio pluralistico ed interdisci-
plinare nello studio dei fenomeni economici e sociali.

Nel capitolo 4 “John Dewey’s Theory of Social Action
and Its Links with the Heterodox Approach to Economics”
si evidenzia la natura interdisciplinare delle teorie di
Dewey e come possono contribuire ad analizzare impor-
tanti fenomeni economici e sociali: In particolare, quali
sono i veri bisogni della persona e come interagiscono
con il contesto di riferimento. In questo contesto, un ruolo
centrale é svolto dalla crescente complessita delle forme
culturali e dalle loro implicazioni sui concetti di liberta,
democrazia, e giustizia economica e sociale. L'auspicio
di Dewey €& che la democrazia non si limiti al mero aspet-
to formale ma investa gli aspetti sociali e relazionali. Un
ruolo fondamentale in queste dinamiche & attribuito al
ruolo della scienza, considerata in una concezione uma-
nistica.

Questo discorso € poi sviluppato nel capitolo 5 “Insti-
tutional Economics and the Interdisciplinary Approach”
considerando alcune tematiche e teorie della Original In-
stitutional Economics (OIE). In particolare, come realizzare
un processo di valutazione sociale che eviti sia il riduzioni-
smo (ossia considerare le altre culture con i nostri valori)
sia I'eccesso di relativismo culturale (ossia non esprimere
valutazioni, in nome del relativismo culturale, su culture di-
verse dalle nostre anche se riguardano aspetti di violenza
e prevaricazione contrari ai nostri valori).

Una soluzione per questo dilemma pud essere trovata
nellanalizzare — con l'aiuto di importanti concetti psicolo-
gici sviluppati dalla OIE, dal pragmatismo e dalla psicoa-
nalisi — quali sono i veri bisogni delle persone e come il
contesto (economico, sociale, culturale) di riferimento puo
essere funzionale (o disfunzionale) alla loro espressione.

13



lll. The social and cultural dimensions of economic
Development.

In this part, we carry on with the previous discussion
by noting that economic action is not an isolated, self-
regulating phenomenon, but rather an aspect, of course
important, of a broader social and cultural structure that
interacts in a complex way with the legal and institutional
framework. For these reasons, the factors underlying
economic and social development should be appraised
not in a narrow vision of homo oeconomicus but in the
complexity of the context of reference.

From this perspective, we analyse some significant
elements of such development in Chapter 6, "Some Stra-
tegic Factors of Economic Development." One extremely
important factor is the quality of the institutional context.
In particular, efficient and transparent (or inefficient and
corrupt) public action produces a virtuous (vicious) circle,
also through the example it sets throughout the entire so-
cioeconomic system.

Another relevant group of factors is constituted by the
processes of internationalization, research, and innova-
tion, which crucially interact with the quality of public ac-
tion and the related economic policies.

An important aspect of these processes, particularly
for developing countries, is that they should be conduct-
ed on an ‘equal footing’, in order to avoid processes of
“neo-colonisation” that are harmful to the host countries,
and that these processes should therefore be aimed at
effectively enhancing their human and social capital.

In Chapter 7, “Human Development and Human Cap-
ital in an Interdisciplinary Perspective”, these aspects are
analysed from the perspective of human development
and social capital. Here too, the importance of consider-
ing these aspects in all their complexity is emphasised.

14



Thus, the focus is not merely on the economic growth of
individual countries, but on the overall development of
the individual and society. These aspects, which may
seem obvious, are often not so from a neoliberal per-
spective that regards low wages and precarious work as
necessary ingredients of economic development. In this
sense, there is a close parallel between human rights,
human development, human capital and social capital.

Chapter 8, ‘Implications for Economic and Social De-
velopment: Some Remarks on Italian Dualism’, address-
es these aspects with particular attention to the long-
standing dualism between northern and southern lItaly. A
number of historical aspects are examined, such as the
fact that the removal of customs duties following the uni-
fication of Italy (undoubtedly a positive development) sig-
nificantly reduced the substantial industrial base that ex-
isted in the regions of the Mezzogiorno. The role of habits
of thought and action in perpetuating the current regional
imbalances is then highlighted.

The chapter concludes by underscoring the unified
nature of Italy’s economic development, in the sense that
whilst there are significant differences, there are also
many common features between northern and southern
Italy. In this respect, the difficulties faced by the South
are an amplified reflection of the structural challenges in-
volved in modernising the national productive apparatus
in a sustainable manner.

In questa parte continuiamo il discorso precedente
partendo dalla constatazione che l'azione economica
non costituisce un fenomeno isolato e self-regulating ma
un aspetto, certamente importante, di una piu ampia
struttura sociale e culturale che interagisce in modo
complesso con la struttura legale ed istituzionale. E che,
per questi motivi, i fattori alla base dello sviluppo eco-
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nomico e sociale vanno ricercati non in una visione ri-
stretta del’homo oeconomicus ma nella complessita del
contesto di riferimento.

In questa prospettiva, analizziamo nel capitolo 6
“Some Strategic Factors of Economic Development” al-
cuni importanti elementi di tale sviluppo. Un fattore di
estrema rilevanza & costituito dalla qualita del contesto
istituzionale. In particolare, un’azione pubblica efficiente
e trasparente (o inefficiente e corrotta) produce un circo-
lo virtuoso (vizioso) anche attraverso I'esempio che
danno, in tutto il sistema socio-economico.

Un altro rilevante gruppo di fattori & costituito dai
processi di internazionalizzazione, ricerca e innovazio-
ne, che chiaramente interagiscono in modo cruciale con
la qualita dell’azione pubblica e delle relative politiche
economiche.

Un aspetto importante di questi processi, in partico-
lare per i paesi in via di sviluppo, € che siano svolti in
modo “paritario”, al fine evitare processi di “neocoloniz-
zazione” dannosi per i paesi ospitanti, e che quindi sia-
no rivolti ad un’effettiva valorizzazione del loro capitale
umano e sociale.

Nel capitolo 7 “Human Development and Human
Capital in an Interdisciplinary Perspective” questi aspetti
sono analizzati nella prospettiva dello sviluppo umano e
del capitale sociale. Anche in questo caso, si evidenzia
'importanza di considerare questi aspetti nella loro
complessita. Quindi, considerando non solo gli aspetti di
crescita economica dei singoli paesi ma lo sviluppo
complessivo della persona e della societa. Questi ele-
menti, che possono sembrare ovvi, spesso non |lo sono
in un’ottica neoliberista che considera bassi salari e la-
voro precario come ingredienti necessari dello sviluppo
economico. In questo senso, vi € uno stretto paralleli-
smo tra diritti umani, sviluppo umano, capitale umano e

16



capitale sociale.

Nel capitolo 8 “Implications for Economic and Social
Development: Some Remarks on lItalian Dualism”, si
analizzano questi aspetti con particolare attenzione al
dualismo di lunga data tra Nord e Sud lItalia. Vengono
analizzati alcune caratteristiche storiche, ad esempio la
circostanza che la rimozione dei dazi doganali conse-
guenti all’'unita d’ltalia (un fatto certamente positivo) ha
notevolmente ridimensionato il notevole apparato indu-
striale esistente nelle regioni del Mezzogiorno. Si evi-
denzia poi il ruolo degli habits di pensiero e di azione
nel mantenere gli attuali squilibri regionali.

Il capitolo si conclude evidenziando l'unitarieta dello
sviluppo economico italiano nel senso che vi sono note-
voli differenze ma anche molti aspetti in comune tra
Nord e Sud lItalia. In questo senso, le difficolta del Sud
riflettono in modo amplificato le difficolta strutturali ad
ammodernare in senso sostenibile I'apparato produttivo
nazionale.

17
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PREFACE

These essays spring from our long-standing interest
in the issue of an alternative approach to economic anal-
ysis. They focus on the main characteristics of the heter-
odox approach to economics and how this approach can
be applied to a number of structural policies: for instance,
economic and social development, sustainable develop-
ment, participation, and fair distribution of economic and
social opportunities. Some chapters (1, 2, 4 and 6) ex-
tend previous works, while the others chapters are entire-
ly new. For this reason, the treatment is not fully “linear”
as partly reflects the various steps through which the var-
ious issues have been elaborated. As a consequence,
some themes come across in different chapters and, in
this regard, we have made our best to avoid repetitions.
In dealing with these aspects, we have organized the
work as follows: in the first part, we have devised a con-
ceptual framework in order to better analyse the many in-
terrelations intervening between different policies. And, in
the following chapters, we have investigated the para-
mount role of policies and institutions (i) in creating and
maintaining the market and other institutions of capital-
ism, and (ii) in providing, through the policies of public
spending and credit creation, the aggregate profit of the
private sector.

Building on these insights, in the second part we ad-
dress in more detail the conceptual framework of a plural-
istic perspective in economics: within this ambit, we focus

19



attention on significant contributions of institutional eco-
nomics (especially in the “old” tradition), and of philoso-
phy of Pragmatism.

These contributions point up that economic action
should be appraised not as an isolated phenomenon but
as an aspect of a broader social and cultural framework.
Hence, the reasons underlying economic action cannot
be reduced to an abstract principle of rationality pre-
existing the social context but should be located in the
very characteristics of the system. In particular, in the
multiplicity of interrelations between economic, social and
cultural spheres at all levels of individual and collective
action.

In highlighting the complexity of economic action and
its “embeddedness” in the social domain, this perspective
“naturally “calls for an interdisciplinary approach.

In this light, in the third part we examine the rele-
vance of the social and cultural dimension of economic
development. Within this ambit, we consider how a num-
ber of important factors and concepts of economic and
social progress — in particular human development, so-
cial capital and technological progress — can receive
new insights from our heterodox perspective. On that ba-
sis, we address some of the complex historical, cultural
and psychological reasons underlying the problem of Ital-
ian dualism.

20



PART |

POLICIES AND MARKETS
AS INSTITUTIONAL PHENOMENA
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CHAPTER 1

THE ROLE OF POLICY CO-ORDINATION
IN PUBLIC UTILITIES REGULATION
AND IN OTHER STRUCTURAL PROBLEMS

1.1 Overview

The idea of carrying out this work' stems from the
consideration that policy action relating to public utilities
or other structural problems is a complex activity, as it in-
volves the numerous policies, which are likely to have an
impact on the issues addressed and, consequently, on
the interest groups affected in one way or another by
these changes. Since different policies are likely to be
designed and implemented, at least in part, by different
institutions, the issue of policy co-ordination brings into
the picture the issue of the institutional (and hence, social
and cultural) framework.

In order to address a number of aspects related to
these problems, we have constructed (table 1) the “public
policies - interest groups matrix” which aims to analyse

' Previous versions of the work were presented to the SASE
Meeting on Socio-Economics, Copenhagen, June 28-30, 2007;
the EAEPE Conference, 2-4 November 2006, Istanbul; the
AHE Conference, Leeds (UK), 16-18 July 2004; and published
in Italian version in Nuova Economia e Storia, nn.1-2, 2003.
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the relations, as assessed by different parties, interven-
ing between the policies affecting public utilities or other
structural problems, with regard to their effects on interest
groups. The main conclusions of the work are:

1) The problem of policy co-ordination renders more
complex the issues addressed by the “new regulatory
economics”, such as asymmetric information, principal-
agent relations, distribution of incentives, rent-seeking
behaviour and transaction costs. These issues can re-
ceive new insights by utilizing the theoretical framework
of the “old institutional economics”, and, in particular, the
concepts of ceremonial/instrumental behaviour dichoto-
my, culture, evolution, habits, learning, path-dependency,
social valuing and tacit knowledge.

2) In light of the complexity and interrelatedness of these
issues, the “public policies - interest groups matrix”, being
conceived as a tool that can help interest groups, policy-
makers and individuals to better exchange their opinions
about the effects of policies in any given case — can
contribute to realize a more explicit and effective social
valuing process which, in turn, can further a better co-
ordination between all the policies and institutions in-
volved. Likewise, the matrix can be useful for bringing in-
to focus the complex role played by the related institu-
tional, social and cultural framework in the definition of
such policies.

3) By furthering the process of social valuing in this way,
it would become possible to reduce the typical problems
of policy action, which refer, as is well known, to the fol-
lowing interrelated factors: (i) complexity, uncertainty and
informational asymmetries of policy action; (ii) different
opinions, objectives and “visions of the world” of the ac-
tors involved in policy-making; (iii) difficulty — also due to
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path-dependency and lock-in phenomena — of prompt-
ing the economic and institutional changes which may be
necessary for the effectiveness of policy action.

4) In this sense, the problems that the matrix can address
are not limited to public utilities but can also involve other
policy issues. In this regard, the matrix can be utilized for
dealing with other important socio-economic problems—
for instance, economic development, competitiveness,
unemployment, environmental protection, also consid-
ered in their supranational dimension.

5) In the analysis of these problems, it seems paramount
to look into the interrelations between macroeconomic
policies (typically, more short-term oriented) and structur-
al policies (typically, more long-term oriented). As a mat-
ter of fact, on the one hand, macroeconomic policies, as
is widely recognized and analysed, affect structural poli-
cies—for instance, industrial, competition, R&D and regu-
latory. But, on the other hand, also structural policies
heavily impinge upon macroeconomic policies. Indeed,
structural policies also influence, in a complex link of in-
teractions, (i) the effects of macroeconomic policies on
the short-term targets of employment, inflation and inter-
est rates and (ii) the economic and social framework in
which macroeconomic policies are “embedded”. In fact,
as evidenced in particular by institutional and evolution-
ary economics, political economy is profoundly embed-
ded in the social and cultural domains. For this reason, a
comprehensive approach also embracing other important
fields of social sciences — in particular, sociology, psy-
chology and anthropology — would be of particular value
for enquiring into the intrinsic multifariousness of policy
action.
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1.2 Some Insights from Institutional
and Regulatory Economics

In recent years, important contributions® have been
provided to the analysis of regulatory problems by the so-
called “new regulatory economics”.

By utilizing the incentive and contract theory, with
the related concepts of asymmetric information, princi-
pal-agent relations, distribution of incentives, rent-
seeking behaviour and transaction costs, these studies
have addressed numerous issues concerning the role of
different institutional frameworks on the effectiveness of
policy action.

These contributions consider the structure of institu-
tional design as a chain of principal-agent relations which
could be expressed in the following general form:

CITIZENS-USERS —» GOVERNMENT —»
REGULATORS — PUBLIC UTILITIES

These categories are conceived in a broad sense.
So, “Government” may denote not only the ordinary gov-
ernmental activity but also customs and constitutional
principles.

These authors regard institutions as an ongoing at-
tempt to implement an incomplete Constitution or set of
rules laid down by the “Founding Fathers”. Such incom-
pleteness stems from the circumstance that the “Found-
ing Fathers” — since they act under a “veil of ignorance”
about future contingencies — can outline only a set of
general principles which, for their subsequent interpreta-

2 For an analysis of these issues see, among others, Dixit
(1997), Laffont (2000), Laffont and Martimort (1998), Laffont
and Tirole (1993).
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tion and application, need the continual working of many
other actors and institutions. In these analyses there is
no specific hypothesis as to the degree of “benevolence”
of all these actors®: thus, institutional actors may be ei-
ther benevolent or non-benevolent and these models
tend to take up both hypotheses.

In order to devise an adequate institutional design,
these authors consider paramount analysing the struc-
ture of incentives and of informational asymmetries of
regulatory institutions in their mutual interaction.

An example of the findings of these analyses is pro-
vided by Laffont and Martimort (1998); their work shows
that regulation by specialized agencies should be pre-
ferred to centralized regulation by a single agency due to
the presence, in the latter case, of a structure of common
agency with numerous principals®. This situation arises for
two main reasons: (i) the regulatory tasks of the agents
(e.g. Ministries and/or Agencies) are numerous and spe-
cialized; (ii) the principals (e.g. political parties, firms, un-
ions, consumers, environmentalists) are numerous and in-
terested only in one or a few aspects of regulation.

® An additional problem is that, as shown in particular by the
theory of social value addressed later in the paper, defining
“benevolence” constitutes a very difficult task, especially in
the presence of numerous individuals and groups — charac-
terized by different values, theories and objectives — acting
within a context of relevant informational asymmetries. As we
will see presently, this situation very often leads to a multi-
principal institutional structure of “common agency”.

*ltis interesting to note that, as stressed, for instance, by Dixit
(1997), the structure of common agency is typical not only of
regulatory institutions but also of regulated firms. In the latter
case, the principals are constituted by the whole category of
the stakeholders—including, for instance, users, workers,
creditors and local institutions.
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As a result, the control of principals over the agent is
weak because the informational asymmetries are likely to
be remarkable in such situations, and, as a conse-
quence, rent-seeking behaviour is more likely to arise.

Consequently, a system of specialized Agencies,
each associated to an interest group®, is held able to
overcome (at least partly) the drawbacks of regulation
by a single agency. This institutional structure, by creat-
ing a system of checks and balances among principals
and agents, is likely to increase the transaction costs of
capture.

To quote a passage, “The benefits of Checks and
Balances among various Government bodies can be eas-
ily explained: Splitting powers among non-benevolent
agencies reduces their discretion, increases the transac-
tion costs of capture and improves social welfare”, (Laf-
font and Martimort, 1998: 674).

Many intertwined factors combine to define the effi-
ciency of the institutional design: a) the objectives and
the organization of the Government; b) the relations be-
tween the Government and regulatory agencies, and, in
particular, “how do politicians decide which agencies to
create?” and “how does regulation or deregulation come
about?” (Laffont and Tirole, 1993: 503); c) the character-
istics and activities of interest groups.

® In the work quoted it is assumed that the Congress (the prin-
cipal) controls two agencies: the Public Utility Commission,
which controls the regulated firm and the Federal Trade Com-
mission, which controls the “consumers' valuation for the
good”. The underlying hypothesis of the model is that associ-
ating each interest group — in the example public utilities and
consumers — with a distinct agency can bring out better the
trade-offs existing between the objectives of the two groups,
and, in this way, may render more difficult the capture of the
agencies.
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In this regard, we would like to stress that many con-
cepts utilized by these studies, and, more in general, by
the “new regulatory economics” — like asymmetric infor-
mation, principal-agent relations, distribution of incen-
tives, rent-seeking behaviour, transaction costs — can
receive a deeper insight by applying, in an interdiscipli-
nary spirit, the theories® related to the fields of the “old in-
stitutional economics”, and also of sociology, psychology,
psychoanalysis and dynamic capabilities.

In particular, concepts like, among others, ceremoni-
al/instrumental behaviour dichotomy, culture, evolution,
habits, learning, path-dependency, power, social valuing,
tacit knowledge, can shed new light on the complex links
intervening in any given situation between interest groups
and regulatory institutions, and on the nature of motiva-
tions and objectives driving their action.

The previous remarks imply that regulatory institu-
tions such as Agencies, Ministries and every other body
involved in regulatory activity may have, in different con-
texts, very different functions and structures. Another as-
pect which tends to complicate the picture is that regula-
tion of public utilities is an activity involving many policies
and, also for this reason, is likely to involve different insti-
tutions and impinge on several interest groups. Consider-
ing this complex situation, it is very unlikely that a first

® For a deep analysis of these issues see, among others, Ar-
thur (1994), Ayres (1936), Bastide (1950), Bhaskar (1986),
Commons (1924 and 1934), Hodgson (1993 and 2004),
James (1890), Kernberg (1998), Nisbett and Ross (1980),
Pervin and John (1997), K.Polanyi (1944), M.Polanyi (1958),
Rutherford (1994), Sullivan (1964), Veblen (1914, 1919 and
1934) and the Elgar Companion to Institutional and Evolution-
ary Economics (1994). For an analysis of these issues regard-
ing public utilities refer to, among others, Bonbright (1961) and
Glaeser (1957).
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best outcome (even leaving apart the intrinsic difficulty of
defining such a concept) can be achieved, and, thus,
regulatory policies tend to reach only a compromise be-
tween different needs and interests.

1.3 The Public Policies - Interest Groups Matrix

The observations summarized above can be further
developed by considering the problems of co-ordination
between the policies influencing public utilities. In order
to address a number of problems related to this issue,
we have outlined a simple matrix showing the relations
that may intervene between the policies affecting public
utilities considered with regard to their effects on interest
groups, which are meant, in a broad sense, as any
group concerned in one way or another with public utili-
ties regulation.

The aim of the matrix (table 1) is to provide a tool for
facilitating the analysis of the effects of policies — as as-
sessed by different interest groups, policy-makers and
persons — on regulatory activity.

* The matrix can be denoted as P = [pj], where i =
1...,k represent the interest groups and j = 1...,n the poli-
cies. In the example, we utilize the following symbols:
Regul: Regulatory; Compet: Competition; Indust: Indus-
trial; R&D: Research and Development; Envir: Environ-
mental; Macr: Macroeconomic; Soc: Social. For exposi-
tion purposes, these symbols can be further abbreviated
as follows: Regulatory = i1; Competition = i2; Industrial =
i3; R&D = i4; Environmental = i5; Macroeconomic = i6;
Social = i7. Interest groups are indicated as follows:
Stakeholders: 1j; Users: 2j; Environmentalists: 3j, making
up a 3 X 7 matrix.
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THE PUBLIC POLICIES - INTEREST GROUPS MATRIX

TABLE 1

FOR A PUBLIC UTILITY OVER A GIVEN PERIOD*

POLICIES PAYOFFS
INTEREST REGUL | COMPET | INDUST | R&D ENVIR | MACR SOC |PER ROW
GROUPS
STAKE- XX | X1y | Xy | x| Xy | Xpxqy | XXy | 2XjXqj
HOLDERS 1] j 1] j X1j jX1j jX1j jX1j j 1] j 1]
USERS kol | Zixo | X2 | X | XX | XX | XX | ZEjXgj
ENVIRONMEN- |  ¥iX3; Yi X3 31 X3 ¥i X3 >i X3 2 X3j 2iX3j | 22jX3
TALISTS JX3] j X3j j X3j j %3] j %3] j %3] j X3j j X3
TOTAL
PAYOFF
PAYOFFS 2i2jXij | ZixjXijp | ZigjXij | ZixjXij | ZijXij | 2ixjXij | 2iXjXij | ZiX2j Xij
PER COLUMN =
2202 Xjj
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The matrix allows us to see the effects of each policy
on each interest group. In this way it is possible to calcu-
late the payoffs for interest groups (payoffs per row) and
for policies (payoffs per column), and the overall payoff.
For the sake of simplicity, we do not consider time-
patterns, which, of course, would be necessary to include
in @ more complete analysis. The interpretation of this
matrix can be illustrated in the following way:

1) We hypothesize that there are many and complex in-
terrelations between public policies which, also for the
characteristics of policy action outlined in the concluding
chapter, can hardly be identified univocally. Regulatory
policy is considered in a narrow sense, including only that
applied by direct regulatory bodies—for instance, setting
tariffs and standards of quality.

2) Each policy measure can have two types of effects on
public utilities (considered, for the sake of simplicity, one
at a time). The first one is a direct impact on the public
utility while the second one is an indirect effect on the
other policies which, in turn, influence the public utility.
Consequently, the total effect of each policy measure on
interest groups is made up of the sum of two compo-
nents: the first one is the direct effect of that policy
measure, while the second one is constituted by the ef-
fects of that policy measure on the other policies which
can have an impact on the public utility. For instance, an
industrial measure is likely to have effects that also influ-
ence other policies; relatedly, the overall effects of the in-
dustrial policy depend also on the effects that other poli-
cies may have on the industrial policy domain.
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3) We consider such policies only with regard to their ef-
fects on each public utility, although they usually have ef-
fects that go far beyond this scope. For instance, macro-
economic policy impinges, through its effects on interest
and inflation rates, not only on each public utility but also
on the whole economic system. Similarly, regulatory poli-
cy has a bearing, also through its indirect effects on mac-
roeconomic and other policies, on the entire socio-
economic system; however, these effects are considered
only with regard to their consequences on the public utili-
ty examined at the time.

4) In table 1, the identification of policies and interest
groups has been made at an aggregate level, but, of
course, each category can be subdivided into many sub-
groups, and new categories can be added. Indeed, each
policy considered in the example is likely to consist —
especially in the complex societies of today — of many
measures often applied by different institutions. In this
regard, every classification of policies — and also, within
this ambit, the identification of the measures considered
more relevant for the analysis — assumes a conventional
character, in the sense that it is made according to a def-
inite set of criteria and objectives. This complexity of polit-
ical economy was underlined in particular by Commons
(1924 and 1934), where he shows that policy action con-
sists not only of the activity of government and legislative
institutions, but also, in a continual interplay, of the activi-
ty of courts, and of multifarious expressions of collective
action—for instance labour, environment and consumers
associations.

5) We regard the effects of policies only as assessed by

different interest groups, policy-makers and individuals.
As a consequence, the assessments of each group may
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assume different structures and values. In this respect,
identifying among all these policy assessments which
could be “the best” is a very difficult task as the policy
outcome tends to be appraised on the basis of different
criteria, objectives and “visions of the world”. And, fur-
thermore, crucially depends on the characteristics of the
“institutional game” — based on a complex set of expec-
tations — taking place between all the concerned
actors.

