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Abstract underlying new trend is toward the disintegration of large
Recent conceptualizations of trends in the structure of U.S. inhierarchical firms and their replacement by small entre-
dustry have focused on the relative importance of markets, hipreneurial firms coordinated by markets (Birch 1987).
erarchies, and hybrid intermediate forms. This paper advanceEhis argument, however, understates the persistence of
the discussion by distinguishing three ideal-typical forms oflarge firms, ignores transformations underway within
organization and their corresponding coordination mechanismshese firms, and masks the growth of network relations
market/price, hierarchy/authority, and community/trust. Differ- among firms. How, then, should one interpret the current
ent institutions combine the three forms/mechanisms in differyy 5ye of changes in organizational forms?

ent proportions. Economic and organizational theory have Zenger and Hesterly (1997) propose that the underlying

shown that, compared to trust, price and authority are relativel){rend is a proaressive swelling of the zone between hi-
ineffective means of dealing with knowledge-based assets. prog 9

Therefore, as knowledge becomes increasingly important in olff"@chy and market. They point to a proliferation of hy-
economy, we should expect high-trust institutional forms toPrid organizational forms that introduce high-powered
proliferate. marketlike incentives into firms and hierarchical controls

A review of trends in employment relations, interdivisional into markets (Holland and Lockett 1997, make a similar
relations, and interfirm relations finds evidence suggesting thaargument). This proposition is more valid empirically
the effect of growing knowledge-intensity may indeed be athan a one-sided characterization of current trends as a
trend toward greater reliance on trust. There is also reason tehift from hierarchy to market. The “swelling-middle”
believe that the form of trust most effective in this context is athesis is also a step beyond Williamson’s (1991) unjus-
distinctively modern kind—*reflective trust’—as opposed 10 yifia assertion that such hybrid forms are infeasible or
traditionalistic, “blind” trust. Such a trend to reflective trust ipefﬁcient. However, this paper argues that Zenger and

appears to threaten the privileges of currently dominant sociak| \ . . . .
actors, and these actors’ resistance, in combination with th esterlys’ thesis, too, is fundamentally flawed in that it

complex interdependencies between price, authority, and trudgnores a third increasingly significant coordination
mechanisms, imparts a halting character to the trend. But thB1€chanism: trust.

momentum of this trend nevertheless appears to be self- In highlighting the importance of trust, this essay adds
reinforcing, which suggests that it may ultimately challenge theto a burgeoning literature (e.gcademy of Management
foundations of our capitalist form of society while simulta- Review 1998; further references below); my goal is to pull
neously creating the foundations of a new, postcapitalist formtogether several strands of this literature to advance a line
(Knowledge; Trust; Market; Hierarchy; Capitalism) of reflection that positions trust as a central construct in
a broader argument. In outline, the argument is, first, that
alongside thamarket ideal-typical form of organization
which relies on the price mechanism, and Hherarchy
form which relies on authority, there is a third form, the
community form which relies on trust. Empirically ob-
Introduction served arrangements typically embody a mix of the three
Considerable attention has been focused recently on daideal-typical organization forms and rely on a corre-
suggesting that the secular trend toward larger firmsponding mix of price, hierarchy, and trust mechanisms.
and establishments has stalled and may be reversirfgecond, based on a well-established body of economic
(Brynjolfsson et al. 1994). Some observers argue that thand sociological theory, | argue that trust has uniquely
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effective properties for the coordination of knowledge-an organizing “mode.” Modes typically appear in vary-
intensive activities within and between organizations.ing proportions in different institutions. For example, in-
Third, given a broad consensus that modern economigsrfirm relations in real markets embody and rely on vary-
are becoming increasingly knowledge intensive, the firsing degrees of trust and hierarchical authority, even if
two premises imply that trust is likely to become increas-their primary mechanism is price. Similarly, real firms’
ingly important in the mechanism mix. | present indicesinternal operations typically rely to some extent on both
of such a knowledge-driven trend to trust within and be-trust and price signals, even if their primary coordination
tween firms, specifically in the employment relationship,mechanism is authority.
in interdivisional relations, and in interfirm relations. Hierarchy uses authority (legitimate power) to create
Fourth, | discuss the difficulties encountered by the trusand coordinate a horizontal and vertical division of labor.
mechanism in a capitalist society and the resulting muUnder hierarchy, knowledge is treated as a scarce re-
tation of trust itself. Finally, the concluding section dis- source and is therefore concentrated, along with the cor-
cusses the broader effects of this intra- and interfirm trengesponding decision rights, in specialized functional units
to trust, and argues that this trend progressively unde@nd at higher levels of the organization. A large body of
mines the legitimacy of the capitalist form of society, andorganizational research has shown that an institution
simultaneously lays the foundations for a new form.  structured by this mechanism may be efficient in the per-
Both the theory and the data underlying these concluformance of routine partitioned tasks but encounters enor-
sions are subject to debate: | will summarize the keymous difficulty in the performance of innovation tasks
points of contention, and it will become obvious that werequiring the generation of new knowledge (e.g., Burns
are far from theoretical or empirical consensus. In theand Stalker 1961, Bennis and Slater 1964, Mintzberg
form of an essay rather than a scientific paper, my argul979, Scott 1992, Daft 1998). When specialized units are
ment will be speculative and buttressed by only suggedold to cooperate in tasks that typically encounter unan-
tive rather than compelling evidence. My goal, however ticipated problems requiring novel solutions, tasks such
is to enrich organizational research by enhancing its er@s the development of a new product, the hierarchical