6) Since the interaction between different policies un-
folds itself in a continuous way, the matrix should ideally
be able to account for all these interactions but, obvious-
ly, this is impossible. Therefore, we must content our-
selves with analysing the effects — which can be con-
sidered either at an ex-ante or ex-post dimension —
brought about by a change in a particular policy (or poli-
cies) on the structure of a particular utility over a given
period. However, we should be aware that, as the initial
situation from which the analysis starts also represents
the outcome of previous policy action, this process pre-
sents a co-evolutionary character involving in a very
complex way the relations between utilities, policies and
institutions.

7) We do not consider the attempts of interest groups to
obtain policy measures to their advantage even though
these strategies should be carefully considered in the
analysis of specific situations.

8) In these assessments every possibility is allowed: for
instance, an interest group may assume that policies “do
not matter” or that there are no interrelations between
them. Such group may care only about the effects of pol-
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icies upon itself — and, in this case, the values are re-
ported only in the correspondent row of the matrix — or
else may also assess the effects upon other interest
groups, and so filling all the elements of the matrix. The
same holds true for the assessments of policy-makers
and other observers, even though it is more likely that
policy-makers have better information for elaborating a
more comprehensive assessment. Furthermore, all these
assessments can consist of either scant remarks or well
grounded studies of the situation. The same openness of
the matrix applies to the criteria utilized for assessing the
effects of policies: they could be whatever the actors
deem adequate for the situation, and may be valued ac-
cording to different objectives, theories and methodolo-
gies: as regards the objectives, we can mention tariffs,
quality of services, productivity, costs, innovation, market
structure, redistributive effects, impact on environment.
As it could be expected, different interest groups, policy-
makers and persons are likely to attach different im-
portance to these parameters and are likely to utilize dif-
ferent theories and methodologies for calculating their
values. In this sense, the purpose of the matrix is to pro-
vide a means for bringing out and comparing such as-
sessments in order to realize, as we will see in the next
chapter, a more effective social valuing process.

9) The verb “calculate” employed before requires an ex-
planation: even though it is possible to make — by utiliz-
ing the available data that, as is well known, are neither
neutral nor completely reliable — tentative quantitative
assessments for some relevant parameters of the public
utility structure (for instance, costs reduction and quality
improvement), careful qualitative assessments should
always accompany and qualify such assessments. For
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instance, even considering only the costs reduction di-
mension, the available data can give a reasonable pre-
cise outline of the short-term figures but are clueless for
grasping the effects of policies on the structural tenden-
cies of the firm (for instance, its ability to innovate at pro-
ductive and organizational levels) which, in the long run,
are likely to have a substantial impact on the firm's ability
to reduce its costs. The importance of such thorough pol-
icy assessments springs also from the circumstance that
policy action tends in one way or another to impinge up-
on the institutional context. These effects are particularly
far-reaching in case of structural policies involving rele-
vant changes of regulatory regime but are likely to have a
considerable impact even within seemingly minor or “rou-
tinely” policy action.

1.4 A Pair of Examples

In order to illustrate how the matrix could be em-
ployed in real situations, we can start by illustrating the
simplest example, related to the assessment of a single
policy — for instance, an industrial policy measure — by
an interest group, a policy-maker or an individual by illus-
trating the simplest example in the table 2.

In the following table 3, we complicate somewhat the
picture by considering two policies, a regulatory policy
measure combined with an industrial policy measure. For
instance, the regulatory measure could be a tighter price
cap for the regulated firm and the industrial measure a
tax reduction on the firm's re-invested profits.
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TABLE 2
THE PUBLIC POLICIES
INTEREST GROUPS MATRIX FOR A PUBLIC UTILITY OVER A GIVEN PERIOD

The hypothetical effects of an industrial policy measure on interest groups

POLICIES
INTEREST REGUL COMPET | INDUST | R&D | ENVIR | MACR SOC | PAYOFFS
GROUPS PERROW
STAKEHOLDERS -113 143 213 143 013 013 013 3
USERS 123 123 123 123 023 023 123 1
ENVIRONMENTA- -133 033 133 133 -133 033 133 -1
LISTS
TOTAL
PAYOFFS PAYOFF
PERCOLUMN -1 0 2 1 -1 0 2 3
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THE PUBLIC POLICIES

TABLE 3

INTEREST GROUPS MATRIX FOR A PUBLIC UTILITY OVER A GIVEN PERIOD

The hypothetical effects of a regulatory policy measure
and of an industrial policy measure on interest groups

POLICIES
INTEREST REGUL COMPET INDUST R&D ENVIR MACR SOC PAYOFFS
GROUPS PER ROW
STAKE- (-111) +(143) | (-211) +(113) | (-611) +(213) | (-241) +(143) | (-111) +(113) | (-111) +(113) | (111) +(113) -4
HOLDERS
USERS (121) +(123) | (221) +(-123) | (121) +(123) | (021) +(123) | (221) +(-123) | (-221) +(123) | (321) +(-123) 8
ENVIRONMEN | (331) +(-133) | (131) +(033) | (131) +(-133) | (231) +(-133) | (331) +(-233) | (-131) +(023) | (131) +(-133) 4
TALISTS
TOTAL
PAYOFFS PAYOFF
PER COLUMN 4 1 -2 1 2 -2 4 8
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The example shows that the assessment of table 3
obtains a better total payoff than table 2 but does not
eliminate conflicting views between interest groups, be-
cause higher payoffs for the users and environmental-
ists are accompanied by a negative payoff for the stake-
holders. Now, supposing the assessment of table 3 be
that of stakeholders, it is likely that for the same set of
policies users and environmentalists would provide quite
different assessments (which, for our purpose, we do
not need to report here in their complete extension) and,
as a result, the payoffs per row (or per interest group)
would account for very different values; this is shown in
the following table:

TABLE 4

THE ASSESSMENTS OF EACH INTEREST GROUP
FOR THE POLICIES OF TABLE 3

PAYOFFS | PAYOFFS | PAYOFFS

PER ROW | PER ROW | PER ROW

(Stakehold)| (Users) (Environ)
Stakehold -4 2 3
Users 8 5 5
Environ 4 3 -3

Total Total Total

8 10 5
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As can be seen, by making more explicit the points of
conflict, it would become less difficult to confront different
opinions and try to understand the reasons for diver-
gences.

It is also important to stress that in the table we
have provided a numerical example, where the numbers
can be related to the various parameters as utilized and
assessed by each interest group, but, of course, as ob-
served before, the matrix may also contain qualitative or
non-measurable assessments. As already noted, the
assessments of each interest group reflect only this
group's opinion as to what it holds to be the effects of a
given set of policies. Needless to say, the real effects of
such policies may turn out to be quite different from
these assessments, also for the intrinsic difficulty of pol-
icy analysis.

In the light of these problems, we shall discuss a
number of these issues and the role that social value
may play in improving policy action.

1.5 Implications for Policy Action

One implication of this analysis is that the application
of a regulatory policy to a public utility — for instance, set-
ting tariffs and standards of quality — is not as simple as it
may appear at first glance. In fact, this activity demands
the implicit or explicit appraisal of other aspects, such as
the characteristics of the related industries and markets,
the universal service obligations, and the macroeconomic
variables, which fall into the domain of numerous policies,
such as, in our example, competition, industrial, R&D, en-
vironmental, macroeconomic and social.

Just to give an example of this complexity, let us
suppose that a regulator sets the tariffs for a utility ac-

40



cording to a price cap method, expressed, in its simplest
form, as

1. AT =RPI-X

where AT is the average variation of the tariffs of a bas-
ket of regulated services, RPI denotes the retail price in-
dex, and X is the target of the increase in productivity as-
signed to the utility. As is well known, the incentive
mechanism of this method is supposed to lie in the fact
that if the utility realizes a productivity trend higher than X
it can retain the related profit. However, identifying an
adequate value for the X is more difficult than the formula
would suggest at first glance. Indeed, we can note that —
besides other widely analysed problems of the applica-
tion of price cap, for instance, informational asymmetries,
ratchet effect, quality of services, universal service obli-
gations — in order to fix an adequate incentive value for
the X it is necessary to have an idea of what could be,
within the regulatory period, a “reasonable” pattern for
this variable. Otherwise, an excessively low value would
reduce incentives for the utility to increase productivity
whereas an excessively high value would make it difficult
to recover its costs.

However, the point we deem important to underscore
is that a “reasonable” pattern of productivity for a utility is
determined also by the characteristics of other policies —
for instance, industrial, innovation and competition —
bearing on its structure; consequently, in order to identify
a bright value for the X it is all-important to take the prob-
able effects of these policies into account.

Furthermore, also the incentives mechanisms work in
a more complex way than assumed by the simple hy-
pothesis of profit maximization. As we will see later on,
economic action constitutes an aspect of a broader social
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and cultural context. In this light, if we regard firms not as
isolated atoms but as institutional phenomena heavily
embedded in the social context, it becomes apparent
that, for a firm, its set of objectives constitute the evolu-
tionary outcome of many influences. In the dynamics of a
firm’s strategy, paramount importance assumes the con-
cept of reasonable value (cf. next paragraph).

In this example, we have considered the RPI - X
price cap only for its practical relevance in public utilities
regulation, but, needless to say, the matrix can also be
utilized for appraising other tariff methods and regulatory
issues.

Good instances of these issues include the merging,
acquisition and diversification strategies of a utility which,
for the assessment of their effects, require the considera-
tion of aspects falling into the domain of many policies. In
this sense, the last decades have witnessed a huge
transformation in public utility regulation. These reforms
have acquired a prominent importance in socio-economic
debate for two main reasons:

— public utilities are intrinsically important for economic
and social life since they provide the essentials goods
and services for the citizen. Hence, every change in their
structure carries with it far-reaching effects.

— Also for this reason, public utility regulation lies at
heart — also at symbolic level — of the widely debated
issue of the various organizations of economic system. In
particular, the discussion has centred on the effects of
different options of privatization and public ownership,
and of degrees of market “liberalization”, on important
policies objectives: in particular, costs reduction, quality
of services, redistributive effects.

In appraising these options, an adequate level of co-
ordination between all the policies influencing public utili-
ties — which implies an explicit consideration of the trade
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offs which may occur between different policies — seems
paramount because it can reduce the uncertainty and the
asymmetric informational problems of regulatory activity.
Since different policies are likely to be devised and ap-
plied, at least in part, by different institutions, the issue of
policy co-ordination brings the issue of institutional (and
social) framework into the picture as well.

In this regard, the “public policies - interest groups
matrix” — since it is conceived as a tool that can help the
interested individuals, groups and institutions to better
exchange their opinions and information about the effects
of policies affecting public utilities — can contribute to re-
alize a more explicit and effective social valuing7 process
which, in turn, can further a better co-ordination between
all the policies and institutions which are likely to have a
bearing on public utilities.

" The theory of social value has a long tradition in the history of
economic theory, and, in its simplest form, stresses that the
system of social and individual values plays, more or less ex-
plicitly, a crucial role in policy action. The following passage
expresses effectively this concept: “To conceive of a problem
requires the perception of a difference between ‘what is going
on’ and ‘what ought to go on’. Social value theory is logically
and inescapably required to distinguish what ought to be from
what is; indeed, it is implicit in modern methodology.”, in
Hodgson, Samuels e Tool (edited by, 1994, vol. |, p.406).
The evolutionary, conflicting and relative character of social
value is underlined by Commons through his concept of rea-
sonable value (cf. in particular chapter 5). Regarded in this
light, a full understanding of the concept of reasonable value
would require a far-reaching analysis of the historical, econom-
ic, legal, ethical and psychological aspects which, in their
complex interplay, concur to shape the characteristics of col-
lective action — and the corresponding nature of the whole set
of public policies involved — in any considered situation.
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For instance, considering the previous example, this
process would lead to ask, among other questions: Why
would stakeholders feel worse off in the new situation?
What could be a reasonable value for the firm's rate of
profit and return on capital? What are the effects of poli-
cies on the firm's long term objectives—for instance inno-
vation, better quality of products, workers participation,
cleaner technologies? What are the effects of policies on
social objectives and institutional structure? What are the
expectations of the parties involved, how are they deter-
mined, and which role they play in shaping the related
“institutional game” between the concerned actors?

This process calls for an adequate involvement of in-
dividuals and groups (for instance, consumers, labour
and environmental associations) interested in the activi-
ties of public utilities. Such participation could be benefi-
cial to policy action for the following reasons:

1) It can be a useful source for the exchange and diffu-
sion of knowledge and experience regarding all the as-
pects of regulation. In particular, as observed before,
these groups can play, through their interpretation of the
contents of legislation and regulations, a central role in
the definition and application of numerous aspects of
these provisions—for instance, by adopting internal
codes of conduct and, more generally, by their ways of
soliciting their objectives.

2) Relatedly, this participation can perform a monitoring
function on the activity of policy and regulatory institu-
tions and, thereby, can contribute to reduce the problems
of asymmetric information and multi-principal structure
outlined above.

By furthering the process of social valuing in this way,
it would become possible to gain more knowledge on the
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complex interplay between institutional framework, inter-
est groups and policies in public utilities domain, and thus
to provide with a more precise content the notion of pub-
lic purpose and of the related process of social vaIuingS.
In this way, it would become easier to reduce the typical
problems of policy action, which refer to the following in-
terrelated factors:

® In relation to these problems, it is interesting to note that the
theory of social value might seem to run into the typical prob-
lem of “cultural relativism”: in fact, it could seem that, if what
matters is the adequate expression of social value, then any
kind of value (and of corresponding policies and public pur-
pose) — for instance, even social values based, in Veblen's
terminology, on predatory and acquisitive attitudes — so ex-
pressed should receive, on the grounds of ensuring equal re-
spect to each context considered, equal legitimacy no matter
how ethical we deem it to be. In this respect, the central ques-
tion becomes how to identify the ethical foundations of social
value and policy action. On this matter, as also shown in an-
other work, the ethical foundations of social values and poli-
cies may be found not so much in some kind of abstract uni-
versal principles (or moral duties) of kindness and solidarity
but, rather, in rooting these principles in the actual needs of
the person. In this sense, psychological sciences, in a mutual
collaboration with institutional economics, can play a para-
mount role in identifying these needs and the policies most
adequate for their attainment.

For instance, if we assume, following the insights of Veblen
and of many psychological studies, that the propensions of
workmanship and parental bent — or, in the terminology of
contemporary psychology and psychoanalysis, the need to es-
tablish sound interpersonal relations — lie at the heart of the
true expression of the needs of the person, the ethical princi-
ples of solidarity, democracy and participation can be en-
dowed with a more precise content as they would be based on
a continual scientific-based observation of the characteristics
of human needs (cf.. also the next footnote).
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— Complexity, uncertainty, incomplete and asymmetric
information of policy action, also due to the interrelations
between policies, institutions and interest groups;

— different opinions and objectives of the actors involved
in policy-making, who are often concerned, as observed
before, only with one or a few aspects of policies;

— efficiency and efficacy of public administration;

— difficulty — also due to path-dependency and lock-in
phenomena — of prompting the economic and institu-
tional changes which may be necessary for the effective-
ness of policies.

In the presence of these problems, the criteria ac-
cording to which collective decisions are made are likely
to be correspondingly “shadowy”, because in these situ-
ations the clarity and the explicitness of social valuing
process tend to be impaired. As a consequence, policy
action — by tending to become overwhelmingly biased
in favour of the stronger groups and/or less able to have
an actual “grip” on the situation — may fail, to a greater
or lesser extent, to respond to the profound needs of
society.

As acutely observed by Dewey (1939), a situation of
this kind, in which policies are unable to address effec-
tively the economic and social problems, could raise a
call, in absence of a clear recognizance of the real caus-
es of the problems, for an authoritarian “solution” which,
however, for the reasons we have tried to set forth, would
end up worsening the capacity of the system to under-
stand and solve the real problems of societyg.

® In this light, the issue of participation — as stressed by prag-
matist and institutional economics thinkers and, within partly dif-
ferent conceptual frameworks, by many other scholars: for in-
stance, in addition to the authors previously considered, Ayres,
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As can be easily noted, these problems tend to be-
come more critical in situations — occurring with great
frequency in less developed countries and backward ar-
eas — of structural problems that render the trade offs
and conflicts between policies more acute. Indeed, in
these circumstances, an adequate process of policy for-
mulation would be all the more important, but the capaci-
ty of policies to master these problems is likely to be
dramatically insufficient. This may happen because the
“quality” of policies is not independent of the other char-
acteristics of the social and economic context, but, rather,
is partly determined by them. In this sense, the “quality”
of policies should not be regarded as a totally exogenous
variable but as a collective (institutional) and evolutionary
pattern of action which is, at least in part, endogenously
determined by the conflicts, values and motivations of all
individuals and institutions involved.

In the light of these problems, the issues which can
be addressed by the matrix are not limited to public utili-
ties regulation but, as a consequence of the interrelated-
ness existing between policies, reach out other policy
domains as well.

Bastide, Durkheim, Etzioni, Galbraith, Giddens, F.Hirsch,
Hirschman, Marx, Myrdal, K.Polanyi, M.Polanyi — can be con-
sidered equivalent to the problem of creating an institutional
system ensuring the growth of more and more effective demo-
cratic structures in the political, economic and social spheres.

In this regard, we can observe that an insufficient process of
participation — by bringing about an inadequate expression of
the structure of “reasonable value”, that is, of the conflicts and
motivations lying at the heart of social life — may constitute an
important explanation of the failure of policies to respond to
the profound needs of society and of the corresponding phe-
nomena of “anomie”, alienation and insufficient socio-
economic development.
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In this regard, the matrix could also be utilized for
dealing with other important economic issues—for in-
stance, competitiveness, economic development, unem-
ployment and environment protection, also considered in
their supranational dimension.

1.6 What Role for Mathematical Models in Economics?

But, what are the implications of the previous discus-
sion on the score of economic models, highly based on
mathematical reasoning, dealing with these matters?

In this regard, our work pinpoints that economic
structure constitutes an aspect of a larger framework of
institutional relations of “conflict”, “dependence” and “or-
der”. These relations lie at the bottom of the social value
process, which conveys the manifold and evolutionary
nature of the cultural orientations of a society. In the dy-
namics of these institutional-framed relations, there is a
profound mutual link with policy action which, as we have
seen, is just another name for a more organized type of
collective action.

In the analysis of these problems, it seems central to
look into the interrelations between macroeconomic poli-
cies (typically, more short-term targeted) and structural
policies (typically, more long-term oriented).

As a matter of fact, on the one hand, macroeconom-
ic policies, as widely acknowledged, influence structural
policies—for instance, industrial, competition, innovation
and regulatory. But, on the other hand, structural poli-
cies also impinge on macroeconomic policies. For in-
stance, the effects of a Central Bank's set of measures
on structural policies are quite apparent, but, however,
also the other way round set of effects needs to be tak-
en into account.
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Indeed, structural policies also influence, in a com-
plex system of interactions, (i) the effects of macroeco-
nomic policies on the short-term targets of employment,
inflation and interest rates; and (ii) the economic and so-
cial framework in which macroeconomic policies are
‘embedded”.

In this regard, the institutional framework in which
policies are framed also matters: even leaving aside the
long-standing debate over the degree of independence of
the Central Bank, it is evident that, by applying an institu-
tional-based perspective, the Central Bank should be re-
garded as a part of the related socio-economic structure:
therefore, its policies condition, and are influenced as
well by, the institutional framework to which it belongs.

Also in that connection, it seems important to gain
more light on the complex interplay between institutional
framework and policies at the various levels of collective
action. This process, in turn, would help to lessen the typ-
ical problems of policy action described before.

This is even more true on account of the importance
of international relations where the issues under investi-
gation acquire a multiple and interrelated economic, so-
cial and cultural dimension. In addressing these issues,
we do not think that economic formalization should be
banned from economic analysis but that the resulting
models — with all their implications, including those re-
lated to policy action'® — should be considered only as a

' The same considerations can be applied to the received theo-
ry of political economy. In this regard, it is certainly correct to
posit that for attaining a policy objective at least an autonomous
instrument is required and that, ceteris paribus, it is more effi-
cient to assign to an objective the instrument that produces the
greater effect. However, by taking into account the numerous
interrelations between policies, institutions and interest groups,
the enquiry into any given policy pattern becomes more open
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rough, tentative and temporary approximation to some
aspects of reality and that, consequently, also other
methodological approaches are required. In this sense,
without forgetting the risk of simplifying and overlooking
important aspects of reality, economic models could be
cautiously employed for stressing some important eco-
nomic (and hence institutional) relations. For instance,
considering the familiar macroeconomic identity for an
open economy,

1. YEC+I1+G+NE

where the aggregate production (or income) is equal to
the sum of the aggregate consumption, investment, pub-
lic expenditure and net exports, it is evident that this iden-
tity is, in a sense, of a “technical” character but, at the
same time, it is also apparent that all the relations inter-
vening within and between its components acquire an in-
stitutional, or collective, character. For example, let us
assume the familiar assumptions that aggregate con-
sumption and investment are defined, in their simplest
form, by the following general functions:

2. C=cY +Ca

where ¢ = marginal propensity to consumption
Ca = autonomous consumption

and
3. I =f(Y, i
where i = real interest rate

and complex. Needless to say, in some instances some simpli-
fication can be required for everyday policy action but it should
be remembered that these simplifications, in the absence of fur-
ther enquiry into their validity, may prove to be misleading.
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It is plain that these functions describe not only eco-
nomic, but also social, institutional and psychological re-
lations. For this reason, models cannot explain all eco-
nomic phenomena and, consequently, also other meth-
odological approaches are required in order to provide
with more precise contents these relations, with all the
corresponding policy implications. In this way, a system-
atic collaboration between social and psychological sci-
ences, by helping clarify the links and the conflicts inter-
vening between interest groups, policies and institutions,
would contribute to devise policies more centred on the
motivations and experiences of people involved in collec-
tive action.

Within this perspective, there is a growing collabo-
ration between institutional economics, psychological
sciences and the post-Keynesian strands of macroeco-
nomics.

As widely analysed in the literature on methods in
economics, inductive and deductive methods have differ-
ent but complementary “pros” and “cons”. on the one
hand, inductive method can reduce the risk of simplifica-
tion and reductionism but, for this reason, makes it more
difficult to elaborate a coherent and defined theory. On
the other hand, deductive method makes it easier to de-
vise theoretical models which, however, tend to be af-
fected by the shortcomings of simplification and reduc-
tionism.

In order to reduce this risk, economic models, and
the corresponding econometric estimates, should always
be accompanied by field-study enquiries, even when
there seems to be a good correlation between variables
in regression analysis.

In fact, firstly, as stressed by econometric analysis it-
self, one should be very cautious in interpreting the cau-
sality relations between all the relevant phenomena; and,
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secondly, there exists a wide array of phenomena which
cannot be safely detected by econometric analysis. For
instance, the whole sphere of qualitative and cultural
transformations — which, as we have tried to show, in-
volve, within a complex set of interrelations, all the eco-
nomic, social, institutional, juridical, psychological and
ethical aspects of individual and collective action — can
only very imperfectly be identified by econometric
analysis.

In this respect, the problem does not lie in the econ-
ometric estimates as such but in the circumstance that
econometrics can sometimes be employed with the (most
unconscious) purpose of skipping the analysis of all eco-
nomic and social phenomena which cannot easily under-
go econometric verification.

Furthermore, even among the ambit of the more
“‘quantifiable” aspects, the enquiry can hardly be “neu-
tral”, since it is embedded in the whole framework of val-
ues and preferences of the researcher.

Needless to say, also inductive methodology can be
imperfect and biased by the values and preferences of
the observer. In this sense, a continuous critical assess-
ment of the pros and cons of the methods employed
would be paramount for improving, at the same time, the
focus and the scope of the enquiry.
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CHAPTER 2

THE INSTITUTIONAL FOUNDATION
OF THE MARKET

2.1 Overview

In this part, we will analyse the importance of a social
and institutional framework for the existence and evolu-
tion of the “market economy”, with a special focus on the
interrelated policies of sustainable development and so-
cial justice.

As is known, the analysis'' of the market constitutes
perhaps one of the most controversial aspects in the
study of the various forms of economic organization.

For instance, the long-standing debate on “market
socialism” has triggered diametrically opposed positions
as concerns the role played by the market in economic
and social development: on the one hand, advocates of
this system posit that the market existed before capital-
ism and, as a consequence, can also be present in a so-
cialist society. On the other hand, opponents maintain

" This chapter builds on my contribution to the AHE Confer-
ence, London, 9-12 July 2009, which, in turn, draws much of
its contents from my article “The Institutional Analysis of the
Market”, published in the International Journal of Green Eco-
nomics, vol.2, n4., pp.379-391, 2008; link
www.inderscience.com/ijge
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that the market constitutes an economic device for the
exploitation of workers and, as such, can exist in its most
developed form only in a capitalistic economy. Even
among non-socialist economists ideas widely differ with
respect to the role of the market in many structural, and
related, issues—for instance, scientific and technological
progress, economic development, unemployment, envi-
ronmental protection.

As a matter of fact, the analysis of the market lies at
the juncture of many important aspects of economic
structure and of the corresponding forms of policy action:
in particular, public action and private initiative, forms of
competition, and the correlated concepts of capitalism,
socialism, sustainable development, participation and
democracy.

In order to enquire into these complex relations, we
employ, in an interdisciplinary and pluralistic perspec-
tive, a number of contributions from institutional eco-
nomics and other important social and psychological
theories.

In light of these insights, we try to evidence that the
market does not constitute an “exogenous mechanism”
but, rather, an institution which co-evolves with other
institutions, thus contributing to shape the distinctive
economic, social and cultural features of any given
context.

In the analysis of such issues, these theories can
contribute to cast a deeper light on the following interre-
lated aspects: (i) the structure of collective action; (ii) the
relations between market and non-market arrangements;
(iii) the nature of market failures and imperfections; (iv)
the problems of co-ordination between the various poli-
cies bearing on the market structure, also considered in
their supranational dimension.
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2.2 The Approach of Institutional Economics

As is known, institutional economics ' originated in the
United States in the first decades of the 20™ century. Its
cultural roots can be identified in the philosophy and psy-
chology of Pragmatism — in particular in the theories of
Charles Sanders Peirce, John Dewey and William James
— and in the German historical school, whose principles
were developed by a scholar, Richard T.Ely, who had a
considerable influence on the formation of the first gener-
ation of institutionalists.

The principal exponents of institutional economics are
Thorstein Veblen, John Rogers Commons, Wesley Clair
Mitchell and Clarence Ayres. Relevant contributions were
also provided by J.Fagg Foster, David Hamilton, Walton
Hale Hamilton and Gardiner C.Means.

Significant contributions with important connections to in-
stitutional economics were provided by, among others,
John Kenneth Galbraith, Fred Hirsch, Albert Hirschman,
Gunnar Myrdal, Karl Polanyi and Michael Polanyi. Fur-
thermore, institutional economics has multiple linkages
with other significant strands of social thought: among
others, philosophical realism, the “new economic sociolo-
gy’, and the theory of technological innovation falling
within the “neo-Schumpeterian” tradition.

Within institutional economics, two main fields can be
identified: (i) the old institutional economics (OIE), consti-
tuted by the first institutionalists and by subsequent
scholars who shared its main concepts; (ii) and the new
institutional economics (NIE), composed of later scholars
adopting principles having important references in the

'2 For a detailed analysis of these issues refer, among others,
to Hodgson (2004) and the Elgar Companion to Institutional
and Evolutionary Economics (1994).
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Neoclassical and Austrian traditions'>.

The pivotal concepts characterizing the old institutional
economics can be summarized as follows: ceremoni-
al/instrumental behaviour dichotomy, instincts, culture,
evolution, habits, path-dependency, tacit knowledge,
technology, collective action, working rules and social
valuing. As underscored by numerous authors, OIE does
not present a completely unitary framework; within this
ambit, two main strands can be identified:

— An approach first expounded by Veblen, stressing the
dichotomy between ceremonial and instrumental institu-
tions; the role of habits of thoughts and action; the cumu-
lative character of technology in its relations with the
workmanship and parental bent propensities.

— An approach initiated by Commons, which focuses on
the evolutionary relations between economy, law and in-
stitutions; the nature of transactions and institutions; the
role of conflicts of interest and of the social valuing asso-
ciated with them; the evolution of ownership, from a ma-
terial notion to one of relations, duties and opportunities;
the role of negotiational psychology for understanding
economic and social phenomena.

Notwithstanding some differences between these ap-
proaches, the elements of convergence are remarkable:
for instance, between the concept of ceremonial and in-

'® For an analysis of the potentialities and problems of collabo-
ration between the OIE and NIE refer to the previous quotations.
In another work, we have shown the usefulness of employing
the conceptual framework of the OIE — in particular, the con-
cepts of habits, social valuing, path-dependency, culture and
evolution — in order to cast more light on the evolutionary and
institutional contents of concepts (in particular, transactions
costs, informational asymmetries and principal/agent relations)
developed in particular by NIE contributions.

56



strumental institution, on the one side, and the process of
social valuing, on the other. In this sense, the observed
differences tend to concern more the issues addressed
than the basic aspects of the OIE.

Within this conceptual framework, institutional eco-
nomics highlights that the presence of a collective context
— with its values, norms, organizations, routines, cus-
toms and habits — represents a necessary factor for the
performance of human activity in the socio-economic
domain. In fact, every individual action possesses, simul-
taneously, also a social, institutional, historical and psy-
chological dimension. For this reason, an understanding
of economic actions requires a joint analysis of all these
dimensions, which, of course, necessitates the adoption
of an interdisciplinary approach.

Now, we will concentrate on a number of aspects of
Commons’s theory of collective action, as it had laid the
foundations of the institutional analysis of the market.

2.3 Commons’s Theory of Collective Action

One of Commons’s most important insights (in par-
ticular, 1924 and 1934) is that, within a social context,
collective action is a necessary element for the perfor-
mance of individual action. The dialectic and dynamic re-
lations intervening between individual and collective ac-
tion are effectively expressed in this passage:

«Thus, the ultimate unit of activity, which correlates law,
economics and ethics, must contain in itself the three
principles of conflict, dependence, and order. This unit is
a Transaction. A transaction, with its participants, is the
smallest unit of institutional economics.», (Commons,
1934: 58).
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Transactions are classified into three categories —
Bargaining, Managerial and Rationing — according to the
relationship established between the parties involved.
The first concerns the relations between individuals with
equal rights — which do not necessarily correspond to
equal economic power — for instance, between buyer
and seller; the second regards the relations between
people organized within an institution, for instance be-
tween a manager and his or her collaborators; and the
third refers to the relations between the person and a
kind of collective action where there is no direct involve-
ment, as it happens, in particular, with the policy action of
Government. These transactions are quite diverse ac-
cording to the degree of direct intervention of collective
action but, at the same time, are extremely intertwined. In
their various combinations, they make up the tangled
weft of collective action. It is interesting to observe the
complex, conflicting and evolutionary role that institutions
perform in Commons's analysis, as expressed in the fol-
lowing passage,

«Since liberation and expansion for some persons con-
sist in restraint, for their benefit, of other persons, and
while the short definition of an institutions is collective ac-
tion in control of individual action, the derived definition
is: collective action in restraint, liberation, and expansion
of individual actiony», (Commons, 1934: 73).

The importance attributed by Commons to “human-
wills-in-action” and his interpretation of collective action
as a system of transactions does not imply, however, the
adoption of a mere “contractual” view of institutions that
overlooks the role of coercion and unexpected conse-
quences of human action. In fact, in many ways collective
action has a bearing on individual behaviour and, fur-
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thermore, can generate effects which do not reside in the
intentions of the individuals promoting it. But, and this
constitutes one of Commons's most significant insights,
individual action tends increasingly to take place within
institutions — e.g., within a framework of collective action
— rather than unfolding through a series of self-
contained acts.

In particular, his definition of transactions and institu-
tions makes it easier to look into the various forms of col-
lective action in the economic, social, cultural and psy-
chological domains, also in their interrelations with politi-
cal economy.

In this connection, Commons elaborated the concept
of “negotiational psychology”, which can be employed for
a better understanding of the complex relations underly-
ing the various transactions and institutions in their indi-
vidual and collective dimension. Indeed, negotiational
psychology involves the idea of conflict between different
feelings and values, which find their manifold expressions
at the various level of collective action.

2.4 The Juridical Articulation of Transactions
and the “Double” Definition of the Market

As we have seen, an interesting aspect of Com-
mons's analysis rests on the joint consideration of the in-
dividual and collective element as two necessary aspects
of collective action. This entails a shift of the analysis
from a “man-to-nature” to a “person-to-person” relation.
Even when the action seems utterly individualistic — for
instance in the case of a bargaining transaction where
the buyer and the seller seem to act exclusively out of
their personal interests — there is the presence, often
implicitly, of a significant collective element.
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By employing these concepts, it is possible to identify
for every transaction — which, as observed before, are
classified into bargaining, managerial and rationing — the
set of rights, duties, liberties and exposures, which are
exercised through a combination of performance, for-
bearance and avoidance behaviour. In this way, it is pos-
sible to address in more detail the significant relations
occurring inside and between the various transactions,
and how they impinge upon the related social, cultural
and institutional framework. In particular, the complex re-
lations between:

— “market and hierarchy”, which refers to the distinction
between bargaining and managerial transactions;

— “market and political economy”, which alludes to the
distinction between bargaining and rationing transactions;
— “hierarchy and political economy”, which can be traced
back to the distinction between managerial and ration-
ing transactions;

— as a way of synthesis, between “market, hierarchy
and political economy”.

With regard to the analysis of market-based transac-
tions, in Commons's theory the concept of market ac-
quires an interesting “double” meaning, which relates to
the various definitions of the market in economics. In fact,
Commons's notion of the market, which includes not only
the sphere of exchange but also that of production, is of
particular value for our theme as it orients the analysis to
important phenomena like co-operatives organizations
and collective bargaining. In Commons’s words,

«With Ricardo, as afterwards with Marx, a market was a
part of the whole process of production, and not a pro-
cess of bargaining....This technological process of a mar-
keting mechanism, considered as a part of the process of
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producing use-values, we distinguish as the technology
of marketing. The other meaning is the institution of bar-
gaining. These meanings are the difference between
managerial transactions and bargaining transac-
tions....This double meaning of marketing and exchang-
ing was the root of difference between Malthus and Ri-
cardo. It persists, with practical consequences, in modern
economics. One is the technology of markets, the other is
the pricing and valuing upon the markets.», (Commons,
1934: 364, 365).

In this respect, Commons provides a historical recon-
struction of the emergence of the market, in which he un-
derscores the importance of deliberate public intervention
in its creation. The origin of the market is located in the
following process, in which the role of the justice courts in
deciding disputes and so establishing the reasonable
value (cf. the previous chapter) prevailing at the time ap-
pears paramount,

«....A market usually originated with a special monopolis-
tic franchise, named a “liberty,” and granted to a powerful
individual or ecclesiastical magnate, authorizing him to
hold concourse of buyers and sellers, with the privilege of
taking tolls in consideration of the protection afforded.
These markets, thus established, were governed, even-
tually, by rules laid down by the common-law courts in
the decisions of disputes, but originally by rules of their
own making. The courts, in their decisions, developed the
principle of the “market overt,” or the public, free and
equal market....These principles were not something in-
nate and natural but were actually constructed out of the
good and bad practices of the time. The early physiocrat
and classical economists thought of them as handed
down by divine Providence or the natural order.», (Com-
mons, 1934: 775).
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2.5 Social Value and Policy Action

As we have seen, Commons's analysis of transac-
tions includes, in their mutual interaction, all kinds of so-
cial and economic relations—from the more individualistic
to the more collective ones. In this respect, a crucial ele-
ment concerns the role played by all these transactions in
making up policy action. These aspects, in turn, relate to
the importance of the process of social value in the dy-
namics of collective action. Within this ambit, Commons
elaborated the concept of reasonable value in order to
draw attention on the conflicting and evolutionary nature
of the process of social valuing. In this sense (cf. also the
next chapters), reasonable value is by definition an im-
perfect entity whose characteristics can be interpreted as
the synthesis of the conflicting and evolutionary structure
of collective action. In fact, social value process goes at
the heart of the nature of political economy, which is con-
sidered not as an activity stemming from the application
of some abstract law but as a collective decision-making
process involving many groups and institutions.

2.6 The Market as a Manifold Entity

Now, we try to employ these concepts for the analy-
sis of some controversial aspects of the market. In this
regard, it can be useful to look more closely into its defini-
tion. The market, in its simplest and broadest meaning,
can be defined as the possibility for persons to exchange
their goods and services, either directly or through the
medium of any socially accepted definition of “money”.

As can be seen, this definition includes a countless
range of economic situations: for instance, isolated, bar-
tered-based, exchanges in primitive economies, or more
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articulated exchanges in well developed markets—which
can be more or less capitalistic or socialistic. In the relat-
ed debate, and also in psychological perception, the
market appears as a manifold entity, which embodies
various and often contradictory features. In this sense,
the market can appear, on the positive side, as

() An instrument for attaining more liberty and better
economic co-ordination, in that it allows the unfolding of
personal initiative and creativity through a system of de-
centralized actions.

() A means for comparing and revealing information
about the characteristics of goods and services.

On the negative side, the market can appear as:

(1ll) A device, under the appearance of equal opportuni-
ties in the labour market, for exploitation of workers.

(IV) A way for devising, within the reality of pronounced
market imperfections, unfair deals in the marketplace,
through reduction in the quality of products and shrewd
manipulation of information realized also by means of
well organized advertisement strategies.

(V) As a consequence of these negative characteristics,
the market may constitute an ineffective system for re-
source allocation. Also for this reason, the market is likely
to entail alienation, frustration and distorted social value
process for all the participants, also through its effects on
the increase of the economic inequalities, the uncertainty
and disorder of the economic system, and the environ-
mental decay.

What is the relevance of all these aspects? In our
view, they are all potentially truly significant for social life
and interact among one another in a dialectic and con-
flicting way. The prevalence of one or the other depends
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on the social, economic and psychological relations un-
derpinning market structures and the related typologies
of transactions occurring therein. If these relations en-
gender an increasingly unequal distribution of power
and income — in short, if they rest on a kind of more or
less sublimated “predatory attitude” rooted in the struc-
ture of the social, cultural and institutional framework —
then it follows that the market can reinforce the negative
effects outlined before. But, supposing that the predato-
ry aspects are not so predominant, the positive effects
of market can, at varying degrees, outweigh the nega-
tive effects.

In our view, the real problems do not lie in the market
— e.g., in the exchange activity per se — but in the com-
plexity and often conflicting character of our motivations
which are reflected in, and at the same time blurred by,
the complexity and ambiguity of the market in any given
context.

In fact, there occurs a complex reciprocal interaction
between the “individual” and “holistic’ aspects of the
market, where, in the former, individual action influences
market structure and, in the latter, market structure has a
bearing on individual behaviour.

For instance, a professional can sell his or her ser-
vices in the market chiefly out of creative and altruistic
motivations — for instance, out of Veblen's workmanship
and parental bent propensions — but even chiefly out of
predatory and aggressive propensions aimed at increas-
ing without limits the quest for money and power. And, in
turn, market structure impinges more or less heavily on
the shaping of these propensions and the related “free-
dom?” of individual action within the market.

Thus, different propensions, both among different in-
dividuals and within the orientations and motivations of
each individual, are likely to be always present in the
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market and therefore constitute one of the most intricate
aspects of the socio-economic dynamics.

By adopting this approach, the market cannot realis-
tically be appraised as an abstract mechanism amenable
automatically — provided only that it be perfect enough
— to individual and social utility maximization.

In fact, the market constitutes an institution which
has been created and maintained by public policies and
therefore is heavily embedded in the economic, social
and cultural domain. This happens not only when mar-
ket transactions clearly acquire the nature of a social
and cultural phenomenon, as in the cases, widely inves-
tigated in social sciences, of the numerous economic re-
lations framed within a well-established family and social
network of customs, trust, kinship, friendship and citi-
zenship.

As a matter of fact, even the (seemingly) most atom-
istic and impersonal transaction occurring between indi-
viduals unknown to each other is rooted within a dense
framework of collective action, with all its rights, duties,
values and cultural orientations.

In this sense, the “market” implies, on the part of the
actors involved, a process of social valuing which, how-
ever, can be seriously impaired in situations where the
negative aspects of market prevail.

Furthermore, it is important to remember that market
relations certainly constitute one important way for ex-
pressing predatory attitude but by no means the only
one. In this sense, predatory behaviour can be present
also in non-market relations and, in this regard, human
history is full of these instances. Thus, the fundamental
problem becomes to understand the psychological rea-
sons and problems underlying predatory relations in
their connections with the economic, social and cultural
structure.
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Likewise, the market does not constitute the sole in-
stance for expressing personal initiative. In fact, on the
one side, market can be compatible with a socialist socie-
ty; and, on the other side, personal initiative can unfold
very well in public administration providing that the relat-
ed organization is flexible enough for allowing a real in-
volvement of the workers in its activities. As emerges
from Commons's analysis and, within a different context,
from the literature on quasi-markets, forms of transac-
tions and competition can exist in any kind of public insti-
tution.

2.7 The International Dimension of Market Relations

In that connection, it is worth noting that the more
harmful effects of market relations tend to be more pro-
nounced in the international domain. In fact, as investi-
gated in particular by the literature on economic devel-
opment and on the “unequal exchange’, it is through the
internationalization of production involving the developing
and emerging countries that the worst forms of exploita-
tion are likely to take place. There are several reasons for
this. Firstly, as highlighted in particular by Veblenian con-
tributions, the formation of modern nation-states has its
economic and cultural ancestors in ceremonial institu-
tions chiefly rooted on emulative and predatory habits of
thought and life.

In this respect, the capitalistic institutions of today, in-
cluding the juridical form of nation-state, continue to ex-
press these predatory attitudes, even though, as we have
seen, in Veblen’s analysis such situation could be over-
come by the rationalizing role of technology. But, this be-
ing the case, then it follows that competition associated
to market process comes about not only between individ-
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ual and firms but also, and perhaps even more, between
nations and larger supranational agglomerations. As a
matter of fact, in the latter cases economic competition is
likely to be more intense. Not only because a cultural and
political rivalry is most often injected in such competition,
but also for the reason that such competition — unlike
national situations where in most cases economic com-
petition is regulated and “concerted” in many respects
through legislative and contractual provisions — tends
to be almost completely unregulated in the “globalized”
world.

True, there are important initiatives for promoting fair
trade but they have not yet taken a strong foothold in de-
veloping and emerging economies.

2.8 Market, Capitalism, Socialism and Democracy

We will address some elements of such issues by
analysing how institutional analysis can help us to define
significant aspects of market, capitalism, socialism and
democracy.

For instance, what has been the historical evolution
of capitalism towards economic systems marked by a
growing complexity of public intervention in the econo-
my? And, with respect to the various conceptions of so-
cialism, what are the criteria for evaluating “what is so-
cialized” and through which institutional frameworks are
the decisional processes in a hypothetical socialist socie-
ty organized? If the socialization extends beyond income
distribution, the central problem becomes that of ensuring
an increasing participation in collective life: that is, of re-
alizing an increasingly complete form of democracy. But
how can we appraise whether these conditions are met in
real situations?
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The previous considerations directly bear on the role
of the market and the forms of competition in social dy-
namics. This is perhaps one of the most controversial as-
pects in the debate on the various forms of socialism. In
fact, as underlined in particular by the literature on mar-
ket socialism, the market is not necessarily associated
with capitalism. In fact, in the opinions of many authors,
market pre-existed capitalism and, consequently, can al-
so exist in a socialist' society.

" In Lawler's analysis (in Ollman, 1998) the decisive factor
for the development of the socialist economy is not the elimi-
nation of the market for goods but the progressive limitation
and regulation of competition in the labour market. Of course,
as we are trying to make evident, also the market for goods
would require different types of intervention and would be
compatible with a notion of socialized ownership (for a com-
prehensive analysis of socialist thought see the encyclopedic
work edited by A.Salsano, Antologia del Pensiero Socialista,
Bari, Laterza, 1979).

In this regard, we can note that the issues of market social-
ism can receive a better insight by employing also the con-
cepts of institutional economics and psychoanalysis. In this
regard, a good example is Commons’s account of the evolu-
tion of the concept of ownership, from a notion of simple pos-
session of goods to one of relationships, rights, and opportu-
nities referred to as incorporeal and intangible property. In
this regard, Commons shows how the evolution of the con-
cepts of ownership and freedom has accompanied the birth
and evolution of capitalism that saw (and sees) the rise and
development of new social classes in respect to which has
arisen the need of building a body of norms, transactions and
institutions in order to increase their participation in economic
and social life. With regard to the worker, this implies a signif-
icant shift from a physical concept of ownership, tending to
consider the workforce as mere goods, to a notion of rights
and relationships extending their opportunities to participate
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The main problem in this debate is that the concepts
involved are extremely complex and intertwined and can
be interpreted differently according to the experiences
and values of the different subjects. In fact, as we have
tried to show, the market does not constitute an “exoge-
nous mechanism” in relation to the goals and values of
the subjects involved. But, rather, it is an institution that,
with its relationships of “conflict”, “dependence”, and “or-
der” — which are expressed, as noted above, in a com-
plex system of juridical relations of rights, duties, liberties
and exposures — evolves along with other institutions,
thus contributing to identify the distinctive features of
economic, social and cultural evolution™ in any given
context.

In this respect, if we consider the alleged more free
market-oriented productive sectors, we realize that, even
in these instances, consumers’ demand rarely constitute
the sole criterion for the existence and development of
these sectors.

Indeed, in the related policy action there often comes
into play other goals which tend to embrace numerous

in productive life. It is from this basis that, through a wide
scrutiny of legislation and court rulings, Commons investigat-
ed the evolution of labour rights, union rights, and social leg-
islation. We can also observe that the enquiry into these is-
sues would demand a more pluralistic and socially—grounded
approach to the notion of human capital (for an interesting
analysis cf. Bottone 2008).

'* This relates to the importance of cultural factors (meant in
a broad sense) in determining the forms of economic and so-
cial organization: in this regard, we can observe that in differ-
ent historical experiences the various forms of capitalism and
socialism, while sharing important features and in turn influ-
encing pre-existing cultural structures, also acquired their
own distinct specificity.
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policies and institutions: for example, scientific and tech-
nological development, increase in employment, industri-
al restructuring, social and environmental impact. Moreo-
ver, these policies tend to carry multifarious influences on
consumers’ demand.

This complexity tends also to be reflected in the increas-
ing articulation of the ownership structures of companies,
which tend to mirror the presence of the various — “pub-
lic” and “private” — interest groups involved'®.

It is also important to note that changes occurring in the
market system directly impinge upon the forms of compe-
tition; in this sense, we can observe — without entering
into the complex psychological and social implications1

of the concept of competition — that competition does
not constitute a static concept but evolves along with the
transformations of economic and social organization.

'® It is important to note that also the notions of “public’ and
“private” are not absolute concepts but are created by, and
evolve with, the set of norms, institutions and policies of any
given context.

It is important to note that competition arises not only in
economic action. As widely investigated in psychology, psy-
choanalysis and sociology, forms of rivalry and competition,
often associated with emotional problems, are likely to play a
pivotal role in childhood during family and school experiences.
Relatedly, social environment can also embody forms of com-
petition among persons, groups, classes, institutions and na-
tions based on values not directly economic-driven, such as
influence, power and prestige. In this regard, also competition
assumes a distinct “institutional” character. As effectively ex-
pressed by Commons, “Competition is not Nature’s “struggle
for existence” but is an artificial arrangement supported by the
moral, economic, and physical sanctions of collective action.”,
(Commons, 1934: 713).
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2.9 Bringing together Liberty and Social Justice

The previous discussion directly bears on the issues
of democracy and participation, which, as is known, have
always been the crux of the debate on the various forms
of economic organizations. As a matter of fact, there
seems to exist an irreconcilable trade off between social
justice, on the one hand, and liberty and democracy, on
the other.

In this regard, socialist thought often regards the so-
called “bourgeois liberty” and the market system associ-
ated with it as a stratagem for exploiting the worker in the
factory system under the guise of an apparent equality of
conditions.

For instance, in Marxist theory the market produces
an “exchange of equivalents”, which, however, actually is
based on workers’ exploitation and on the corresponding
extraction of their “surplus value”, which accrues to the
company’s owners. As a consequence, the most appro-
priate solution would be — possibly through a revolution-
ary process — the abolition of this system of the “free-
dom of the strongest” and the establishment of a system
of centralized economic planning, the contents of which
are to be defined by the new political leaders™®.

This solution, however, as pointed out by many
scholar both pro- and anti- socialism, is inadequate for
reaching the goal of a complete development of the per-
son. This type of system, in fact, gives rise to problems of
self-referential action at all levels of public management.
For that reason, all the problems of policy action and the

'® In this regard, it seems appropriate to pinpoint that in every
process of social change Marx gave primary importance to
workers' active participation in all aspects of collective life (cf.
also the next footnote).
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related tendencies towards authoritarian “solutions” (see
also the next sections) tend to become more acute.

In fact, even supposing that political leaders are driv-
en by the best intentions to realize the common good for
citizens — a hypothesis known in economic literature as
that of the “benevolent dictator” — there remains the fun-
damental problem of evaluation: what are the social ar-
rangements (and hence the corresponding norms and in-
stitutions) for assessing whether the policies pursued are
truly “socialist”? On the basis of what criteria, informa-
tional background and systems of coordination are made
the thousands of micro-decisions necessary to keep the
system working? How can those who govern provide for
the full expression of the true needs of citizens without
involving them in the process of social decision-making?
And how can citizens express their different wills, opin-
ions and conflicts in this context?

From such considerations one can infer that, if social-
ism means a type of social organization the main goal of
which is citizens' untrammeled participation in economic
and social life then, in addition to the satisfaction of prima-
ry needs, a system of substantial democracy constitutes
an essential ingredient of every socialist organization.

But, critics could object, democracy implies freedom
and freedom means the possibility for the individual to
carry out his or her own initiative, which can lead to dif-
ferent outcomes in the economic sphere, according to
circumstances. As a result, critics claim, democracy
would once again provide the opportunity for individuals
to exploit their fellows and so to obtain unfair advantages,
with all the resulting negative consequences.

How, then, can freedom and social justice be brought
together? In this regard, we believe that a joint considera-
tion of institutional theories and psychological sciences
can contribute — by helping to identify the advantages
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and disadvantages of the various options of economic
policy — to bring to the fore the issues related (and ex-
tremely interwoven) to both the “collapse of capitalism”
and the “cultural indeterminacy” of socialism'®. An analy-

' For instance, J.A.Schumpeter, in his book Capitalism, So-
cialism and Democracy, points to the growing complexity and
“bureaucratization” of the system as a main cause for the col-
lapse of capitalism and — from the title of an address deliv-
ered before the American Economic Association the 30 De-
cember 1949 — for the corresponding “March into Socialism”.
Interestingly for our theme, in his work the so called “March in-
to Socialism” does not acquire a deterministic character be-
cause he stresses the importance of the “cultural indetermina-
cy” of socialism—an aspect which, as can easily be noted, is
also at the heart of the institutional analysis. Nevertheless, as
highlighted by many authors, Schumpeter’s perspective tends
to be in many respects considerably distant from heterodox
economics and closer to neoclassical economics.

It is also worth noting that one reason for this complexity can
be found in the parallel increase in the complexity of the vari-
ous “macro-fields” of the system (for example, science, tech-
nology, economy, society, culture, ethics and values). In this
sense, it is interesting to observe that policy measures taken
toward administrative simplification and privatization of public
utilities have shared the common need to try to manage an in-
creasingly complex system. As also noted in another work,
these measures have not eliminated the strategic role of public
intervention: for example, privatization of public utilities and the
parallel creation of regulatory authorities increased, among
numerous other effects, the need for better coordination
among the policies and institutions which in various ways im-
pinge upon the structure and evolution of these companies.
Recognizing the importance of the role of public intervention in
the economy does not imply, however, that in the early periods
of capitalistic development such intervention had played a
secondary role. As also stressed in Karl Polanyi’'s seminal
book (1944), not only was public intervention in the economy

73



sis of this sort involves the definition and study of the fol-
lowing interrelated aspects:

— Functions and evolution of social classes and groups in
relation to the various forms of capitalism, socialism, and
democracy, considered also in their institutional expres-
sions. In this sense, the problem becomes not the elimina-
tion of the functions of the various social classes, if held
useful for the development of the system, but rather the
elimination of the privileges built on these functions.

— Workers participation in the new institutions of produc-
tion?® and the related problem of continuing upgrading
their capabilities. In this regard, as proposed by
Schweickart (1998), it can be useful to distinguish be-
tween negative controls, aimed at progressively reducing
the harmful effects of economic activity and positive con-
trols, aimed at facilitating patterns of behaviour consid-
ered beneficial for the system—for example, develop-
ment of individual knowledge and creativity. It would thus
become possible to build, through appropriate policies,
an economic environment which, without eliminating indi-
vidual freedom and expression, is nevertheless able to
increase the beneficial effects and substantially reduce
the potentially harmful effects of economic action.

never absent in that period but, conversely, it had played a
maijor role in the development of the main institutions of capi-
talism.

% For a more in-depth treatment of these aspects, see Jossa
(2005), who stresses the importance of the co-operatives of
production for increasing workers' participation and reducing
the power of abstract and alienated capital. In this respect, he
also emphasizes that Marx, within the necessarily long pro-
cess of transition to socialism, looked favourably upon the in-
stitution of co-operatives of production. On these aspects see
also Olliman and Salsano, quoted.
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CHAPTER 3

IMPLICATIONS
FOR STRUCTURAL ISSUES

3.1 The Growing Role of Public Intervention:
Some Macroeconomic Implications

The previous remarks lead us to consider more in
depth the role of public intervention. A first remark com-
ing to the fore can summarized in this way: although such
intervention is necessary for building a socialist system,
this does not imply that every public intervention should
be automatically considered a progress towards such ob-
jective.

As we have seen, on the one hand, public action
constitutes an essential ingredient for the existence of
capitalistic institutions; and, on the other hand, in a so-
cialist society not every public intervention can be auto-
matically considered, only because it is public, progres-
sist or socialist. This happens especially when such inter-
vention acquires an authoritarian nature and, for this rea-
son, allows scant social participation.

In this respect, as well highlighted by Marx, Engels
and other socialist thinkers, socialism and communism
should not be appraised as “steady states”, similar to
heaven, in which everything is perfect, but as historical
processes that require for their advancement a growing
participation of all the subjects involved.
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This participation tends to become even more im-
portant on account of the tendency — already expounded
by Hilferding in the 1920’s through the concept of “orga-
nized capitalism” — of concentration of economic power
in few dominant companies.

However, as vividly witnessed by recent events, such
concentration of power does not eliminate the structural
tendency toward economic crises; rather, owing to the
mostly unregulated competition taking place in the inter-
national economic arena, the “organized capitalism”
tends to increase the instability of the system. Further-
more, and along with these processes, there are a num-
ber capitalistic contradictions, which now we try to ad-
dress briefly.

As is known, capital, especially in its monetary form, is
highly flexible and mobile. At the same time, however,
capital, especially in its immaterial and organizational di-
mensions, is highly national, institutionalised and localised.

It is for this reason that it acquires so much im-
portance for competitive advantage the accumulation of
tacit competencies within the “national systems of re-
search and innovation”, extensively studied in the theo-
ries of technological progress (see also the next chap-
ters). These systems, of course, can take, at the same
time, also a supranational, regional and local dimension.

In the evolution of these systems, a pivotal role is
played by the characteristics of the institutional frame-
work, which displays its effects through many interrelated
policies—for instance (see also the previous chapters),
macroeconomic, competition, industrial, innovation, so-
cial, environmental. In this way, a “forced” socialization of
the system — as well expounded by Fred Hirsch in his
Social Limits to Growth — thus develops.

Let us consider, as a pertinent example, the policies
of effective demand. As deeply analysed by Keynes, Kal-
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ecki and other important economists, these policies be-
come vital for generating the aggregate profit for private
firms (the same applies for State- owned firms but we can
skip, for the sake of simplicity, this example).

In that ambit, the role of public action is paramount
also for generating profits. In fact, it is interesting to note
that, in the absence of public spending and credit crea-
tion, no aggregate profit would be possible for such firms.

As a matter of fact, labour cost constitutes an aggre-
gate cost for the system of firms. This cost can be
brought to zero if employees spend all their earnings but
can never become a source of profit. But, very interest-
ingly, not even the entrepreneurs’ investment expenses?’
can create an aggregate profit for the firms. In such case,
in fact, to the profit of an entrepreneur must correspond
the expense of another, so that the net result for the firms
would be zero. Also, investment expenses cannot grow
without limit but must be functional to the level of con-
sumer goods sold in the market. If this does not happen

21 On that account, our approach differs in some ways from the
analysis of Michal Kalecki (1954), which considers profits
stemming from the following elements: investment expenses,
consumption of capitalists, consumption of workers, public
budget deficit, the surplus of the trade balance. In our ap-
proach we think, for the reasons set forth before, that invest-
ment expenses cannot constitute a source of profit for all the
firms. Moreover, we consider as a central component of effec-
tive demand (and hence also of profits) not only public budget
deficit but also public spending and the process of net credit
creation.

Kalecki’s theory is interesting in various respect; for instance,
because it considers various aspects of Keynesian and Marx-
ist theories. In particular, by considering the issues of accumu-
lation, and by expressly linking the rate of profit to the degree
of monopoly power.
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and the firms of consumer sector fail to sell the pro-
grammed vent of goods, they would go bankrupt. As a
consequence, the aggregate profit must derive from
sources external to the system of firms: these sources —
not considering, for the sake of simplicity, international
trade whose balance® is zero at world-level — take two
interrelated forms: public spending and credit creation.
We can express that relation in the following way:

1. P+LEYSEC+I1+G

2. C=Cq(Y,i)+C2 (D)

3. =14 (Y, i) + 12 (D)
1 1

4. P=p1(— G) +p2[(— D (Co* I1)]
m1 m2

1 1
S. L=(1-p1) (7 C)+(1-p2) [ D (Cot L2)]

where P denotes the aggregate profit for the system of
firms, L the aggregate income of labour force, G public
spending, C1 and 14 consumption and investment linked
(directly) to income and (inversely) to real interest rate, D
(C2 + I) autonomous consumption and investments
made possible by the purchasing power (normally in the
forms of bank deposits (D) provided by new loans. Then,
p1 and p2 represent the share of public spending and
credit creation accruing to profits, m1 and m2 the values

2 Needless to say, this is a gross simplification: in fact, as well
analyzed by the theories of unequal exchange, the total effects
of international trade tend to adversely affect the weaker coun-
tries.
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of autonomous spending multipliers, i the real interest
rate that, in the Keynesian framework, is negatively corre-
lated with investments. The equation 5 indicates that, in a
monetary economy, credit is created through the provi-
sion of new purchasing power (e.g., of money creation
normally in the forms of bank deposits) made available to
borrowers.

With regard to profits, we do not assume any strong
link with the rate of growth. This is because, on the one
side, we believe that a high profit rate constitutes a condi-
tion neither necessarzy nor sufficient for promoting and fi-
nancing investments®®. And, on the other side, because
we believe relevant to finalise investments to innovative
activities, which demand a high qualified and remunerat-
ed labour force.

These equations acquire not only a “technical” char-
acter but also a fundamental social and cultural signifi-
cance. As a matter of fact, the latter aspects shape the
evolution of the key parameters of the economic system.
These tendencies — which would demand a much deeper
examination based on the available data — are not deter-
ministic in nature, but reflect the multiple linkages interven-
ing between economic, social and cultural evolution.

Both public spending® and credit creation originate

23 \We have addressed in more detail these aspects in
https://peg.primeeconomics.org/commentary/rate-of-profit-
impact-investment

2 With regard to the issue of how public spending is financed,
we do not assume any particular hypothesis. We can just note
that — although in our system taxation and public debt are the
ordinary ways of financing public spending

— it would be fully possible, as highlighted by Modern Mone-
tary Theory, for the public sector (including central bank) to
create ex nihilo the money required for such spending. How-
ever, in order to really follow this path, clear rules for such fi-
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from public intervention. This is evident for public spend-
ing, but also for credit creation the role of public sector is
no less important. In fact, public sector (meant in broad
sense and then including also the Central Bank) plays an
exceedingly pivotal role in creating and guaranteeing the
value of money. The reason why we accept banknotes of
intrinsic minimal value is that we are fairly confident that
their real purchasing power is monitored and guaranteed
by public action. Public spending and credit creation can
accrue to aggregate profit in numerous ways: for public
spending, in particular, (i) classic multiplier effects related
to public consumption, public investment and civil serv-
ants’ incomes; and (ii) subsidies and incentives to firms,
which can accrue to both firms’ consumption and invest-
ment expenses. And, for credit creation, the various
types of loans aimed at financing consumption and in-
vestments.

At macroeconomic level, the continual need of public
spending and credit creation for ensuring an adequate
level of aggregate profit engenders many contradictions,
which tend to become more and more unmanageable.

In fact, there has been, since the inception of the in-
dustrial revolution, a rather stable increase of public
spending, both in nominal and real terms, also with the
aim “to generate” aggregate profit. Hence, the reason for
this tendency does not reside in an alleged inefficient and
lobbistic nature of public intervention — even if, of
course, these aspects can play a role in these dynamics
— but in the necessity to manage the growing contradic-
tions of the system.

For instance, there is a macroscopic and disruptive

nancing should be set. In fact, in the absence of clear rules,
the result would be not so much inflation but chaos as anyone
would feel entitled to ask for money from the public sector.
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contradiction — which has paved the way for the eruption
of the present-day crisis — between most credit policies,
which aim to increase, also through well organized adver-
tisement strategies, persons’ spending capacity well be-
yond their real earnings; and business strategies which,
in order to gain “competitiveness”, tend to reduce em-
ployees’ incomes and work conditions to a minimum. Un-
der this growing burden, personal bankrupt is likely to
arise, with the spreading of all its negative consequences
on the whole system.

In this situation, a vicious circle tends to dominate the
present-day economies: as a result of the structural ten-
dency towards increase in public spending, a widespread
opinion has arisen that the only appropriate policy is to
lessen the role of public sector. This opinion has gained a
firm grip not only among conservatives but also among a
not little part of the left and progressist domain.

However, the attempts to reduce public spending are
unlikely to really improve the situation. Conversely, these
attempts tend, by affecting the many incomes depending
(directly or indirectly) on public spending, to exacerbate
economic and social problems.

In these situations, in fact, in which the only faith in
economic progress rests on a kind of a wild and unregu-
lated competition, the market tends to be psychologically
perceived as an inflexible and punitive superego (see al-
so the next chapters). In that vision, the only possible
thing we should is to comply with the “needs of the mar-
ket”, without any further question on the adequacy of the
system to respond to the profound needs of economy
and society. For instance, are we sure that the continual
reduction of civil servants’ incomes and welfare provi-
sions will really help to sort the problems out? Our im-
pression, instead, is that these measures are likely to
worsen a vicious circle of economic and social crises,
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most often accompanied by an increase of xenophobia
and tension in the international relations.

Many factors concur to explain these phenomena. As
they involve a multiplicity of policy domains, the role of
policy co-ordination addressed before can hardly be ex-
aggerated.

What solutions, then, for these far-reaching contra-
dictions? In this regard, an important aspect we wish to
stress is that policy co-ordination involves not only differ-
ent policy domains but also different and interrelated so-
cial realms. For instance, as already seen, there are rele-
vant links between macroeconomic policies and im-
portant structural policies—for instance, competition, in-
dustrial, innovation, social, environmental. But this im-
plies that also the links between economic, social, institu-
tional and cultural domains should be adequately consid-
ered in the elaboration of policy strategies. As we shall
try to elucidate in the following paragraphs and in the
next chapters, economic action constitutes a part of a
broader social and cultural framework. Hence, in order to
understand its dynamics, a careful analysis of all these
social links is required.

3.2 The Mythology of the Perfect Flexibility
of the Market

An instance of the usefulness of considering the mi-
croeconomic — e.g., the institutional-based — founda-
tions of macroeconomic dynamics can be found in the
analysis of the so-called market “rigidities”. These rigidi-
ties, highly present in many markets, have been deeply
investigated especially within institutional and regulatory
economics, and the Keynesian developments of macroe-
conomics.
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These rigidities are often depicted only as a negative
factor as they are supposed to impair, by deviating the
economic system away from the “first best” world of per-
fect flexibility, the growth potential of the economy.
Hence, in the discussion of the economic aspects of a
market, synthesized in the general equation:

1. D(p) = S(p)

where D is the aggregate demand, S the aggregate sup-
ply and p the price, we can observe that the analysis of
all the possible rigidities is much more complex than it
appears at first sight.

In fact, these “rigidities”, as embodying complex insti-
tutional relations and expectations, should not be consid-
ered only negatively as “market imperfections”, since they
also perform the fundamental function of stabilizing all
the “market” and “non-market” institutional-based frame-
works upon which the economic, social and cultural fabric
rests.

In this sense, one of the fundamental role of these ri-
gidities is to reduce transaction costs, which, in this light,
should not be interpreted simply as a “market imperfec-
tion” but as a highly institutional-rooted phenomenon.

Hence, it seems paramount to regard any given mar-
ket structure not as an isolated phenomenon but as an
institution which interacts in a complex way with the eco-
nomic, social, cultural and psychological relations which
combine to shape any given system.

For instance, in examining, for a given market, the
slow reaction of demand and supply behaviour to chang-
es in “the other side” of the market (supply and demand,
respectively), institutional and Keynesian oriented theo-
ries would stress the importance, for the demand side, of
the role of imperfect and asymmetric information. And, for
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the supply side — in particular in the theory of “small
menu costs?® — of the role of transaction costs and the
related difficulty of promptly modifying the middle and
long-term firm’s strategy.

The difficulty or unwillingness of a firm to promptly
adjust its price strategy whenever it would seem profit-
maximizing takes, in a sense, an objective character —
as when it is expensive to continually update information
and/or there are administrative costs in managing too
frequent changes in prices. At the same time, however,
one important source of such difficulty lies in the circum-
stance that all the transactions wherein a firm is engaged
carry with them also significant social, cultural and psy-
chological aspects. Therefore, changing a price also im-
plies modifying these social relations and, for this reason,
too frequent changes may, at real or symbolic level,
jeopardize the stability and reliability of such relations.

The same reasoning can be applied to the demand
side, and to all “managerial and rationing transactions”
identified by Commons, in particular labour relations and
the process of formulation of policies.

In all these instances, the search for more stable and
“institutionalized” patterns of action can also express the
profound need, stressed in particular by psychoanalysis,
of establishing sound interpersonal relations. In this re-

% This theory highlights that firms, even in presence of little
costs of adjustment — as in the case of a restaurant menu
— often do not quickly modify their prices even when it would
seem more profitable to do so. The same phenomenon has
been discovered in labour markets, where both firms and
workers prefer to negotiate long-term contracts. It is also inter-
esting to note that this theme had already been investigated by
Commons in his enquiry into the emergence of unions and la-
bour contracts in the USA (cf. in particular the essays con-
tained in Labor and Administration, 1913).
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spect, collaboration between these theories and psycho-
analysis can help to locate more precisely the multifari-
ous and conflicting ways of expressing these instances
within any context and, on that basis, to formulate poli-
cies more focussed on the profound needs and orienta-
tions of society. In that connection, the failures of the
market in “signalling” the negative effects of economic ac-
tion on environmental and social objectives do not simply
reflect some “negative externalities” and “imperfections”
of an otherwise “perfect mechanism”. Rather, according
to our definition of the market, these failures witness and
convey a more profound difficulty of economy, society,
institutions and policies to really embrace these objec-
tives within their action.

3.3 Looking beyond the Metaphysics
of “Utility Maximization”

In this perspective, this interdisciplinary approach im-
plies a critical evaluation of concepts typical of main-
stream economics, in particular markets perfection and
utility maximization. As a matter of fact, our analysis
points out that a “perfect flexibility” of the market is a goal
neither feasible nor advisable. In fact, pushing flexibility
too much would not warrant any maximization as it would
end up jeopardizing the very social and cultural fabric
which, as we have seen, constitutes an essential ingredi-
ent of market relations.

This reasoning bears, of course, also on the related
concept of “utility maximization” which, as is known, lies
at the heart of mainstream economics as an attempt to
explain every human behaviour in strictly-conceived eco-
nomic terms. In this hypothesis, people act like rational
calculators. Hence, if a person prefers A to B this implies
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that he or she has maximized their utility function. Every-
thing people would do is only for the sake of maximizing
their real or virtual net revenue. In fact, this theory postu-
lates, more or less explicitly, a kind of in-born “rational”
behaviour in human action. For this reason, every action
must be rendered compatible with such postulate and,
furthermore, must always acquire an economic dimen-
sion. Also altruistic behaviour, when admitted in orthodox
analysis, is explained as a way to obtain more net gain in
the future—for instance, in the form of social approval,
which, therefore, can always be rated in economic terms.

In this way, however, such analysis becomes generic
and unclear as it rests on a quite unrealistic basis. In fact,
according to mainstream hypotheses, economic action
must be considered as a kind of behaviour — whose “in-
strumental logic” is fully “exogenous” and independent of
the social domain — which “naturally” embodies all de-
grees of perfection and “rationality”: hence, every human
action is, by definition, utility-maximizing in economic
terms, and then, little, if any, can be improved upon such
already-perfect-behaviour. In this sense, as underlined in
particular by Veblen, mainstream world of perfect, immu-
table, ahistorical “rationality” comes to be similar to a
metaphysical entity.

Conversely, in institutional analysis “the rationale” of
economic behaviour cannot be predetermined in advance
and away from social context. In fact, as many psycho-
logical, social, economic, historical and cultural dimen-
sions combine to explain egoistic and altruistic behaviour,
the reasons for such behaviour should be found in the
complex interchange of these dimensions. In this light,
economic action assumes a dense social and cultural
meaning, often involving several conflicting (and related)
dimensions, which cannot be reduced to a simple parame-
ter of “instrumental rationality” of an isolated individual.
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In this context, the criteria for assessing the adequa-
cy of the market in attaining policy objectives should ac-
quire a broader social dimension, just because the mar-
ket constitutes a social phenomenon. Hence, instead of
considering isolated individuals who, out of their unsocial
and monetary-based “utility maximization”, will, at same
time, also realize a “social maximization”, it would be
much more realistic to work out the following questions: if
the market constitutes a part of a broader social and insti-
tutional framework, then, to what extent should it exist
and how should it be organized for attaining the econom-
ic and social objectives?

The focus on collective objectives is not tantamount
to downplaying the role of individual action. Rather, it is a
way to give it its full significance. In fact, as theorized in
particular by Commons, individual and collective action
should not be considered as opposite entities as they
constitute different aspects of the same phenomenon of
‘human-wills-in-action”. As a matter of fact, an over-
whelming stake of our individual action takes place within
a collective domain—namely, within a well defined
framework of institutions, transactions and policies.

In this regard, these phenomena can receive a more
far-reaching explanation by considering the many links
between institutional economics and other social and
psychological sciences.

3.4 The Links with Green Economics

The previous conclusions, mainly based on the ap-
proach of the “old institutional economics” (OIE), are par-
ticularly relevant for the issues elaborated by Green Eco-
nomics. In fact, as highlighted in particular by Reardon
(2007), there are significant similarities between a holistic
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perspective in social sciences and Green Economics in
that both adopt a pluralistic and interdisciplinary ap-
proach to the study of economic and social phenomena.
In this light, let us know briefly consider how the previous
analysis can be utilised for addressing many issues rele-
vant to Green Economics. An approach whose aim is,

«....to create a new discipline that works for the benefit of
all people everywhere, for the planet, the biosphere, non-
human species, nature, and other life forms. Green Eco-
nomics integrates ideas and theories, which are also de-
signed to help end the systemic and institutional causes
of inequity and poverty.

It therefore takes an inclusive approach, promoting fair-
ness, equity, participation, freedom, democracy with so-
cial and environmental justice at its core.», (Kennet and
Heinemann, 2006: 70)

As can be easily noted, this view embodies and en-
courages a thorough process of social value which con-
stitutes, as we have seen, a leading concept also of the
OIE. The essence of that process is effectively set forth in
the following passage,

«To conceive of a problem requires the perception of a
difference between ‘what is going on’ and ‘what ought to
go on’. Social value theory is logically and inescapably
required to distinguish what ought to be from what
is....The role of social value theory is to provide analyses
of criteria in terms of which such choices are made.»,
(M.Tool, in Hodgson, Samuels e Tool, 1994: 406, 407).

This theory (cf.also the next chapters) is particularly
appropriate for casting more light on the links between
market structure and the attainment of environmental and
social objectives.
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In fact, as we have tried to show, the market should
not be appraised as an “exogenous mechanism” but as
an institution created and maintained by a complex web
of norms, institutions and policies and, therefore, heavily
embedded in the social and cultural domain. In these dy-
namics, social value process plays an exceedingly im-
portant role, because it permeates all the economic, so-
cial and cultural relations occurring therein. However, so-
cial value constitutes an evolutionary and imperfect enti-
ty, heavily rooted in consolidated habits of thought and
life, which often acquires an implicit and conflicting char-
acter. For this reason, one significant explanation of fi-
nancial crisis and other drawbacks pervading economic
systems can be traced back to the shortcomings of the
social value process — namely, of policies, institutions
and, more generally, of the dynamics of collective action
— to respond to the profound needs of society.

3.5 The “Trading” of the Environment
and the “Willingness to Pay” Concept

Now, let us briefly consider the rationale of the “will-
ingness to pay” concept underlying many green tax poli-
cies. Here, we can note that the mainstream analysis of
the environmental issues tends to be based on the ideal
of perfect market and rational actor model. Therefore,
what matters in?® environmental issues is “the willingness

%6 This is another contradictory aspect of orthodox analysis: for
instance, if a person looks for scientific (and hence, also social)
realization, the degree of attainment of this objective should be
rated according to the related scientific parameters (for in-
stance, the number and quality of publications). Trying to hand
down an economic benchmark on these parameters can be
quite arbitrary, as it implies that a well defined objective, in our
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to pay” of an hypothetical “representative citizen”. In this
case, the attempt to render the quality of environment —
that is, the very quality of our life — a perfect substitute
for money acquires the nature of an arbitrary means for
overlooking the intangibility of environmental values.

But, what are the implications of our analysis on the
adequacy of green taxes in solving environmental prob-
lems? In this regard, we can note the differences be-
tween two policy strategies: (i) in one case, the main-
stream domain, the analysis centres on the market as the
sole exogenous mechanism for solving every economic
and environmental problem. Accordingly, the only thing
we should do is render the market more and more “per-
fect” by lessening the role of public intervention. In this
way, as the economic agents are perfectly rational, the
best outcome would be close at hand. (ii) In the alterna-
tive perspective, the investigation on the institutional
character of the market would pinpoint its highly endoge-
nous character and, therefore, its multifarious links with
the social and cultural domain. Hence, there is no imma-
nent, pre-built rationality in market behaviour, but only a

case scientific attainments, can be easily substituted for just
another one (and hence, for money as a general purchase
power) along an hypothetical indifference curve. But, as it
easily observable, scientific (and social) objectives are, for
their very nature, individual and context specific at the greatest
extent, and, therefore, cannot be “naturally” traded off with
other goods and services. Furthermore, even supposing that in
some cases a limited exchange can occur between the social
and economic level — for example, in discovering and then
marketing a patent — the theoretical attempt to generalize this
exchange would end up in a wholly artificial and normative op-
eration: in fact, for what purpose should we at any cost try to
superimpose an extraneous standard for measuring very spe-
cific accomplishments?
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set of evolutionary and socially constructed interchange
between individual and collective needs, conflicts and
propensities. It is for this reason that a more realistic and
comprehensive policy approach is needed for addressing
the issues of sustainable development.

In that connection, while green taxes can certainly be
useful in a number of instances, they are unlikely to at-
tain, in the absence of a more comprehensive policy
strategy, enduring positive effects on the environment. In
fact, as many policies are likely to impinge on the market
structure, we should consider all these effects in order to
devise an effective policy strategy. For instance, a carbon
tax can really work only if we provide adequate incentives
— namely, through industrial, social, education, research
and innovation policies — for firms and public institutions
to create and diffuse green oriented technologies and
consumer goods.

3.6 Implications for Sustainable Policies

As we have tried to set forth, markets can be ap-
praised as institutions, created and maintained by public
policies, which are deeply “embedded” in the economic,
social and cultural domain.

In the analysis of policy action, the enquiry into its ef-
fects on the related market structure and bargaining pro-
cess becomes paramount. As a matter of fact, every bit
of policy action is bound to influence, in one way or an-
other, the market structure and the related dynamics of
price formation.

This process is rendered even more intricate by the
interrelations intervening between different policies and
institutions. For instance, considering a set of liberaliza-
tion measures aimed at opening up some markets, what
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are the possible effects? Would these policies foster vir-
tuous personal initiative, fair bargaining, efficiency and
economic progress, or, on the contrary, would they in-
crease inequalities, alienation, exploitation, unfair deal-
ings and environmental decay? Or, instead, would these
effects be mixed up in a very tangled way?

In order to get a clearer picture of the effects of these
measures, we should enquire on the interrelations be-
tween the following policies at the most significant institu-
tional levels (for example, regional, national, suprana-
tional): in particular, macroeconomic, industrial, research
and innovation, regional, social.

In this light, an abstract dualism between the “State”
and the “Market”, or between “Economic Planning” and
“Capitalism”, tends to miss the key feature of the eco-
nomic organization: the fact that the market is not an ex-
ogenous “mechanism” but an economic and social insti-
tution framed within, in Commons’s terminology, an
evolving set of “rights”, “duties”, “liberties” and “expo-
sures” to which corresponds the multifarious realms of
individuals, groups, institutions and policies which,
through the various kinds of transactions reviewed be-
fore, express their different objectives, needs and values.

These aspects were investigated with great insight
also in the historical reconstruction of Karl Polanyi (in par-
ticular, 1944), where he pointed out the role of public in-
tervention in the emergence of the market economy as-
sociated with the rise of capitalism. In his analysis, Po-
lanyi also highlights that the rationale for an increasing
public intervention resides in the attempt to avert the de-
structive effects of an unregulated market-based econo-
my on social structure.

In this regard, also Dewey (in particular, 1939) under-
lines that economic and social phenomena should be
studied not only in their materialistic aspects but also in
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their psychological and cultural significance.

In the analysis of such issues, institutional theories
can contribute to achieve a better insight into the features
of any given market context, through the study of the fol-
lowing interrelated aspects:

— The structure of collective action, in particular the rela-
tions of conflict, dependence and order, and the corre-
sponding systems of rights, duties, liberties and expo-
sures among individuals, groups and social classes, and
their means of expression in institutional, social and cul-
tural forms.

— The analysis of public goods that, as is known, consti-
tutes one of the most relevant instance of market failure:
in this regard, particular importance assumes the preser-
vation over time of the environment and, in that connec-
tion, the working out of adequate policies for sustainable
development.

— The nature of other market failures and imperfections
— in particular, as arising from the widely analysed phe-
nomena of externalities, informational asymmetries, mo-
nopoly power, path-dependency and lock-in — in their re-
lations with the growing complexity of economic systems.
— The role of social valuing processes associated with
these developments from a historical, social, economic
and psychological perspective; how explicit these as-
sessments are; and how they can be better formulated
and compared.

This new approach can cast a better light on the set
of policies needed for attaining environmental and social
objectives. In fact, in order to attain these objectives, we
need to foster far-reaching changes in production and
consumption aimed at realizing a really sustainable
economy and society. But, as production and consump-
tion mostly unfold in the market system, the enquiry into
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how policy action impinges on its structure and evolution
becomes paramount.

These issues relate to the problem of co-ordination
between the various policies in an international context
marked by a growing “globalization” which, as is known,
chiefly develops through a widespread system of market-
oriented relations. As noted before, these processes tend
to be based on a cutthroat economic competition, often
associated with various types of cultural conflicts be-
tween nations and economic areas.

In this regard, a more comprehensive approach to
the study of the multifarious links between markets, cul-
tures and societies can help to frame a set of institutions
and policies more conducive to useful and friendly-
oriented relations at all levels of collective action. This
process, in turn, would help to reduce the typical prob-
lems of policy action, which refer to the following interre-
lated factors:

— complexity and uncertainty of policy action, also due to
the interrelations between policies and the consequent
involvement of many institutions;

— different opinions and objectives of the actors involved
in policy-making;

— difficulty — due also to path-dependency and lock-in
phenomena — of prompting the economic and institu-
tional changes which may be necessary for the effective-
ness of policies.

In this perspective, a closer collaboration between
Green Economics and other pluralistic-oriented strands
of social sciences, by helping to cast more light on the in-
terrelations between the numerous policies and institu-
tions bearing on market structure, can contribute to for-
mulate policy strategies more able to pursue in an inte-
grated way the aims of environmental and social justice.
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PART I

A PLURALISTIC PERSPECTIVE
IN ECONOMICS
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CHAPTER 4

JOHN DEWEY’S THEORY
OF SOCIAL ACTION AND ITS LINKS
WITH THE HETERODOX APPROACH
TO ECONOMICS

4.1 Dewey and the Pragmatist Approach

John Dewey (1859-1952) is recognized as one of the
most important American philosophers, whose significant
influence extended also to the fields of economics and
social sciences? .

His works include Democracy and Education; Logic:
The Theory of Inquiry; Reconstruction in Philosophy; Ex-
perience and Nature; The Quest for Certainty; Philosophy
and Civilization;, Art as Experience; A Common Faith;
Freedom and Culture; Theory of Valuation;, Human Na-
ture and Conduct. Moreover, he was significantly in-
volved in the fields of education and culture where he
promoted pioneering reform projects aimed at the devel-
opment of pluralism and critical thought.

" Paper prepared for the 10" Anniversary Conference of As-
sociation for Heterodox Economics, Anglia Ruskin University,
Cambridge, 4-6 July 2008. A previous Italian version was pub-
lished in the Journal Nuova Economia e Storia, n.4, 2007.
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Dewey was a key figure in the Pragmatist® ap-
proach, a perspective which considers the human expe-
rience in its entirety: for this reason, the thought process
cannot be deemed an isolated entity since it emerges in
a complex way from the feelings, values and actions of
the person.

4.2 The Main Versions of Pragmatism

It can be noted that there exists two versions of
Pragmatism: to summarize briefly, the first, going back to
the founder of Pragmatism, Charles Sanders Peirce,
constitutes a theory of meaning and a method of scien-
tific enquiry; the second, developed subsequently by,
among others, William James and John Dewey, is in-
tended as a theory of truth, experience and values. The
evolution of the different concepts of Pragmatism is clear-
ly expressed in the following passages by William James:

«....(Pragmatism)....nas no dogmas, and no doctrines
save its method. As the young ltalian pragmatist Papini
has well said, it lies in the midst of our theories, like a cor-
ridor in a hotel. Innumerable chambers open out of it. In
one you may find a man writing an atheistic volume; in
the next someone on his knees praying for faith and
strength; in a third a chemist investigating the body's
properties. In a fourth a system of idealistic metaphysics
is being excogitated; in a fifth the impossibility of meta-
physics is being shown. But they all own the corridor, and
all must pass through it if they want a practicable way of
getting into or out of their respective rooms.

% For a good introduction to the main versions of Pragmatism
refer to Menand (1997).
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No particular results then, so far, but only an attitude of
orientation, is what the pragmatic method means. The at-
titude to look away from first things, principles, “catego-
ries”, supposed necessities; and of looking towards last
things, fruits, consequences, facts....Meanwhile the word
pragmatism has come to be used in a still wider sense,
as meaning also a certain theory of truth....Such then
would be the scope of pragmatism—first, a method; and
second, a genetic theory of what is meant by truth.», [in
James, (1907), republished in L. Menand (quoted):
pp.98, 99, 104].

4.3 Dewey’s Perspective on Social Action

Dewey systematically applied this approach to the
study of economic and social structure; it is within this
structure, indeed, that the thought process and resulting
actions and judgments occur and interact. Such an appli-
cation represents a significant innovation in philosophical
enquiry: no longer mere speculation far removed from
reality, it becomes instead an investigation of the experi-
ences of individual and collective aspects of life, with
their goals, values and problems.

This type of approach is based on a pluralistic-
oriented scientific method and is by its very nature inter-
disciplinary in that many branches of knowledge are re-
quired in order to understand the reality of the person in
the complexity of his/her collective life: in particular, biol-
ogy, psychology and psychoanalysis, anthropology, his-
tory, economics, sociology, politics. It is for this reason,
as we will see, that pragmatist philosophy and psycholo-
gy have important ties with the birth and subsequent de-
velopment of institutional economics.
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The study of the individual in his or her entirety —
thoughts, actions, feelings, values, in short, experiences
— leads to a series of important questions: What are a
person’s true needs, how do they evolve, how can they
be fulfilled? As already noted, these questions are related
to the following issue, which has been the crux of thou-
sands of years of philosophical and social thought: what
aspects make up human nature and how do they interact
with the characteristics of the cultural context?

Such issues are particularly relevant to the debate on
freedom, democracy and participation: if, for instance, we
consider a regime in which these aspects are lacking,
what can we deduce? That human nature, after all, is not
so predisposed to freedom and democratic values? Or
the opposite, that cultural conditions have overwhelmed
the true orientations of the person? Or else, that human
nature undergoes a complex evolution along with the
characteristics of the system? In any case, even if we as-
sume this last hypothesis to be true, it remains to be ex-
plained why such interactions have produced that type of
regime and not, for instance, a more participatory and
democratic system.

The issues of democracy and participation and how
they relate to cultural development and human nature
have been investigated with particular insight in Freedom
and Culture (1939), a text which embodies the deep-
seated tensions that preceded the outbreak of the Sec-
ond World War.

In the following paragraphs, we shall illustrate how
his concepts can contribute to a deeper understanding of
the economic and social foundations of democracy and
participation.
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4.4 Freedom, Culture and Aspects of Human Nature

In Chapter 1 of Freedom and Culture, Dewey exam-
ines the concept of freedom. He observes that only re-
cently — in the late 18" century, with the French and
American revolutions and the idea of man’s inalienable
rights — have the concepts of freedom and democracy
become the basic and distinctive goals of modern socie-
ties. But how can these concepts be applied in the reality
of concrete situations in which these principles might be
interpreted very differently by the subjects concerned?
With regard to this point, he asks:

«What is freedom and why is it prized? Is desire for free-
dom inherent in human nature or is it a product of special
circumstances? Is it wanted as an end or as a means for
getting other things?....Is love of liberty ever anything
more than a desire to be liberated from some special re-
striction? And when it is got rid of does the desire for lib-
erty die down until something else feels intolerable?
Again, how does the desire for freedom compare in in-
tensity with the desire to feel equal with others, especially
with those who have previously been called superiors?
How do the fruits of liberty compare with the enjoyments
that spring from a feeling of union, of solidarity, with oth-
ers? Will men surrenders their liberties if they believe that
by so doing they will obtain the satisfaction that comes
from a sense of fusion with others and that respect by
others which is the product of the strength furnished by
solidarity?», (Dewey, 1939: 11).

From this passage, it is clear that the concept of
freedom is not an abstract notion of “being able” to act
but, rather, is made up of the entire set of real possibili-
ties which, in order to be clearly identified, require an
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analysis of the connections between the characteristics
of human nature and culture—where “culture” is intended
as the body of material and spiritual conditions that de-
fine the unique nature of a given social system.

Identification of these connections, however, is ex-
ceedingly difficult, mainly due to the problem of defining
human nature—namely, the aspects that make up our
being.

It is also for this reason that opinions regarding hu-
man nature tend to differ so widely and, in many cases,
are expressed indirectly and implicitly.

4.5 Interactions between Human Nature and Culture

In this context, the central problem for social sciences
becomes, on the one hand, (i) recognizing and analyzing
the complexity of human orientations; and, on the other,
(ii) studying how these inclinations interact with cultural
factors. Indeed,

«The problem of freedom and of democratic institutions is
tied up with the question of what kind of culture exists;
with the necessity of free culture for free political institu-
tions....The question of human psychology, of the make-
up of human nature in its original state, is involved....For
every social and political philosophy currently professed
will be found upon examination to involve a certain view
about the constitution of human nature: in itself and in its
relation to physical nature.», (Dewey, 1939: 18).

But what are these relations and how do they evolve?
In particular, what are the factors that shape the interac-
tion between human nature and culture?

Accepting as given the existence of different inclina-
tions and a certain “adaptability” of human nature — that

102



is, its ability to develop certain features in response to
social forces — Dewey focuses on analyzing the role of
cultural factors, intended in an extensive meaning, in fos-
tering such development.

Further on we will discuss the role that an interdisci-
plinary approach can play in clarifying certain aspects of
human nature.

Here we can note how the characteristics of the cul-
tural context deeply influence not only our living condi-
tions but, more importantly, our “patterns of thought and
action”; consequently, many concepts that might appear
natural and to be taken for granted are actually the prod-
uct of our cultural evolution. In this regard, Dewey em-
phasizes the risk that certain inclinations, more highly
developed in certain cultural contexts, be considered
(perhaps unconsciously) as the prevailing aspects of hu-
man nature. As he notes,

«lt is significant that human nature was taken to be
strongly moved by an inherent love of freedom at the
time when there was a struggle for representative gov-
ernment; that the motive of self-interest appeared when
conditions in England enlarged the role of money, be-
cause of the new methods of industrial production; that
the growth of organized philanthropic activities brought
sympathy into the psychological picture, and that events
today are readily converted into love of power as the
mainspring of human action.», (Dewey, 1939: 21).

4.6 Increasing Complexity of Cultural Forms
These considerations, however, do not imply that

human nature, due to its “adaptability”, plays a secondary
role in comparison to cultural factors; indeed, Dewey pin-
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points the increasing complexity of human nature and its
relations to the development of cultural forms. In this
sense, human nature and culture are not separate enti-
ties but, rather, interrelated aspects of human existence:
in which, human nature houses individual‘s inclinations,
potential but dormant, while culture constitutes the eco-
nomic, social and institutional setting where these inclina-
tions find their concrete expression. In this regard,

«All that we can safely say is that human nature, like oth-
er forms of life, tends to differentiation, and this moves in
the direction of distinctively individual, and that it also
tends toward combination, association....With human be-
ings, cultural conditions replace strictly physical ones. In
the earlier periods of human history they acted almost
like physiological conditions as far as deliberate intention
was concerned. They were taken to be “natural” and
change in them to be unnatural. At a later period the cul-
tural conditions were seen to be subject in some degree
to deliberate formation.», (Dewey, 1939: 23-24).

Indeed, cultural forms include numerous elements
which, though highly intertwined, have an increasing ten-
dency “to specialize” and follow their “own logic”: for in-
stance, the spheres of politics, economy, science and
technology, arts and culture (in the conventional sense of
the term). A study of these interactions requires an anal-
ysis of the role of the various components of the culture
in relation to economic and social development and, con-
sequently, in relation to certain propensions of the indi-
vidual. In this regard, Dewey observes that,

«Whether complete identification of human nature with
individuality would be desirable or undesirable if it existed
is an idle academic question. For it does not exist. Some
cultural conditions develop the psychological constituents
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that lead toward differentiation; others stimulate those
which lead in the direction of the solidarity of the beehive
or the anthill. The human problem is that of securing the
development of each constituent so that it serves to re-
lease and mature the other....The problem of freedom of
cooperative individualities is then a problem to be viewed
in the context of culture. The state of culture is a state of
interaction of many factors, the chief of which are law and
politics, industry and commerce, science and technology,
the arts of expression and communication, and of morals,
or the values men prize and the ways in which they eval-
uate them; and finally, though indirectly, the system of
general ideas used by men to justify and to criticize the
fundamental conditions under which they live, their social
philosophy....The fundamental postulate of the discussion
is that isolation of any one factor, no matter how strong
its workings at a given time, is fatal to understanding and
to intelligent action. Isolations have abounded, both on
the side of taking some one thing in human nature to be
a supreme “motive” and in taking some one form of social
activity to be supreme.», (Dewey, 1939: 24, 25).

One noteworthy consequence of the increasing com-
plexity of cultural forms is that the concepts of freedom,
democracy and participation acquire a similarly complex
meaning since they are amenable, and depend on, to
numerous spheres of collective action.

In this ambit, Dewey points out that economic trans-
formations cannot be considered as the sole “locomotive”
of social and cultural change. Indeed, while it is true that
the distinction between economic aspects and social as-
pects of human action becomes increasingly pro-
nounced, it is also true that the interrelations between the
various spheres becomes increasingly complex and sig-
nificant. In this regard, we can note that if, on the one
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hand, economic aspects, in particular the evaluation of
monetary costs and benefits of different alternatives,
permeates other areas of social relations, on the other
hand, also the opposite phenomenon holds true: namely,
that social and cultural aspects influence and seek ade-
quate expression in the economic sphere. In this regard,
historical analysis sheds a vivid light on the multifarious-
ness of these processes: for example, the various expe-
riences of capitalism and socialism, while sharing im-
portant common traits and, in turn, influencing pre-
existing cultural structures, have also assumed their own
specificity.

This growing complexity of the relevant spheres of
collective life can be interpreted as the natural result of
the increasing articulation of human needs and, hence, of
the system’s cultural growth; but, at the same time, that
complexity leads to the creation of new problems, expec-
tations, conflicts and challenges. In this evolutionary pro-
cess, in which the establishment of appropriate goals and
policies proves increasingly difficult, a thorough compre-
hension and social evaluation of the problems become
paramount in order to avert the temptation to adopt au-
thoritarian “solutions”. In this sense,

«The serious threat to our democracy is not the existence
of foreign totalitarian states. It is the existence within our
own personal attitudes and within our own institutions of
conditions similar to those which have given a victory to
external authority, discipline, uniformity and dependence
upon the Leader in foreign countries. The battlefield is
accordingly here—within ourselves and our institu-
tions....It [this battle] can be won only by extending the
application of democratic methods, methods of consulta-
tion, persuasion, negotiation, communication, coopera-
tive intelligence, in the task of making our own politics,
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industry, education, our culture generally, a servant and
an evolving manifestation of democratic ideas.», (Dewey,
1939: 44, 133).

According to these concepts, democracy relates not
only to politics in a limited sense of the term but extends
to the other significant spheres of interpersonal relations:
in particular, family, work, and other social relations, in
the broadest sense of the term. This extension of the
concept of democracy consequently implies a corre-
sponding extension of its ethical and participatory content
to all realms of collective life, an important result being
(cf. in particular, Dewey, 1888) the end of the distinction
— coming from a previous cultural tradition — between
spiritual or “final” activities and “instrumental” activities re-
lated to production process. Indeed,

«We admit, nay, at times we claim, that ethical rules are
to be applied to the industrial sphere, but we think of it as
an external application. That the economic and industrial
life is in itself ethical, that it is to be made contributory to
the realization of personality through the formation of a
higher and more complete unity among men, this is what
we do not recognize; but such is the meaning of the
statement that democracy must become industrial.»,
(Dewey, 1888, republished in L.Menand, 1997: 204).

4.7 How To Build Democracy and Participation?
Science, Culture and Participation

Once the complexity of cultural factors has been
acknowledged, there remains the task of identifying the
influence exerted by the various components (economy,
politics, society, science and technology, and the arts) on
the system. In particular, how do these factors influence

107



one another and with what consequences in terms of re-
alization of the goals of democracy, participation and
economic and social development?

Further along in Freedom and Culture, Dewey ex-
plores the development of science and technology in
their connections to culture and economic and social de-
velopment. In this regard, he highlights the following as-
pects, relevant also to the present day, of modern indus-
trial societies: (i) science and technology have a pro-
found influence on the means of production and, conse-
quently, on the economic and social relations; (ii) in part
as a result of this process, such relations tend to become
increasingly complex, distinct, and marked by the grow-
ing importance of involvement on the part of the state, in-
stitutions and organizations; (iii) at the same time, how-
ever, science and technology have had a relatively lim-
ited impact on the cultural aspects of society and on the
related processes of social valuing, domains which are
instead influenced mainly by ways of thinking handed
down from the past. Indeed, scientific progress tends to
be applied towards increasing the technical efficiency of
the systems of production, whereas its applications to
social problems — that is, to the study of the organization
of economic, social, and work life — remain far more un-
certain and fragmentary. And yet, a systematic use of
available knowledge should be all the more important for
understanding the problems to be faced in a situation
marked by an increasing articulation of the system. This
is especially true of the ordinary citizen whose opinions
tend to be formed more through the influence of patterns
of thinking rooted in his or her cultural heritage — and
which can also be considerably influenced by the mass
media — rather than by a conscious use of scientific
method and knowledge. A scientific approach based on
pluralism which, as resting also on the concepts and
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methodology of the social sciences, is focused on the is-
sue of value judgments. In fact, the influence of science
and technology on collective life does not unfold in an
‘objective and neutral” way but, rather, through its “as-
similation” in the complexity of the cultural system. In this
sense, a situation such as the one described is particular-
ly negative for a social development based on pluralism
and participation. Indeed,

«Science through its physical technological consequenc-
es is now determining the relations which human being,
severally and in groups, sustain to one another. If it is in-
capable of developing moral techniques which will also
determine these relations, the split in modern culture
goes so deep that not only democracy but all civilized
values are doomed....A culture which permits science to
destroy traditional values but which distrusts its power to
create new ones is a culture which is destroying itself.
War is a symptom as well as a cause of the inner divi-
sion.», (Dewey, 1939: 118).

In this regard, Dewey pinpoints — with considerable
insight into the subsequent developments of the theories
of “human and social capital” and “relational goods” —
the crucial role played by public policies?® in promoting,
also through the provision of public goods and services,
the development of collective projects and initiatives in
every articulation of the social structure. Indeed, these
associative experiences constitute the core of democracy
and participation and safeguard against the dangers of
an excessive concentration of power in public and/or pri-
vate institutions. Related to these aspects, it is interesting

# Refer in particular to Dewey's essay “| Believe”, published in
1939 (edited by C.Fadiman) by Simon e Schuster, (also in
L.Menand, quoted).
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to note that an insufficient process of participation — by
tending to engender an inadequate expression of the
structure of “reasonable value”, that is of the motivations
and conflicts forming the basis of economic and social
life, and, hence, of policy action — can be an important
factor in explaining the difficulty of economic policies to
meet the needs of collective life and the corresponding
phenomena of “anomie”, social alienation and insufficient
socio-economic development. In the analysis of these is-
sues, Dewey’s key contribution lies in removing the con-
cepts of democracy and participation®® from the limbo of
abstraction in which they tended to be confined in previ-
ous approaches and in connecting them explicitly to the
evolution of cultural forms: in particular, through the inte-
gration of a pluralistic scientific method in the cultural
foundations of society and in the corresponding dynamics
of collective action.

4.8 The Links with Karl Polanyi's Contribution

In this context, an especially noteworthy contribution
has also been made by Karl Polanyi in his work entitled

* In this light, the issue of participation can be considered
equivalent to the problem of creating an institutional system
ensuring the growth of increasingly effective democratic struc-
tures in the political, economic and social domain (cf. also the
previous footnotes). In this regard, we can observe that an in-
sufficient process of participation — by bringing about an in-
adequate expression of the structure of “reasonable value”,
that is, of the conflicts and motivations lying at the heart of so-
cial life — may constitute an important explanation for the fail-
ure of policies to respond to the profound needs of society and
for the corresponding phenomena of “anomie”, alienation and
insufficient socio-economic development.
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The Great Transformation (1944). The leitmotif of this
study is the recognition of the importance of cultural fac-
tors in determining forms of economic and social organi-
zation: Polanyi emphasizes in particular (i) the great cul-
tural variety and wealth present in ancient civilizations;
(ii) how in more recent ages, the capitalistic economy has
not only influenced, but has also been influenced by pre-
existing cultural structures and has thus acquired differ-
ent characteristics in the various countries taken into
consideration. A significant implication of this theory is
that an economic system cannot exist in the absence of a
social and cultural substratum. The individual's needs are
social and cultural, as well as economic, and these as-
pects should be considered for an adequate evaluation of
the processes of change. For example, the negative ef-
fects on populations of the industrial revolution or of co-
lonialism lie not so much in economic loss, total or partial
— in some cases these events might have generated
economic gain for some sectors — as in the dismantling
of pre-existing social and cultural relationships, resulting
in a “cultural vacuum” and increasing social and psycho-
logical malaise. In this sense, the desired change arising
from his analysis is one that moves towards a system
based on workers' participation in economic and social
life: a system in which — in light of the generally imper-
sonal relationships that characterize the market economy
— priority is given to direct, cooperative relationships
which thus promote the harmonious integration of the
economic and social spheres.
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CHAPTER 5

INSTITUTIONAL ECONOMICS AND
THE INTERDISCIPLINARY APPROACH

5.1 Introduction:
The “Excess of Cultural Relativism”
and the Importance of an Interdisciplinary Perspective

The previous discussion, by focusing on the values of
democracy and participation, brings to the fore a well
known problem of social sciences, which can be defined
as “excess of cultural relativism”. By this expression we
mean a type of analysis which, in the valuable attempt to
be “neutral” and to avoid the dangers of “simplification”
and “reductionism”, tends to consider the distinctive fea-
tures of a given context as the typical expressions of cul-
tural pluralism and, as such, not accessible to further sci-
entific investigation. In this way, however, it can become
difficult for the observer to form a sufficiently articulated
idea of the adequacy of such institutions to attain for its
members a good standing of economic and social devel-
opment. Moreover, given that the orientations and values
of social scientists can vary widely, it is evident that in the
social sciences there seems to exist an “intrinsic impos-
sibility” to identify some “objective” criteria for the analysis
of social structures.
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How can these well known problems of social sci-
ences — reductionism on the one hand, excess of “cul-
tural relativism” on the other — be sorted out? There are
undoubtedly no simple, all-encompassing solutions.
Nonetheless, we believe that an interdisciplinary ap-
proach can help to pinpoint the features of the economic-
social structures, their problems and conflicts, and their
similarities and differences.

In this context, the central question becomes how to
identify the ethical foundations of social value and policy
action. On this matter, the ethical foundations of social
values and policies can be found not so much in some
abstract universal principles of kindness and solidarity
but, rather, in linking these principles to the actual needs
of the person.

As we will see presently, if we assume, following
many insights coming from John Dewey, Karl Polanyi, in-
stitutional economics, psychology and psychoanalysis,
that the propensions of workmanship and parental bent
lie at the heart of the true expression of the needs of the
person, the ethical principles of solidarity and participa-
tion becomes endowed with a more precise scientific
content since they become based on a systematic analy-
sis of the ontological foundations of human needs in their
social and cultural expressions.

5.2 The Institutional Economics’s Perspective
As an example of an interdisciplinary approach to the

issues addressed by Dewe}/, institutional economics
seems especially appropriate>’.

3 As is known, institutional economics originated in the United
States in the first decades of the 20" century. Its cultural roots
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can be identified in the philosophy and psychology of Pragma-
tism — in particular in the theories of Charles Sanders Peirce,
John Dewey and William James — and in the German historical
school, whose principles were utilized by a scholar, Richard
T.Ely, who had a considerable influence on the formation of the
first generation of institutionalists.

The principal exponents of institutional economics are Thor-
stein Veblen, John Rogers Commons, Wesley Clair Mitchell
and Clarence Ayres. Relevant contributions were also pro-
vided by J.Fagg Foster, David Hamilton, Walton Hale Hamil-
ton and Gardiner C.Means.

Significant contributions with important connections to institu-
tional economics were provided by, among others, John
Kenneth Galbraith, Fred Hirsch, Albert Hirschman, Gunnar
Myrdal, Karl Polanyi and Michael Polanyi.

Within institutional economics two main strands can be identi-
fied: (i) the old institutional economics (OIE), constituted by
the first institutionalists and by subsequent scholars who
shared its main concepts; (ii) and the new institutional eco-
nomics (NIE), composed of later scholars adopting principles
that have important references in the Neoclassical and Aus-
trian traditions.

In our work, we focus chiefly on the OIE, and, in particular, on
contributions made by Veblen and Commons, but we are
aware that many other contributions would deserve more at-
tention.

In this regard, it is interesting to observe the significant links
between the OIE and, among others, the following theories: (i)
philosophical Realism; (ii) the socio-economic theory of Amit-
ai Etzioni; (iii) a number of theories of technological innova-
tion — often labeled as neo-Schumpeterian — which share
many important concepts with the OIE: for instance, the im-
portance of path-dependency processes and of the related
historical and cultural heritage in explaining the characteris-
tics of technology and innovation in any given context.

The pivotal concepts characterizing the OIE can be summa-
rized as follows: ceremonial/instrumental behaviour dichoto-
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my, instincts, culture, evolution, habits, path-dependency,
tacit knowledge, technology, collective action, working rules
and social valuing. As evidenced by numerous authors, OIE
does not present a completely unitary framework; within this
ambit, two main strands can be identified:

i) An approach relating to Veblen, stressing the dichotomy
between ceremonial and instrumental institutions, the role of
habits of thought and action, the cumulative character of
technology in its relations with the workmanship and parental
bent propensities.

i) An approach referring to Commons, which focuses on the
evolutionary relations between economy, law and institutions;
the nature of transactions and institutions; the role of conflicts
of interest and of the social valuing associated with them; the
nature and evolution of ownership, from a material notion to
one of relations, duties and opportunities; the role of negotia-
tional psychology for understanding economic and social
phenomena.

Notwithstanding some differences between these approaches
(cf. in particular, Hodgson, 2004), the elements of conver-
gence are remarkable, for instance between the concept of
ceremonial and instrumental institution, on one side, and the
process of social valuing, on the other. In this sense, the ob-
served differences tend to concern more the issues addressed
than the basic aspects of the OIE.

Within this conceptual framework, institutional economics
stresses that the presence of a collective context — with its
values, norms, organizations, routines, customs and habits —
constitutes a necessary factor for the performance of human
activity in the socio-economic setting. In fact, every economic
action possesses, at the same time, also a social, institutional,
historical and psychological dimension; in this sense, a more
complete understanding of the dynamics of economic action
requires a joint analysis of all these dimensions which, for this
reason, necessitates the adoption of an interdisciplinary ap-
proach.
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This strand of thought, whose main founders were
Thorstein Veblen and John Rogers Commons, proposes
to analyse economic phenomena within their historical,
social, psychological and cultural contexts, thus sharing
many aspects with the psychology and philosophy of
Pragmatism. For instance, on numerous occasions
Commons analyses Dewey’s theories and those of other
pragmatist philosophers while, in turn, Dewey was influ-
enced significantly by Commons’s analysis of the in-
creasing importance of organizations and institutions in
modern life. The following passage from Commons clear-
ly expresses the links between institutional economics
and the different meanings of Pragmatism:

«...(in the discussion on Pragmatism)..We are com-
pelled, therefore, to distinguish and use two meanings of
pragmatism: Peirce's meaning of purely a method of sci-
entific investigation, derived by him from the physical sci-
ences but applicable also to economic transactions and
concerns; and the meaning of the various social-
philosophies assumed by the parties themselves who
participate in these transactions. We therefore, under the
latter meaning, follow most closely the social pragmatism
of Dewey; while in our method of investigation we follow
the pragmatism of Peirce. One is scientific pragmatism—
a method of investigation—the other is the pragmatism of
human beings—the subject-matter of the science of eco-
nomics....Not until we reach John Dewey do we find
Peirce expanded to ethics, and not until we reach institu-
tional economics do we find it expanded to transactions,
going concerns, and Reasonable Value.», (Commons,
1934: 150-151, 155).

In this way, many Veblen's and Commons's concepts
could be jointly applied in the analysis of the issues ad-
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dressed by Dewey since, as we have noted, these issues
lie at the heart of institutional analysis as well: for in-
stance, Commons’s concepts of institution, transaction,
collective action, working rules, going concerns, reason-
able value, ownership and negotiational psychology,
point up the conflicting and interdependent nature of col-
lective action. These concepts can complement well with
Veblen's analysis of the dichotomy between the pecuni-
ary and serviceability motives of economic action having
their roots in different propensions of the person which, in
turn, can be weakened or reinforced by the habits of
thought and action which define the characteristics of the
social structure.

And, relatedly, the concepts addressed by Veblen
can help to shed light on the dynamics of human action
— in particular, in the issues of work and participation,
and the role played by habits and the cultural heritage
embedded therein — and how they impinge on the struc-
ture of collective action as analysed by Commons.

These concepts allow us to overcome the dichotomy,
so often present in social sciences, between individual
and collective action through a definition of collective ac-
tion that considers the individual and the collective ele-
ment as two complementary aspects of every human ac-
tion within the social context. Thus, instead of consider-
ing the individual on one side and society on the other as
two opposing entities, we have the motivations and ac-
tions — the “wills in action” — of individuals which simul-
taneously assume an individual and collective dimension.
This integrated vision of the dynamics of social action
was reached through the study of the various forms of
collective action in their various interrelations.

Thus, in the sphere of the most structured collective
action — institutions — the concept of transaction in its
three forms (bargaining, managerial, and rationing) ena-
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bles us to understand the role of individual actions in de-
termining the dynamics of its development and distinctive
features; meanwhile, in the sphere of the most “individu-
alistic’ transactions, the concept of institution makes it
clear that even the simplest bargaining transaction is an
expression of collective action in that its economic, legal,
and social basis can be found in existing institutions,
which are defined as the combined whole of “collective
action in restraint, liberation and expansion of individual
action.”, Commons (1934:73).

5.3 The Role of Psychological Sciences

As we have tried to show, Dewey, Polanyi, Veblen
and Commons, notwithstanding a number of differences
between their theories, stress the importance of an inter-
disciplinary approach for the study of economic, social
and cultural phenomena. In this context, the contribution
of psychological sciences seems to be of particular rele-
vance. As already noted, Dewey points up the im-
portance of understanding the motivational aspects of
human action in their connection with the social and cul-
tural structure. Within this process, he has always
stressed the paramount role of education for bringing out
the creative and sensible aspects of personality and, on
this ground, was also deeply involved in many reform
projects of the American schooling system.

Within institutional economics, Veblen and Commons
have developed important psychological-oriented con-
cepts, which can be employed in the definition and inves-
tigation of the processes of social and cultural change.
Now we try to summarize a number of them.
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5.4 Veblen’s Theory of Instincts

In the case of Veblen, his book, The Instinct of
Workmanship and the State of the Industrial Arts (1914),
examines the role of two fundamental instincts (or pro-
pensions), “workmanship” and “parental bent”, in eco-
nomic and social development and, consequently, in the
characteristics of production and consumption. Both pro-
pensions are intended in a broad sense, “workmanship”
meaning not only technical abilities but the whole of
manual and intellectual activities applied toward achiev-
ing a certain end, and “parental bent” meaning an inclina-
tion to look after the common good that extends beyond
the sphere of the family alone.

In Veblen’s analysis, these propensions tend, under
ideal circumstances, to strengthen one another; this con-
stitutes an important insight confirmed by studies in psy-
chology and psychoanalysis, which stress the need for
the person to enhance his or her intellectual, social, and
emotional potential through the construction of adequate
interpersonal relations.

Related to these aspects, Veblen’s analysis presents
other pivotal observations regarding the relationship of
“personification” established by the worker with his or her
tools when he or she ascribes to them anthropomorphic
qualities.

Such insights, as also noted in another work, open
new horizons for research on worker motivation and par-
ticipation: in this regard, it can be noted that the “personi-
fication” of the relationship with one’s work-tools, while
shifting in meaning continuously over time, tends to rep-
resent a distinctive feature of the psychology of the work-
er. Indeed, one reason why the worker tends to consider
his or her tools as symbolic “coworkers”, might derive
from the fact that the worker’s relationship with technolo-
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gy is something more than a simple “objective” and tech-
nical relationship but involves as well an emotion-
al/relational involvement — in other words, a social rela-
tionship — which deeply influences his or her role and
motivations in the workplace and in the social context. As
a consequence, the “personification” of the relationship
with technology or with other aspects of collective life, far
from being an expression of irrationality, can be consid-
ered as a necessary ingredient of social life.

Naturally, the content of this symbolic relation with
technology is partly driven by the characteristics of the
social context and, for this reason, can also be deter-
mined by an inadequate expression of conflicts or dis-
tress on the part of the worker; but this holds true only for
the “content” and, therefore, does not regard the process
of “personification” in itself.

5.5 Commons’s Theory of Reasonable Value
and Negotiational Psychology

Also Commons has provided significant contributions
to the analysis of interrelations between economic and
psychological factors in collective life. Firstly, he has
brought new light to the theory of social value®? by intro-

%2 As is known, the theory of social value has a long tradition in
social sciences. In this regard, this theme has been at the cen-
tre also of Dewey’s work, in particular in his Theory of Valua-
tion (1939), which is closely related to Freedom and Culture.
The following passages effectively express the meaning of the
concept of social value for institutional economics, “To con-
ceive of a problem requires the perception of a difference be-
tween ‘what is going on’ and ‘what ought to go on’. Social val-
ue theory is logically and inescapably required to distinguish
what ought to be from what is....In the real world, the provi-
sioning process in all societies is organized through prescrip-
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ducing the concept of reasonable value, which pinpoints
the conflicting and context-specific nature of the process
of social valuing; these concepts are effectively set forth
in the following passages,

«The preceding sections of this book brought us to the
problems of Public Policy and Social Utility. These are
the same as the problems of Reasonable Value and Due
Process of Law. The problem arises out of the three prin-
ciples underlying all transactions: conflict, dependence
and order. Each economic transaction is a process of
joint valuation by participants, wherein each is moved by
diversity of interests, by dependence upon the others,
and by the working rules which, for the time being, re-
quire conformity of transactions to collective action.
Hence, reasonable values are reasonable transactions,
reasonable practices, and social utility, equivalent to pub-
lic purpose....Reasonable Value is the evolutionary col-
lective determination of what is reasonable in view of all
changing political, moral, and economic circumstances
and the personalities that arise therefrom to the Suprem
bench.<, Commons (1934: 681, 683-684).

Reasonable value is by definition an imperfect pro-
cess whose characteristics can be interpreted as the syn-
thesis of the conflicting and evolutionary components of
collective action. As also evidenced in another work, the

tive and proscriptive institutional arrangements that correlate
behaviour in the many facets and dimensions of the economic
process. Fashioning, choosing among and assessing such in-
stitutional structure is the 'stuff and substance' of continuing
discussions in deliberative bodies and in the community gen-
erally. The role of social value theory is to provide analyses of
criteria in terms of which such choices are made.”, (M.Tool, in
Hodgson, Samuels e Tool, 1994: 406-407).
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imperfection of social valuing is also caused by its partly
unconscious and conflicting character, often embodied in
habits of thought and life. In this sense, social value pro-
cess goes at the heart of the nature of political economy,
which is considered not an activity stemming from the
application of abstract laws but as a collective and evolu-
tionary decision-making process involving many institu-
tions. In this sense, political economy has a close relation
with law and ethics,

«If the subject-matter of political economy is not individu-
als and nature's forces, but is human beings getting their
living out of each other by mutual transfers of property
rights, then it is to law and ethics that we look for the criti-
cal turning points of this human activity.», (Commons,
1934: 57).

In this regard, in Institutional Economics, Its Place in
Political Economy (1934), he has elaborated the concept
of negotiational psychology, aimed at interpreting the
conflicts and dynamics of collective action as expressed
through the complex web of transactions and institutions.
Indeed, negotiational psychology involves the idea of
conflict between different feelings and values, which find
their manifold expressions in the dynamics of individual
and collective action. Within this process, the importance
attributed to social psychology appears in the following
passages,

«....If it be considered that, after all, it is the individual
who is important, then the individual with whom we are
dealing is the Institutionalized Mind. Individuals begin as
babies....They meet each other, not as physiological bod-
ies moved by glands, nor as “globules of desire” moved
by pain and pleasure, similar to the forces of biological
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and animal nature, but as prepared more or less by habit,
induced by the pressure of custom, to engage in those
highly artificial transactions created by the collective hu-
man will....Every choice, on analysis, turns out to be a
three-dimensional act, which — as may be observed in
the issues brought out in disputes — is at one and the
same time, a performance, an avoidance, and a forbear-
ance....The psychology of transactions is the social psy-
chology of negotiations and the transfers of owner-
ship....Thus each endeavors to change the dimensions of
the economic values to be transferred....This negotia-
tional psychology takes three forms according to the
three kinds of transactions: the psychology of persua-
sion, coercion, or duress in bargaining transactions; the
psychology of command and obedience in managerial
transactions; and the psychology of pleading and argu-
ment in rationing transactions .... Negotiational psychol-
ogy is strictly a psychology of ideas, meanings, and cus-
tomary units of measurement.», (Commons, 1934: 73-
74, 88, 91, 106).

Hence, the individual and collective element consti-
tute two necessary aspects of collective action; this en-
tails a shift of the analysis from a “person-to-nature” to a
“person-to-person” relation®, with the related importance

% 1t can be interesting to note that these concepts allow Com-
mons to develop important implications on the similarities and
differences between institutional economics and Darwin's the-
ory which, as is known, has had multifarious influences on so-
cial sciences; in this regard, Commons observes that, “Natural
selection, which is natural survival of the “fit,” produces wolves,
snakes, poisons, destructive microbes; but artificial selection
converts wolves into dogs, nature's poisons into medicines,
eliminates the wicked microbes, and multiplies the good mi-
crobes....And these transactions, since the principle of scarcity
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of an interdisciplinary approach for its understanding. In
this perspective, psychological sciences can contribute to
a better understanding of the ontological foundations of
reasonable value in any given context, in particular as
regards its most problematic aspects, which tend to be
grounded, in a partly implicitly and unconscious way, in
deep-seated patterns of thought and action.

A joint application of the concepts elaborated by
Dewey, K.Polanyi, Veblen and Commons can make
headway towards a systematic collaboration between in-
stitutional theories, psychology and psychoanalysis, es-
pecially in light of the increasing areas of convergence
between psychological and social sciences*.

Such collaboration could lead to a better understand-
ing of the features and evolution of social valuing in any
given context, which, as previously observed, is ex-

runs through them, have curious analogies to the factors which
Darwin discovered in organisms. Custom, the repetition of
transactions, is analogous to heredity; the duplication and mul-
tiplication of transactions arise from pressure of population;
their variability is evident, and out of the variabilities come
changes in customs and survival. But here the survival is the
“artificial selection” of good customs and punishment of bad
customs, and it is this artificiality, which is merely the human
will in action, that converts mechanisms into machines, living
organisms into institutionalized minds, and unorganized cus-
tom or habit into orderly transactions and going concerns.”,
(Commons, 1934: 636, 638).

* For an analysis of some important contributions aimed at
applying a psychological and psychoanalytic perspective to the
study of social sciences refer to Ammon (1971); Bastide
(1950); Desjarlais and others (1995); Erikson (1968); Fine
(1979); Gay (1985); Horney (1939); James (1890); Kahneman
and Tversky (2000); May (1972); Nisbett e Ross (1980);
Pervin e John (1997); Sullivan (1964).
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pressed in the complex tangle of motivations, conflicts,
and expectations, both at individual and collective level.
In this context, it should be noted that while an increas-
ingly marked differentiation between economic and so-
cial/cultural aspects of human activity has occurred, it is
also true that the connections between these two
spheres are increasingly complex and significant: if, on
the one hand, economic aspects (e.g. the evaluation of
the costs and monetary benefits of the various alterna-
tives) permeates the rest of social relations, on the other
hand the opposite also holds true, in the sense that social
and cultural aspects condition and find expression in the
economic sphere.
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PART Il
THE SOCIAL AND CULTURAL

DIMENSIONS
OF ECONOMIC DEVELOPMENT
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CHAPTER 6

SOME STRATEGIC FACTORS
OF ECONOMIC DEVELOPMENT

6.1 Overview

As we have tried to show, economic action cannot
realistically be considered as a self-regulating process,
isolated form its social context. Conversely, economic ac-
tion constitutes a part of a broader social and cultural
network. For this reason, understanding economic action
implies a parallel comprehension of all the factors which
combine to define its structure. Even more significantly,
all these dimensions are directly related to the complexity
of the institutional and policy framework.

These circumstances have profound implications for
policy strategies, both for developed and developing
countries. In this part, we will try, in the next chapter, to
briefly illustrate some pivotal factors of economic devel-
opment and how these aspects relates to the notions of
human development and social capital. Then, in the final
chapter, we will investigate how the approach developed
before can be employed for casting more light on the is-
sue of economic and social development. We consider
that development in a far-reaching sense, thus including
a broad range of situations, extending also to the fields of
“‘developed countries”. We are in fact convinced that an
adequate understanding of the problems of today de-
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mands a holistic approach, as these problems spring
from the same social roots.

We are aware that in this way the analysis can be-
come quite generic but, at the same time, believe that, at
theoretical level, a degree of generality is necessary for
attaining a full picture of the complexity of every specific
case.

In the analysis of the relevant factors for economic
and social development, increasing attention has been
paid to the role of the institutional context. Indeed, as
highlighted by numerous studies promoted by important
international institutions, including the United Nations, the
World Bank, the OCSE and the European Union, the
presence of an adequate institutional structure consti-
tutes the strategic factor in any given development pro-
cess.

Recognition of this fact opens important avenues of
research, which can be grouped as follows: How to eval-
uate the efficiency of the institutional context, and in par-
ticular, of administrative action? How to identify the fac-
tors and the corresponding policies that can improve the
efficiency of public action in reaching economic and so-
cial goals, especially in the most problematic situations?

With regard to the first issue, one main line of re-
search has focused on the construction of Public Admin-
istration efficiency indicators, in order to better compare
different experiences and to “rank” the most efficient con-
texts. Examples of such indicators include the number
and relative timeframes and costs of application process-
es required to set up a company, the efficiency of legal
safeguards, and the quality of control mechanisms and of
certifications.

Clearly, the use of these indicators does not make for
an exhaustive analysis of the factors that determine the
adequacy of the institutional context. For instance, if a
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comparative analysis produces, for a particular group of
countries, values that are rather similar for these indica-
tors, it does not necessarily follow that the overall effects
of public action should produce equally convergent out-
comes. Indeed, other elements, of a more cultural and
Institutional nature, may also play a key role in determin-
ing the course and effects of such action.

In this regard, policies acquire particular importance
in that they interact in a complex way with the various
features of the economic, social and cultural structure of
each specific context.

This brings us to the second aspect, that is, how to
identify the factors that can improve the efficiency of pub-
lic action in achieving economic and social goals. Such
efficiency, in fact, as noted above, not only influences but
is influenced as well by the economic, social, and cultural
context.

This becomes especially relevant in the case of the
less developed countries and areas which, as Is well
known, tend to succumb to a vicious cycle of inadequate
institutions and insufficient economic and social growth.

In this study we will examine, with the aid of several
important theories, a number of factors which can con-
tribute to illustrating the complexity of the interconnec-
tions among institutions, culture, and economic develop-
ment.

6.2 Internationalization, Research and Innovation

Numerous authors have emphasized that the pro-
cesses of internationalization — through exports, foreign
direct investment and other forms of strategic collabora-
tion (such as joint ventures) — play a key role in econom-
ic development: such processes in fact allow both the
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expansion of economic activities through contacts with
new markets as well as the acquisition of important skills
and know-how through interaction with other realities.
These studies also highlight how necessary it is, espe-
cially in the case of developing nations, that foreign in-
vestments be included in a comprehensive strategy of
political economy aimed at maximizing the positive im-
pact of these investments on the growth of “human and
social capital”. Such outcome could take place through
the activation of a virtuous cycle among (i) the transfer of
scientific, technological and managerial capabilities; (ii)
the creation of new businesses and development pro-
jects; (iii) collaboration with universities and research in-
stitutes.

Closely linked to the above aspects, there has been
in the past few decades an increasing awareness of the
pervasive nature of research and innovation and their re-
lation to economic and social development. A clear illus-
tration can be found in the debate between the support-
ers of the theory of demand pull (elaborated, in particular,
by J.Schmookler, 1966), which argues that the prominent
factor of technological innovation (both of “process” and
of “product”) in a given sector is determined by the ex-
pected growth of the demand, and the advocates of the
theory of technology push (introduced, in particular, by N.
Rosenberg, 1976 and D.Mowrey and N.Rosenberg,
1979), who maintain that innovation is significantly con-
nected to the “frontiers of possibilities” of the technologi-
cal paradigms in the various sectors.

In more recent contributions, there has been a more
articulated analysis of the various factors bearing on in-
novation, with special attention to the following related
aspects: (i) the increasing importance of research and
innovation in order for firms to gain a competitive edge
even in the most “traditional” sectors: for instance, also
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the production of a “mature” good might necessitate in-
novation in the organization, management, and commer-
cialization of the related activities; (ii) the growing inter-
dependence — not only economic but also social and in-
stitutional — between producers and users (that is, be-
tween supply and demand) of research and innovation
and, at the same time, the increasing specialization of the
related areas; (iii) these aspects have given rise to an in-
creased importance, on the one hand, of national and in-
ternational systems of innovation and of the related struc-
ture of institutions and policies for research and technol-
ogy transfer. And, on the other hand, of scientific and
technological patterns and routines and of the related
processes of path-dependency as impinging on the indi-
vidual enterprise, the local systems of businesses, and
the industry as a whole in its various definitions.

6.3 The Difficulty of Technology Transfer

A key factor in the difficulties faced by underdevel-
oped economic systems in achieving an adequate level
of innovation lies in the double nature, open and tacit, of
technology: on the one hand, technology has an explicit
and visible side, for instance, in the form of patents and
codified instructions; at the same time, however, technol-
ogy possesses a “tacit” element represented by the skills
and knowledge needed to make the technologies work.
Such capabilities are typically specific and path-
dependent, and involve technical and organizational rou-
tines both at the firm level and at larger systems of pro-
duction. In this sense, such capabilities lie not so much in
the instruments of production as in the knowledge of sin-
gle individuals, and tend, for this reason, to acquire an
implicit and tacit nature. This happens firstly because the
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worker's know how, the fruit of years of experience, can
only be passed on very slowly and imperfectly, and sec-
ondly because in most cases such know how is formed
and developed within a given productive structure. For
these reasons, it is difficult for inner capabilities to be “ex-
ternalized” and herein they represent the source of com-
petitive advantage in businesses and economic systems.

These aspects of technology provide an important
account for the persistent divergence in development
among economic areas, and have been addressed in
particular by the theories of “dynamic capabilities ap-
proach”. These contributions®, developed in particular in
the last two decades, underscore the unitary character of
the firm within its environment and the role of learning at
all levels of organizational structure. This approach, by
highlighting the “holistic” and evolutionary nature of the
firm, and the role of routines as a means to store and or-
ganize learning within organization, presents a striking
parallel with important concepts of institutional econom-
ics: in particular, but not only, the role of habits of thought
an life in institutional and technologic change, the role
that active (and mostly tacit) knowledge residing in per-
sons can play in determining the real “stock of capital”,
and the adoption of an interdisciplinary perspective to the
study of social phenomena.

However, as so often happens in social sciences,
there has been little interchange between these theories
despite the fact that also their cultural heritages overlap
in many significant ways.

We believe, also for the reasons we will try to set

% Among the many contributions on the issue, refer, in particu-
lar, to Barney (1991); Dierickx and Cool (1989); Dosi, Nelson
and Winter (2000); Eisenhardt and Martin (2000); Teece, Pi-
sano and Shuen (1997); Winter (2003).
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forth, that a closer collaboration between these theories
can greatly advance their potential in elucidating im-
portant aspects of economic and social life.

6.4 The Role of Institutions and Policies

In this regard, numerous studies, in part linked to the
previous studies, have analysed the importance of the
policy and institutional context for economic and social
development. Among others, the following closely inter-
twined actions in the public sector have been considered:
(i) management of macroeconomic variables; (ii) creation
of rules for conflict resolution; (iii) creation and diffusion
of research and innovation; (iv) development of disad-
vantaged areas; (v) social and cultural policies.

An important aspect relates to the slowness and diffi-
culty of the economic and institutional changes neces-
sary to launch and sustain the development process. In
this regard, it has been stressed that the creation and
consolidation of institutions occurs through the formation
of “consolidated habits of thought” linked to the way the
institutions operate.

These features of institutions help to increase their
stability, but, precisely for this reason, render their
change slower and more difficult, especially in the case
of institutions that are inefficient or in crisis. An important
conclusion brought to light by these analyses is that insti-
tutions and organizations that can be considered inade-
quate for attaining economic and social objectives, can
survive for a long time even if they could ideally be re-
placed by others more suitable for reaching such goals.

This difficulty of effecting rapid change in institutions
and technology helps to explain why the reduction of the
economic gaps existing among different regions repre-
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sents an especially arduous task for policy action. In
fact, while in advanced economies the joint action of the
aforementioned factors, in connection with the tacit na-
ture of skills and knowledge, tends to produce positive
externality and thus to strengthen the growth process, in
underdeveloped economies the opposite occurs: factors
that hinder development tend to reinforce one another,
resulting in a worsening of economic and social prob-
lems.
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CHAPTER 7

HUMAN DEVELOPMENT
AND SOCIAL CAPITAL
IN AN INTERDISCIPLINARY PERSPECTIVE

7.1 Introduction

As it appears clearly, the previous factors have many
parallels with the concepts of social capital and human
development. But, how these concepts can be employed
for understanding the problems of developing countries
and then, on that basis, for devising appropriate policies?
First, let us look, without any claim of completeness, into
their definitions. Then, we will try to broaden these con-
cepts by considering the theories addressed in the previ-
ous chapters.

7.2. The Concept of Human Development

Although the concept of human development is not
new in economics, it is only in the last two decades that
the issue has been put on the political agenda of supra-
national institutions, and in particular the United Nations.
Important contributions were provided, among others, by
Amartya Sen, Nobel Prize in Economics, and Mahbub ul
Haq, founder of the Human Development Report (HDR).
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Since 1990, the UN publishes The Human Develop-
ment Report which, through the continual refining of hu-
man development indicators, examines the situation
worldwide and indicates the desirable development pat-
terns for the future. The 2009 edition has addressed in
particular the issue of migration, both within and beyond
borders. In that context, the 2009 report has investigated
migratory movements in their links with the dynamics of
demographic changes, growth and inequality. Within this
ambit, particular attention has been paid not only to the
macroeconomic patterns but also to the family and village
experiences. The 2010 global Human Development Re-
port will celebrate the twentieth anniversary of the HDR,
and will be the occasion for a comprehensive appraisal of
the results so far achieved.

The United Nations Development Programme® neat-
ly describes the characteristics of the Human Develop-
ment Approach,

«Human Development is a development paradigm that is
about much more than the rise or fall of national incomes.
It is about creating an environment in which people can
develop their full potential and lead productive, creative
lives in accord with their needs and interests. People are
the real wealth of nations. Development is thus about ex-
panding the choices people have to lead lives that they
value. And it is thus about much more than economic
growth, which is only a means — if a very important one
— of enlarging people’s choices.

Fundamental to enlarging these choices is building
human capabilities—the range of things that people can
do or be in life. The most basic capabilities for human

% Cf. the website http://hdr.undp.org/en/humandev/ also for
more information on the Human Development Reports.
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development are to lead long and healthy lives, to be
knowledgeable, to have access to the resources needed
for a decent standard of living and to be able to partici-
pate in the life of the community. Without these, many
choices are simply not available, and many opportunities
in life remain inaccessible....In seeking that something
else, human development shares a common vision with
human rights. The goal is human freedom. And in pursu-
ing capabilities and realizing rights, this freedom is vital.
People must be free to exercise their choices and to par-
ticipate in decision-making that affects their lives. Human
development and human rights are mutually reinforcing,
helping to secure the well-being and dignity of all people,
building self-respect and the respect of others.»

As can be seen, the Human Development Approach
has offered a significant headway in a conception of eco-
nomic action more focused on the reality of human
needs: not only mere economic advancement but also a
continual improvement in the social, cultural and partici-
patory spheres of personality. For this reason, the im-
portance of this concept for our issue can hardly be ex-
aggerated. As a matter of fact, in bringing together the
individual and collective aspects of socio-economic de-
velopment, it explicitly invites an interdisciplinary ap-
proach to the study of these issues. However, the full re-
alization of these potentialities in practice is still in its in-
ception. There is, in fact, the major issue of bridging the
concepts of human development and social capital in
theory and in policy action. As we will see presently, real-
izing this connection demands nothing less than a better
policy coordination which, in turn, needs to be rooted in
an interdisciplinary approach to the issues addressed.
Before considering a number of these aspects, let us
briefly examine the concept of social capital.
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7.3 The Multifarious Notion of Social Capital

Also the notion of social capital is not new in econom-
ics. Several economists, especially in “non orthodox do-
main”, have stressed the role of the immaterial aspects of
capital in the dynamics of technological progress. For in-
stance, in the field of the old institutional economics, Veb-
len underscored the importance of the stock of the work-
ers’ competences for attaining a given level of produc-
tion. Physical instruments alone, he observed, provide a
very imperfect picture of the real potential of the workers
using these instruments. Commons, on the other hand,
underlined a related concept and, for that purpose, elabo-
rated the notion of intangible ownership. He observed
that the development of the economic system has been
marked by an increasing importance of the immaterial
aspects of the ownership. These are constituted by the
whole system of rights, duties, — namely, of opportuni-
ties and burdens — that define the economic and social
life of persons within their collective context.

Also the major sociological traditions have given
these concepts much relevance. In this respect, Durk-
heim, Weber, Simmel and the “Ecological School of Chi-
cago” have drawn attention, in different but interrelated
ways, to the significance of the values and motivations of
the person in order to explain, in their complex inter-
change, economic and social action. Building on these
ideas, there has been in the last decades a renewed in-
terest in the notion of social capital, and many important
contributions have been provided on that account.

However, as noted by many authors, these contribu-
tions have acquired a rather dispersed nature, as virtually
all economics and sociological field has tried to incorpo-
rate the notion of social capital within its boundaries. As a
result, there are many concepts of social capital — most
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often conflicting — which reflect the theoretical premises
of these strands of research. For instance, neoclassical
economists would interpret social capital as a “rational”
response to the needs of coordination of the system; old
institutionalists as an evolutionary outcome of historical
processes, which are heavily path-dependent and then
can hardly be explained in terms of an abstract concept
of rationality. Sociology, on the other hand, is more prone
to conceive of social capital as a need for people to en-
sure an adequate social cohesion. The same holds true,
apart from the obvious differences of approach, for psy-
chology and psychoanalysis.

The trouble of this situation lies in the circumstance
that the diversity of contributions does not always warrant
a pluralistic approach to the issue of social capital. This is
true not only of social capital but also of many other is-
sues. In fact, whereas in natural sciences tend to occur a
“natural” collaboration between different approaches and
disciplines, in social sciences the reverse tends to pre-
vail. Here, each discipline and, within it, each field, in the
laudable effort to emphasize its key concepts, tends to
become, most unconsciously, universalistic, in the sense
that it interprets all social phenomena prominently in
terms of its key concepts. In this way, all other contribu-
tions tend all too easily to be neglected or overlooked
and, as a result, social phenomena are interpreted in a
fragmentary and reductive way (cf.also the previous dis-
cussion on Dewey’s theory).

Despite these typical drawbacks of social sciences, it
has emerged in recent years a new awareness of the
multifariousness of social phenomena. With regard to our
theme, a conspicuous body of literature has addressed,
at theoretical and applicatory level, the various elements
of social capital.
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A major challenge of these studied has been to pro-
vide with a more precise content the notion of social capi-
ta—meant, in broad sense, as the entire set of formal and
informal bonds and ties that are considered conducive to
socio-economic progress. As a matter of fact, that concept
tends to become exceedingly vague and elusive, as it en-
compasses virtually every aspect of the social domain.

For instance, how can we advance beyond the signifi-
cant but generic statement that social bonds and ties con-
stitute a paramount aspect of a rewarding economic and
social life?

In fact, as is well known, not every social tie is auto-
matically conducive to economic and social progress. For
instance, can we consider mafia organizations — which
are characterized by a hierarchical system of close con-
nections — a type of social capital?

We believe certainly not, but how can we identify the
positive and negative aspects of a social relation, with par-
ticular attention to the most predatory and disruptive
ones?

An additional difficulty resides in the circumstance that
— apart extreme cases, such as mafia organizations,
where predatory aspects are overwhelming — “good” ties
and “bad” ties are most often enmeshed in the same rela-
tionship®’.

Recent contributions to social capital have started to
examine carefully these issues. Let us consider in some
detail Woolcock’s interesting article (1998), which, also
by building on previous contributions, attempts to identify
the different forms of social capital in their reciprocal in-
teraction. He notes that regarding social capital only as a
form of embeddedness disregards the fact that social

¥ This happens, of course, also for personal relationships
when we come to consider to positive and negative aspects of
ourselves and the other persons involved.
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capital, in order to be productive, requires an adequate
amount of freedom of the actors involved. Too much em-
beddedness, then, can turn out to be a negative form of
social capital. A typical instance of this situation are the
communities of immigrants in a foreign country, especial-
ly when these are poorly integrated in the social context.
Here, such communities are based on tight and demand-
ing ties between their members, which allow limited per-
sonal initiative. Such communities, while providing help
and assistance to new immigrants, would most often dis-
courage them from establishing external relations, even
when this proves necessary for the expansion of their ac-
tivities—for instance, a new business.

Building on these examples, Woolcock introduces two
basic components of social capital, namely, embed-
dedness and autonomy. These aspects of social capital
are applied to its “micro” and “macro” dimensions. While
micro dimension basically refers to “grassroots” ties, the
macro dimension involves the role of state, and in particu-
lar the set of state-society relations. Combining embed-
dedness and autonomy dimensions at micro and macro
levels, there emerges quite diverse outcomes: “amoral
familism®*“, when in the group there is an “excess of
community” at the expense of non-members, “anomie”,
when there is too much autonomy and too little embed-
dedness, “amoral individualism”, when there is lack of both
embeddedness and autonomy, and “social opportunity”,
when there is a happy combination of the two.

On the basis of the two dimensions of embed-
dedness and autonomy — indicated, with reference to
the activity of the state, with the terms “synergy” and “or-
ganizational integrity” — the author proceeds to examine
the different types of states and their role in economic

8 Among the vast literature on the subject, see, among others,
Banfiled (1958) and Toye (1987).
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and social development. The worst situation is the “col-
lapsed state”, characterized by a minimal level of both
embeddedness and autonomy. In the middle range lie
the “rogue state”, where prevails a predatory embed-
dedness in state-society relations accompanied by inad-
equate organization; and the “weak state”, in which there
are “too much bureaucracy and too little civil society”.
The best outcome is the “developmental state”, namely,
one in which the dimensions of embeddedness and au-
tonomy are mutually reinforcing.

One significant conclusion of the work is that com-
munity-based (bottom-up) social ties are closely inter-
mingled with the set of state-society relations (top-down).
Significantly enough for our theme, the two kinds of rela-
tions do not stand in a zero-sum game in which — as as-
sumed by “minimal state” and “free markets” advocates
— “less state” automatically generates “more society”.
Conversely, the quality of the state, and in particular its
capacity to establish and guarantee useful and equitable
linkages with society, constitutes a paramount factor in
fostering the growth of social capital at bottom-up level.

The key issue for development policies, then, is to
move towards a happy balance between the various forms
of social capital in their reciprocal interaction and evolu-
tion. In the author’s view, one great merit of the concept of
social capital is that of facilitating the adoption of an inter-
disciplinary approach to the study of social issues.

7.4. Human Development and Social Capital
in an Interdisciplinary Perspective
Now, let us examine on the basis of these insights,

how the interdisciplinary approach outlined in the previ-
ous chapters can be employed for addressing some tan-
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gled issues of human development and social capital.

As a matter of fact, as these concepts virtually en-
compass every aspect of individual and social life, their
analysis requires a joint appraisal of all aspects entering
the picture.

Surely, the previous contributions offer important ori-
entations for theory and policy analysis but much remains
to be done for attaining a more complete understanding
of these phenomena.

In this sense, the concept of social capital invites a
closer examination of the “material” and “psychological’
aspects of the mode of production. In this ambit, the het-
erodox oriented theories previously considered — and
also other related approaches, such as Marxists and
post-Keynesians — can help make headway towards a
better comprehension of these phenomena.

In this perspective, one key concept is that of social
valuing. It implies in any circumstance (cf. the previous
chapters) that a distinction be made between “what is go-
ing on and what ought to go on”. That distinction, in turn,
involves a choice between different policies at all levels
of collective action. However, the decision-making pro-
cess underlying these choices is anything but easy. In
fact, as underscored, in different domains, by institutional
economists, psychologists and psychoanalysts, people,
and even institutions, are rarely fully aware of all the
available options, and in particular of the set of values
and conflicts associated with them.

In this regard, Dewey’s and Veblen’s theories are
particularly illuminating of these aspects. They stress, in
a different but very convergent way, that in our society
there is still a huge divide between science and culture
(or, relatedly, between “ceremonial” and “instrumental’
institutions) which mirrors the different opportunities be-
tween the various groups and classes of society. Oppor-
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tunities which refer not only to the material aspects but
also, and perhaps more importantly, to the possibility of
‘human development”, in the meaning described before.

To be sure, as also stressed by Marxist contributions,
such a society entails alienation for all classes but, of
course, it is the disadvantaged section of society which
bears the most negative consequences.

7.5 The Psychoanalytic Perspective

These insights have received important extensions
by psychoanalytic contributions. As illustrated more ex-
tensively in another work, these contributions highlight
that persons have an intrinsic need of establishing sound
interpersonal relations in order to express the various as-
pects of their personality. In this sense, group life ac-
quires significance for persons in that it allows in dynamic
interaction, (i) to give and receive affect, (ii) to shape in-
dividual and social identity and (iii) to unfold intellectual
faculties.

But, very importantly for social analysis, a group can
also become a way for expressing predatory instances
largely resting on neurotic conflicts. This happens not on-
ly in overtly aggressive and intolerant groups but also in
more “ordinary” groups. In the latter instances, it is likely
that positive and negative aspects are merged in a very
tangled way. But, why neurotic aspects are likely to be
present, in various degrees, even in the more altruistic
groups? The basic reason is that human development (in
the psychological meaning of the term) is a highly com-
plex process which is likely to involve, at various degrees,
also trouble and difficulty.

To begin with, birth itself, as stressed in particular by
Otto Rank, constitutes a trauma for the child. Then, the

146



child feels “fused and identified” with the mother, and,
hence, the subsequent process of differentiation and dis-
cover of another person, the father, is likely to engender
complex relations of identification, but also of fear, rivalry
and conflict.

The child understands that it is no longer “at one”
with the mother, and, therefore, that the parents may
even “leave it aside” in their common life. Of course, the
child loves its parents and needs their affection and pro-
tection but, at the same time, can desire to be “at one”
with the mother or the father and so, on these grounds,
may develop a feeling of a rivalry toward the parent of the
opposite sex and also — in connection with its feeling of
being “left aside” — of hostility and mistrust for both.

The consideration of these factors is not tantamount
to downplaying the variety of cultural expressions. On the
contrary, a better understanding of the needs and difficul-
ties of human development can contribute to bring atten-
tion to the numberless ways through which cultural evolu-
tion takes place.

As noted by Freud (in particular, 1912-1913, 1921
and 1930) and by subsequent psychoanalysts, group co-
hesion tends to be based® on the following processes: i)
libidinal links among the members of the group; ii) projec-
tion of individual aggressiveness into people and/or insti-
tutions lying outside the group; iii) identification with the
group leader — who symbolizes the parental instance
(typically, the father) — in order to repress the conflicts
related to the Oedipus complex.

These processes — which operate in part at an un-
conscious level and may be partly driven by neurotic con-

¥ This does not imply that Freud disregarded the positive as-
pects of group cohesion but only that he gave prominent atten-
tion to the problematic aspects of group dynamics.
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flicts — can help to explain the scission that often occurs
within groups between “the good and right”, lying inside
the group, and “the bad and mistaken”, lying outside its
boundaries.

All these contributions stress the role of groups and
organizations for expressing the needs and conflicts of
the person. For instance, to the person, the group may
represent an idealized ego; and, in this connection, its
“‘morals” and “code of conduct” symbolize parental figures
who, through a process of “internalization”, play the role
of superego.

In this regard, it is important to note that the instance
of superego certainly stems also from a normal human
tendency to establish sound interpersonal relations, and,
accordingly, to behave with affection and solicitude to-
wards each other and continually improve the “bright as-
pects” of personality. However, whereas in non-neurotic
situations the “code of conduct” emerging from such
tendencies asserts itself as a genuine behaviour, in neu-
rotic situations leading to the formation of superego
things run in a completely different way: here, the ten-
dency of improving personality tends to be, under an ap-
pearance of goodness and morality, subordinated to the
expression of neurotic contents at cross-purposes with
such tendency.

The above discussion implies that, for a deeper un-
derstanding of these phenomena, in the study of these
conflicts both individual and collective dimensions should
be considered, whatever be the particular focus of the
analysis. For instance, in the study of individual conflicts,
the characteristics of economic, social and cultural forms
should be taken into account; whereas, in the study of
collective forms, also the psychological orientations of the
individuals composing them should be brought into focus.
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CHAPTER 8

IMPLICATIONS FOR ECONOMIC
AND SOCIAL DEVELOPMENT:
SOME REMARKS ON ITALIAN DUALISM

8.1 The Unitary Character of Economic
and Social Development

As emerges from the previous discussion, an inter-
disciplinary-based approach can greatly enlarge the ex-
planatory potential of the concepts of human develop-
ment and social capital. It does so by making clear that
these concepts involve every domain of individual and
collective life. But, we can ask, this enlargement is not
tantamount to rendering these concepts utterly generic
and, then, of little use for explaining actual phenomena?
We think, however that this problem can easily be sorted
out. In fact, the usefulness of these concepts is that they
help to locate the various relational elements that, in their
articulation, go to make up the structure of human devel-
opment and social capital.

In this regard, the approach developed before can
help to bridge better a number of relevant issues. For in-
stance, when discussing the potential effects of social
capital on socio-economic development, we need to
make explicit what kind of development we deem possi-
ble and/or desirable. As noted before, this requires a
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thorough process of social valuing. However, social value
process most often takes an implicit and “unconscious”
character, as it is deeply rooted in the prevailing habits of
thought and life at the time. For instance, in the choice of
different policy strategies, considerations based on expe-
rience and knowledge are likely to play a relevant role.
But, are we sure that this “rationally-based” appraisal of
the situation is not heavily intermingled with motivations
that are deep-seated in our cultural heritage? As a matter
of fact, the latter factors are likely to play a significant role
in decision-making. The reason why they often acquire
an implicit dimension is that, as shown by psychological
and psychoanalytic studies, our process of formation of
individual and social identity assumes a largely uncon-
scious character. Two important aspects pushing much of
our personality towards an unconscious dimension are:

(I) the necessity, first expounded by William James, to
routinize the cognitive framework of the most elementary
operations. In this way, our conscious attention on the
performing of these operations can be reduced.

The interesting aspect of this analysis is that, in describ-
ing some important features of personal habits, it also
casts light on the role of collective habits in social dynam-
ics. As a matter of fact, habits constitute the normal way
of working not only of personal life but also, in a complex
interplay of reciprocal influences, of collective life. The
following passages convey these concepts vividly,

«Habit is thus the enormous fly-wheel of society, its
most precious conservative agent. It alone is what
keeps us all within the bounds of ordinance, and saves
the children of fortune from the envious uprising of the
poor. It alone prevents the hardest and most repulsive
walks of life from being deserted by those brought up to
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tread therein. It keeps the fisherman and the deck-hand
at sea through the winter; it holds the miner in his dark-
ness, and nails the countryman to his log-cabin and his
lonely farm through all the months of snow; it protects us
from invasion by the natives of the desert and frozen
zones....It keeps different social strata from mixing.»,
(James, 1890: 121).

As noted before, this theoretical framework had con-
stituted the basis for the subsequent development of in-
stitutional economics and other social theories.

(1) In psychoanalytic theory, as first elaborated by Sig-
mund Freud, a set of painful and/or distressing thoughts
and emotions, associated in particular with early child-
hood, can be negated and made unconscious as a de-
fence mechanism against such experiences. In this way,
the person is no longer conscious of these experiences,
but this does not imply that the underlying problems have
been solved. As a matter of fact, while the repressed
emotions always come up, in one way or another, to the
mind in an indirect and distorted way, the very effect of
repression makes it very arduous for the person to go
down through its unconscious conflicts to locate (and
solve) all the distressing experiences which have set in
motion the repression defence.

As can be easily observed, there are many conver-
gences between the previous theories, which are of spe-
cial interest for social analysis. In this regard, how can
these theories be applied to the study of human devel-
opment and social capital?

First, the concept of an “optimal or desirable level of
social capital” needs to address, in order to acquire, be-
yond its intuitive value, a more precise policy content,
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many aspects that most often remain in the shadow. In
fact, with the expression “optimal level of social capital”
we implicitly refer to a “desirable or attainable pattern of
development”. However, one big question resides pre-
cisely in this concept: for every country, in fact, there is
not just one but several development strategies (see also
the next chapter): for instance, a strategy based on an
exasperated reduction of labour cost can leave little
room, if any, to the development of equitable social ties;
and, furthermore, tends to generate many disruptive con-
tradictions that would end up jeopardizing even the “ma-
terial” growth potential of the system.

However, most of our economies — including the
most developed ones — largely rest on this kind of com-
petition. How can we address these phenomena in a pol-
icy strategy aimed at making a predatory state more “de-
velopmental®? What does it mean, in this context a “de-
velopmental state”? Are we sure that a “developmental
state” would not overlook, in some cases, important as-
pects of human development?

In these enquiries, a process of social value in the
sense just illustrated can help identify the profound mo-
tivations and conflicts underlying social life and policy
action.

For instance, if the only faith in economic progress
rests on a kind of a wild and unregulated competition, this
can imply that the market tends to be psychologically
perceived as an inflexible and punitive superego. In that
vision, the only wise thing we should do is to comply with
the “needs of the market”, without any further enquiry into
the adequacy of the system to respond to the profound
needs of economy and society. Hence, a process of so-
cial valuing able to uncover and express these conflicts
can constitute a crucial step for their progressive solution.
As can be easily noted, an improved process of social
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valuing amounts to a psychoanalytic process, embracing
both the individual and collective dimension.

Such process, in order to effect a substantial im-
provement in the process of policy action, should reach
out all levels of individual and collective action. This en-
tails, of course, a supportive institutional framework
aimed at fostering active participation of all the subjects
involved.

A significant consequence of this involvement is that
human development and social capital should no longer
be considered as separate concepts. In fact, the implicit
assumption of many contributions is that human devel-
opment is a very desirable objective but does not concur
directly to its attainment. For that purpose, what is need-
ed is social capital, which, however, is not clearly inter-
preted as a form of human development.

In the light of the previous discussion, it seems more
appropriate to regard human development and social
capital as, at the same time, the end and the means of
the same process of socio-economic development. The
only difference between the two concepts would relate to
the focus of analysis: in human development, we draw at-
tention on how a person’s potential can unfold in its indi-
vidual and collective dimension, while in social capital we
investigate to what extent the articulated nexus of social
ties is conducive to economic and social development
and, then to the development of human potential.

As already stressed on the chapter on Dewey, this
extension of the concept of participation entails a corre-
sponding enlargement of its ethical and participatory con-
tent to all realms of collective life. This process would end
up in a blurred distinction between spiritual or “final” activ-
ities and “instrumental” activities related to production
process.
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8.2 Some Remarks on Italian Dualism

Now, we will try to apply, as a possible example,
some of the previous insights to the problem of Italian
dualism between North and South. Needless to say, this
analysis is far from complete, in a double sense: from
theoretical side, it does not employ, owing to their far-
reaching character, all the concepts previously ad-
dressed; and, from the case in question, it represents on-
ly a sketch of a very articulated situation.

With these qualifications, let us investigate a number
of relevant aspects of this dualism.

As is known, the unity of Italy was realized in 1870,
as a result of the many initiatives undertaken by the “Ri-
sorgimento” movement. The objective of this movement
had been to accomplish the unity of Italy in a period in
which the Country was fragmented in many states. It
heavily involved and motivated a large part of ordinary
people and intellectuals in a progressist and enthusiastic
wave aimed at realizing that purpose. For this reason, the
Risorgimento represents one of the distinctive aspect of
our development. As a matter of fact, beyond helping to
realize the national unity, it fostered a far-reaching con-
frontation on all the relevant aspects of Italian develop-
ment in the light of different theoretical perspectives: in
particular, the theories of communism, socialism and de-
mocracy in their multifarious articulations. In this sense,
the Risorgimento was closely related, and assumed an
important role, to the history of Europe. At political and
military level, a strategic role was played by Giuseppe
Garibaldi, who was backed in his action by the “Savoia
kingdom”, located in North-West Italy.

That kingdom was the most powerful in Italy and was
the only one that supported, more or less explicitly, the
‘Risorgimento” movement. Conversely, all the other
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states were starkly against such project and tried to resist
its accomplishment. For this reason, when, after three
‘independence wars” against such states and its foreign-
ers allies, the unity of Italy was finally realized, the Savoia
kingdom, as one of the leading actor of that enterprise,
played a key role in the subsequent formation of Italian
institutional, social and economic structure. Consequent-
ly, although the achievement of national unity had consti-
tuted a strategic factor for the subsequent development
of Italy, all the other regions did not play a relevant role in
this process and, in the first years of the unity, did not
even realize an evident economic improvement. This was
especially true for the “Borbone kingdom” in South Italy
(the so called ltalian Mezzogiorno), for two basic reasons:
— Owing to the rather poor level of transport system and
other basic modern infrastructures in Italy, and especially
in South, it was difficult to establish effective connections
through different regions. For this reason, the process of
economic, social and cultural integration proceeded with
much difficulty.

— The “Borbone kingdom”, although backward and con-
servative in many respects, had, prior the Italian unity, a
considerable body of industries, most of them financed
by foreign direct investment (FDI). Also for other aspects,
that kingdom was quite advanced: for instance, the first
railway in continental Europe was built there in order to
connect the two Royal Palaces of Naples and Portici (a
small town close to Naples). However, since this incep-
tion, no other railways were built soon afterwards. At cul-
tural level, there were good universities and a lively class
of intellectuals surrounded, however, by a diffuse level of
poverty. In the first decades after the unity of ltaly, the
situation got even worse from the economic side, and
many firms did not survive since the elimination of trade
barriers. Furthermore, these firms had not been replaced,
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in the short run, by new firms or other forms of economic
development. Hence, a time of economic and social de-
cline followed. After that, especially from the beginning of
20th century, the situation has slightly improved in many
respects, but has not as yet bridged the gap between
North and South.

This historical process can greatly help to understand
better the today problems of Mezzogiorno and the divide,
still persisting, between North (including Centre Italy and
the capital, Rome) and South Italy.

In fact, a relevant economic dualism still exists be-
tween North and South: it takes the form in southern re-
gions of lower aggregate and per-capita income, lower
value added, higher unemployment rate especially
among the youth, lower level of material and immaterial
infrastructures, organized crime, cases of inefficiency and
malfeasance of public administration.

To be sure, this picture is often exaggerated in public
debate: in this sense, the Mezzogiorno is not only the
land of mafia, corruption and backwardness. From eco-
nomic side, we can note that lively and innovative indus-
trial districts exist and thrive in South Italy. They often re-
alize remarkable absolute and relative performances, in-
cluding in some cases a significant export. There is also
a considerable group of large firms, some of them for-
eigners, which have set, often through incentive policies,
important plants also in innovative sectors. And, perhaps
even more significantly, there is a high birth-rate of new
firms run by young people, often in high-tech sectors®.

0 For more information about these aspects and their evolu-
tion refer in particular to the site of the Ministry of Economy
http://www.dps.tesoro.it/numeri_del _sud.asp
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Moreover, as widely analysed, one should be very
cautious in interpreting the differences between regional
data. There are, in fact, many interchanges between
North and South that make the picture much more tan-
gled. Also the so-called dependency of Mezzogiorno on
the economic resources of the richer northern regions
constitutes only one side of the story. In fact, it also true
that Mezzogiorno has helped the North Italy development
in many respects:

— By representing, even in consequence of public trans-
fer of resources, an important markets for outside firms,
and by securing over time an important migratory flux.

— By constituting an important area for productive delo-
calization; in fact, even though the nominal wage, fixed
by national contracts, is equal in all regions, the real
wage tends to be lower in southern regions, also as a re-
sult of widespread employ of black work, in some cases
even involving children and women.

— As unbelievable it can appear, there are good Univer-
sities and Research Institutions in South Italy and an in-
creasing number of young people — fully comparable to
the related data in North ltaly — attains the highest levels
of education. These educated people, in turn, have con-
stituted a valuable asset for all the Country, as many of
these people ended up making their political, social or
business careers away from Mezzogiorno (in particular,
in Rome or North ltaly). Of course, there are still remark-
able problems in the education system, especially in the
primary and secondary schools where the phenomenon
of school abandonment is still at a critical level41.

“! For more information and analyses on all these aspects re-
fer to the sites of the Ministry of Economy
http://www.dps.tesoro.it/ and of SVIMEZ, www.svimez.it
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Also in relation to these aspects, many social and
cultural initiatives are flourishing in South Italy, even if,
needless to say, they are often too fragmented and un-
fold among many difficulties.

What are the implications of the previous discussion
for devising appropriate policies for Mezzogiorno?

Until now, there have been many related policies, all
of them accompanied by a lively and interesting debate.
Also in order to secure their accomplishments, specific
institutions were created: among others, the Ministry for
Special Intervention for Mezzogiorno and the “Cassa per
il Mezzogiorno”, which had been eliminated after the end
of the so-called post-war period of the “Special Interven-
tion for Mezzogiorno” in the early 90’s. Also important is
the “Association for Mezzogiorno Development”
(SVIMEZ) which makes interesting research and pro-
posals on all the aspects of the “Mezzogiorno problem”,
and hence constitutes an important point of reference for
all the interested subjects.

Within this framework, the policies for Mezzogiorno
have taken all the possible forms: (i) large State-owned
firms located in the South (in particular by the former
Holding IRI, the Institute for Industrial Reconstruction),
especially active in heavy industries; (ii) measures for at-
tracting FDI; (iii) Material and Immaterial infrastructures;
(iv) incentives for start-up e spin-off processes; (v)
measures aimed at combating organized crime, fostering
regular school attendance and abating irregular work; (vi)
in the recent years, after the end of the so-called special
intervention for Mezzogiorno, the related policies have
been for the most part included within the EU’s structural
funds. These provide, through an articulated procedure
involving various institutional levels, incentives for firms
and public institutions to elaborate joint projects to foster
regional and local development. Also in that connection,
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a massive reform of Public Administration in Italy has
been undertaken in order to rationalize the levels and the
instruments of interventions.

All these policies, while helping realize important ob-
jectives, did not fully succeed in promoting an autono-
mous development in South Italy. In fact, notwithstand-
ing the above noted progress, on the one hand, large
firms are not sufficiently integrated with the local econ-
omy and, on the other, small firms have had difficulty in
growing large.

Another more recent problem with the EU’s local pol-
icies is the difficulty for southern ltaly regions to fully em-
ploy the related funds. In many cases, in fact, it turns up
difficult to carry out a project once it has been preliminary
approved. The main reasons for this can be found in the
relative lack of technical expertise, myopic behaviour and
poor coordination among the actors concerned.

In this picture, the approach outlined before can help
illuminate significant aspects which can be useful for de-
vising more centred policies.

For instance, in explaining the aspects of failure of
the policies for Mezzogiorno, many observers tend to
stress the responsibility of local actors in producing such
outcome: they point up the role of organized crime and
instances of corruption, framed within a social situation
marked by “amoral familism” (see above) and an insuf-
ficient level of technical competences and spirit of
initiative.

These factors are certainly true (at least up to a cer-
tain point) but leave unanswered a fundamental question:
why these factors are present in such a way in South Ita-
ly and, at lesser extent, also in other parts of Italy?

A first observation coming to the fore is that in many
cases southern people are unable to pursue even their
own personal interest: for instance, as just noted, they of-
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ten do not take advantage from the opportunities offered
by many incentives provisions.

An interdisciplinary approach can help progress in
the interpretation of these phenomena. It would stress
the importance of historical factors in the emergence and
consolidation of these “habits of thought and life”. In this
light, the profound state of dependency and isolation ex-
perienced by South ltaly in the first period of national uni-
ty is likely to have generated deep-seated feelings of in-
security and mistrust. These feelings — as so often hap-
pens in human psychology as a basic defence mecha-
nism from painful feelings and experiences — have been
more or less repressed and so made unconscious in the
general spirit of society. These feelings, however, all the
likely continude to operate in distorted and neurotic way,
so giving rise to a “defensive” social and institutional
structure. Hence, feelings of pessimism and distrust, of-
ten disguised under an appearance of indifference and/or
self-reliance, tend often to prevail in the Mezzogiorno.
Consequently, sound interpersonal relations become
more difficult, and this situation is aggravated, in a vi-
cious circle, by the economic and social problems.

In this perspective, an appropriate policy action
should acquire a far-reaching scope, which would involve
also the ways of its implementation.

As a matter of fact, a policy action furthering the ac-
tive participation of all the subjects involved would greatly
help to understand the problems, conflicts and aspira-
tions of Mezzogiorno, also in their relations with those of
North Italy. This process, by realizing a more grounded
basis of the characteristics of social valuing (see above),
would contribute to a better comprehension between
North and South and, in this way, to elaborate a policy
action more tailored to the profound wants and experi-
ences of all the concerned actors.
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In this perspective, then, and as widely underscored
by many authors, the development of Mezzogiorno
should be considered as an essential aspect of the whole
national development. This happens because there are
many linkages between North and South and, for this
reason, the Mezzogiorno problems mirror the same set of
difficulties at national level.
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CHAPTER 9

CONCLUDING CHAPTER:
WHAT POLICIES FOR
ECONOMIC AND SOCIAL DEVELOPMENT?

9.1 Introduction

In this chapter, we will try to develop a number of im-
plications emerging from the previous analysis. Owing to
the complexity of these theories, our treatment is far from
complete. In fact, the pluralistic and interdisciplinary
character of this approach openly invites the examination
of a countless number of aspects.

Certainly, this circumstance, by making the enquiry
more complex and indeterminate, would be disappointing
for the seekers of “reliable truths”. However, as we have
attempted to show, “truths” based on un unwarranted
simplification of the analysis and on lack of pluralism, turn
out to be quite deluding. As a matter of fact, what is
heavily missing in this kind of analysis — even when it
may capture some aspects of the reality — is a holistic
approach able to grasp all the aspects that combine to
shape a given context.

For instance, in the widespread debate over public
administration reform, many observers point out the im-
portance of simplifying administrative procedures—for in-
stance, those required to set up a new business. This
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should be achieved, especially in the view of the “free
market” advocates, mainly by reducing the role of public
sector and the bureaucratic power associated with it. Un-
doubtedly, this issue is paramount, since any socio-
economic development would be severely impaired by
the presence of weak and/or inefficient and/or corrupted
administrations. However, centring the analysis only on
the negative aspects of the public sector, would end up
producing quite a narrow picture of the reality. As we
have tried to show, public sector, with its set of norms
and institutions, plays a crucial role in creating and main-
taining the institutions of capitalism. And, furthermore,
such sector performs a no less relevant role in ensuring,
at the macroeconomic level, the aggregate effective de-
mand (and the profits) for the economic system. On that
account, a policy strategy — typical, for instance, of the
first stage of the “transition policies” of the post-
Communist Countries — simply based on dismantling the
public sector, runs the risk of jeopardizing the very possi-
bility of introducing effective economic institutions. For
this reason, a more comprehensive view of the role of
public sector can greatly help to devise policies more
able to effect all the changes deemed necessary for the
attainment of the socio-economic objectives.

9.2 Democracy, Participation
and the Widespread Character of Policy Action

What are the implications of the above discussion
with regard to the issues of democracy and participation
and their links with policy action? We can observe that
the goal of creating increasingly complete forms of de-
mocracy and participation is based undoubtedly on a
precise “value judgment”, which, however, is also rooted
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in a scientific — in the aforementioned pluralistic mean-
ing — approach to the issues at hand.

Indeed, as we have noted, numerous contributions
from psychological and social sciences stress the need
for the person to fully develop42 his or her intellectual, so-
cial, and emotional propensities, mainly through the con-
struction of sound interpersonal relations.

In this light, democracy and participation constitute
not only ethical goals, but also elements necessary for
reaching an adequate awareness of the problems and
conflicts that define, in the analysis of economic and so-

2 In this way, it would be possible to sort out the problem, out-
lined before, of “the excess of cultural relativism”: in fact, it
could seem that, if what matters is the adequate expression of
social value, then any kind of value (and of corresponding pol-
icies) — for instance, even social valuations based, in Veblen's
terminology, on predatory and acquisitive attitudes — so ex-
pressed should receive, on the grounds of ensuring equal
consideration to each context considered, equal legitimacy no
matter how ethical we deem these values to be. Thus, the cen-
tral question becomes how to identify the ethical foundations
of social value and policy action. On this matter, the ethical
foundations of social values and policies can be found not so
much in some kind of abstract universal principles of kindness
and solidarity but, rather, in linking these principles to the ac-
tual needs of the person.

For instance, if we assume, following Veblen and many contri-
butions from social and psychological sciences, that the pro-
pensities of workmanship and parental bent — or, in psycho-
analytic terminology, the capacity “to work and love”, which
implies the need for the person to establish sound interper-
sonal relations — lie at the heart of the true expression of the
needs of the person, the ethical principle of solidarity would be
endowed with a more precise content since it becomes based
on a continual scientific-oriented observation of the character-
istics of human needs in their social and cultural expressions.
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cial problems, the structure of “reasonable value”. And,
relatedly, the formulation of policies, which reaches out,
in a complex system of interrelations, not only govern-
mental action but also the economic and social domain.
And hence, in order to be effective, demands an ade-
quate process of coordination of the various institutional
(and hence, social and cultural) levels at which they are
defined and put into practice.

An analytical approach of this kind can help to deal
with the problems and tensions brought about by struc-
tural changes. Changes, as previously noted, whose full
comprehension requires the study of the corresponding
evolution of the cultural system—that is, of the complex
network of values, goals, and conflicts of the individual in
his or her context of reference.

Foremost among the policy issues that can thus be
addressed are poverty, economic and social develop-
ment, and environmental protection. Furthermore, other
related aspects, which can cause considerable problems
(not only economic, but social and psychological as well),
include inadequate participation in the workplace and in
collective life, economic insecurity, and insufficient inte-
gration of science and technology in the economic, social
and cultural spheres.

As already noted, the innovative aspect of this per-
spective rests on the adoption of a unified approach to the
study of the individual in his or her context of reference.
Within this framework, it becomes possible to analyse the
various spheres — in particular, economic, social, scien-
tific, political, psychological and ethical — in which the
network of collective relations is grounded and which to-
gether define the characteristics of culture, democracy,
participation and policy action in a given context.

By offering an elaborated contribution to the under-
standing of the complex relations between human nature
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and culture*® — that is, between the individual’s propen-
sions and the material and spiritual conditions typical of
any given context — such perspective finds its roots in
the heterodox approach to social sciences. For this rea-
son, it can offer an interesting perspective for an interdis-
ciplinary and pluralistic study of the ontological founda-
tions of economic and social phenomena.

9.3 Culture, Policy Action and the Global Economy

This type of analytical approach, which openly con-
siders the role of cultural and psychological factors in col-
lective action, could be of great interest in the current de-
bate regarding the role of science and technology in eco-
nomic and social development. Indeed, it could make

*3 These remarks do not imply that the issue of the characteris-
tics of “human nature” has been overlooked in economics. Im-
portantly, most economists have provided significant contribu-
tions to these aspects. In this regard, important authors like
(among many others, listed in alphabetic order) John Rogers
Commons, Amitai Etzioni, John Maynard Keynes, Alfred Mar-
shall, Karl Marx, John Stuart Mill, Gunnar Myrdal, Robert Ow-
en, Karl Polanyi, Joan Robinson, Adam Smith, Thorstein Veb-
len, have stressed in different ways an aspect which consti-
tutes the springboard of our study: the circumstance that hu-
man nature is not an immutable and ahistorical entity but pre-
sents an evolutionary character and, for this reason, interacts
in multifarious ways with the institutional setting. Hence, if hu-
man nature can modify (and be modified by) social circum-
stances, the importance of ensuring a continual improving of
the institutional framework appears clearly. It is from this in-
sight that many important contributions have been provided by
these thinkers to the concepts of culture, freedom, participa-
tion, democracy.
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headways towards a more far-reaching analysis of the
complex interactions between cultural contexts, policies
for science and technology, and the elements under-
scored by the theories of technological change discussed
above, with a particular focus on the following aspects:
the processes of internationalization, the national sys-
tems of research and innovation, scientific and techno-
logical trajectories, technical-organizational routines, the
phenomena of path-dependency, processes of individual
and collective learning, forms of participation. Let us now
examine how this approach can aid in the identification of
the policies which would best facilitate a well-balanced
process of development.

9.4 The Complexity of the Possible Options

The first set of problems relates to the fact that even
when a choice has been made to favour certain factors
considered strategic for development, this choice in-
volves a complex range of policy options. For example, if
we think it sensible in a given case to foster the process-
es of internationalizaton, what are the best strategies?
One based on the development of exports or one based
on foreign direct investments to and from abroad? And, in
the second case, what type of investment should be in-
centivized, large scale production lines in mature sectors
or small scale production in new innovative sectors, and
through what measures? Supposing instead that we wish
to provide incentives for research and innovation, how
should these goals be reached? For example, by en-
couraging “mission oriented” or “diffusion oriented” strat-
egies, and in what sectors, and with what effects on the
economic and social structure? And how these dynamics
should be related to the strategies of internationalization?
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Furthermore, what role should public institutions play
in producing, spreading, and evaluating the outcomes of
research and innovation? And how all these processes
are intermingled with the notions of human development
and social capital?

9.5 The Widespread Character of Policy Action

As can be seen, for each group of strategic factors,
the various economic policy options require the consider-
ation of numerous institutions and economic policies. For
instance, there are strong linkages between: (i) the pro-
cesses of internationalization; (ii) the features of social
capital and human development; (iii) the economic, so-
cial, political and cultural structure; and (iv) the character-
istics of the institutions and policies which, in their various
forms, impinge on these aspects: in particular, industrial,
research and innovation, social, environmental, regulato-
ry, and macroeconomic policies.

In the case of a developing country, for example, a
strategy for attracting foreign investments solely based
on a relentless reduction of the labour cost will tend, de-
spite any possible short term increase in productivity, to
have a negative effect on the potential growth of human
development and social capital; and, in the mid-long run,
will thus compromise the country's social and cultural de-
velopment and its ability to compete effectively at an in-
ternational level.

At the same time, the institutional articulation of eco-
nomic policies is highly complex as well; in this regard,
policies can be classified into two major groups:

— The interventions of institutions in the public sector (in-
tended in a broad sense to include international, regional,
and local): this category includes, with varying degrees of
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interaction, (i) macroeconomic, regulatory and structural
policies; (ii) legislative and regulatory action undertaken
by legislative assemblies, by executive powers, and by
the various “authorities” or “agencies”; (iii) the action and
tendencies of the various courts of law; (iv) the action of
the public administration in the application of the above
interventions.

— The set interventions of institutions and associations
expressing the collective action of individuals — for ex-
ample, trade unions and associations of business own-
ers, consumers, environmentalists, and volunteers —
which can contribute, through different levels of negotia-
tion, towards defining the policies listed in the previous
point.

9.6 Social Valuing, Transactions and Policy Action

In these dynamics, the processes of social valuing
play a key role. In this regard, it is important to note that
if, on the one hand, the institutional articulation of policy
action derives from the very complexity of the contents of
the policies, on the other hand it risks — in the absence
of an efficient “horizontal” and “vertical” coordination,
both among institutions and groups involved as well as
between the various policies — failing to achieve its set
of goals, producing instead a situation marked by pessi-
mism and uncertainty. Such difficulty tends to be more
pronounced in the presence of structural problems — in
particular, disadvantaged areas and environmental blight
— since in these cases the gravity of the problems tends
to exacerbate the divergence among the interests and
values of the actors involved. In examining these as-
pects, the analysis of the various typologies of transac-
tions identified by Commons can help better focus the ar-
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ticulation of policy action within its collective context:

— “market and hierarchy”, which refers to the distinction
between “bargaining” and “managerial” transactions;

— “market and economic policy”, which relates to the dis-
tinction between “bargaining” and “rationing” transac-
tions;

— “hierarchy and economic policy”, which pertains to the
distinction between “managerial’” and “rationing” transac-
tions;

— and, finally, “market, hierarchy and economic policy”,
as a synthesis of the dynamics of collective action.

9.6 The Macro Spheres of Social and Policy Action

We can synthesize these aspects in the following
“conceptual matrix” (Table 5), which brings to the fore the
interplay between the concepts so far discussed. As can
be seen, there are multiple linkages between all the con-
cepts: at the horizontal level between, for instance,
transactions, institutions and policies; at vertical level, be-
tween, for instance, institutions, social capital and socie-
ty; and for any other conceived pattern: for instance be-
tween human development, social capital, culture and
policies.

Of course, most of these relations are self-evident. In
this sense, the aim of the matrix is to point out, in a plu-
ralistic perspective, the similarities and differences be-
tween concepts originating from different branches of so-
cial sciences.

In this regard, the matrix takes a flexible nature: other
concepts can be added and compared, and every con-
cept can be addressed from the most general macro lev-
el to the most specific case study.
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TABLE 5

THE MACRO SPHERES OF SOCIAL ACTION
A CONCEPTUAL MATRIX

Transactions < Institutions << Policies

!

Human Development <= Social Capital << Policies

P

Economy < Society <~ Culture

By employing the previously examined concepts, it
would be possible to define in detail the real features of a
context as well as the policy options (with the relative ad-
vantages and disadvantages), with a special focus on the
interrelated aspects of different policies (in particular, sci-
entific and technological progress, social and cultural ad-
vancement, and sustainable development).

Thus it becomes feasible an in-depth examination of
the significance of other concepts central to the debate
on differing “world-views” and the consequent strategies
for economic and social development: in particular, the
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various typologies of capitalism and socialism and the re-
lated concepts of market, competition, participation, la-
bour, enterprise, research and innovation, international
relations, public and private action.

The usefulness of this approach springs from the fact
that, if it is true that the processes of social valuing per-
form a key role in the dynamics of economic policy ac-
tion, this role very often assumes an implicit nature, es-
pecially if such processes take place, at least in part, on
the basis of “consolidated habits of thought and action”
that mirror the economic, social, and cultural features and
conflicts of the given reality.

As a result, it becomes simpler to identify the motiva-
tional aspects which, in connection with the economic
and social aspects of any given context, contribute to the
definition of the distinctive traits and the “cultural identity”
of the different pathways of development.

Thus, it can be created the basis, in particular in
more problem-ridden countries — which, as previously
noted, tend to succumb to a vicious cycle of (i) insuffi-
cient level of economic, social, scientific and technologi-
cal development and (ii) inadequate institutional structure
and policy action — for the definition of a policy strategy
more able to comprehend and promote the experiences
and capabilities of the subjects involved.
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