gagement with debates in the broader field of social theform gives higher-level managers few levers with which
ory. to ensure that the participating units will collaborate. By

their nonroutine nature, such tasks cannot be prepro-
grammed, and the creative collaboration they require can-
.. . not be simply commanded. Similarly, the vertical differ-
The Limits of Market and Hierarchy entiation of hierarchy is effective for routine tasks,
Knowledge is a remarkable substance. Unlike other regacjjitating downward communication of explicit knowl-
sources, most forms of knowledge grow rather than dizdge and commands, but less effective when tasks are
minish with use. Knowledge tends, therefore, to play amonroutine, because lower levels lack both the knowledge
increasingly central role in economic development oveeeded to create new knowledge and the incentives to
time. Increasing knowledge-intensity takes two forms:transmit new ideas upward. Firms thus invariably supple-
the riSing education level of the workforce (llVlng or sub- ment their primary Organizationa| mode’ hierarchy/au_
jective knowledge) and the growing scientific and tech-thority, with other modes that can mitigate the hierarchy/
nical knowledge materialized in new equipment and newauthority mode’s weaknesses.
products (embodied or objectified knowledge). The market form, as distinct from the actual function-
Recapitulating a long tradition of scholarship in eco-ing of most real markets, relies on the price mechanism
nomics and organization theory, this section argues that coordinate competing suppliers and anonymous buy-
neither market nor hierarchy, nor any combination of theers. With standard goods and strong property rights, mar-
two, is particularly well suited to the challenges of theginal pricing promises to optimize production and allo-
knowledge economy. To draw out the implications of thiscation jointly. The dynamics of competition, supply, and
argument, | will assume that real institutions, notably em-demand lead to a price at which social welfare is Pareto
pirically observed markets and firms, embody varyingoptimal (that is, no one’s welfare can be increased without
mixes of three ideal-typical organizational forms andreducing someone else’s). A substantial body of modern
their corresponding coordination mechanisms: (a) the hieconomic theory has shown, however, that the price
erarchy form relies on the authority mechanism, (b) themechanism fails to optimize the production and allocation
market form relies on price, and (c) the community formof knowledge (Arrow 1962, Stiglitz 1994). Knowledge is
relies on trust. For brevity’s sake, an organizational forma “public good”; that is, like radio transmission, its avail-
and its corresponding mechanism will be referred to agbility to one consumer is not diminished by its use by
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another. With knowledge, as with other public goods, re-organizational forms. Community is an alternative (Ouchi
liance on the market/price mode forces a trade-off be1980, Dore 1983, Bradach and Eccles 1989, Powell
tween production and allocation. On the one hand, pro1990).

duction of new knowledge would be optimized by .

establishing strong intellectual property rights that creatdl N€ Power of Community and Trust

incentives to generate knowledge. On the other hand, n@ommunity
only are such rights difficult to enforce, but more fun- Community is a term with many interpretations

damentally, they block socially optimal allocation. Allo- (kirkpatrick 1986). However, the salience of some such
cation of knowledge would be optimized by allowing free notion is demonstrated by what we know of both intra-
access because the marginal cost of supplying anoth@hd interfirm relations.
consumer with the same knowledge is close to zero. Analysis of action within real firms reveals the ubiquity
Over several decades, discussion of this trade-off beand importance of “informal” organization—this is one
tween production and allocation was framed as a debatsf the founding insights of organization theory (see Scott
at a macroeconomic level over the relative merits of mar41992, ch. 3). Views differ as to how best to conceptualize
ket, hierarchy in the form of central planning, and inter-the informal organization and its differentiation from the
mediate forms such as regulated markets and market sérmal structures of hierarchy. Without preempting this
cialism (Arrow and Hurwicz 1977, Stiglitz 1994). This ongoing debate, we can posit that the informal organi-
“mechanism design” literature has more recently beenzation constitutes its members as a community.
applied to the analysis of individual firms (Miller 1992)—  Analysis of real market relations between firms reveals
with the same results. On the one hand, hierarchy coul@ similar dependence on informal ties (Macaulay 1963).
simply mandate the free availability of knowledge andPure-spot market-relations between anonymous buyers
thus outperform market as far as allocation is concernednd sellers is in reality rather unusual. Firms transact pri-
On the other hand, hierarchy would have far greater difMarily with long-standing partners, and in the continuity
ficulty than market in creating the incentives needed t@ their relations, shared norms and understandings
optimize the production of new knowledge. Formal mod-EMerge that have their own efficacy in shaping interac-
eling has shown that neither market nor hierarchy nor an§}°”5-
intermediate form can resolve the dilemma, leaving usl rust
stuck in a “second-best” equilibrium (Miller 1992). Trust is the key coordinating mechanism in the commu-
Recent research on knowledge and coordination mechrity form. Following Gambetta (1988), one could define
anisms has highlighted the importance of tacit knowl-trust as the subjective probability with which an actor
edge. The recognition of the importance of tacit knowl-assesses that another actor or group of actors will perform
edge does little, however, to restore confidence in thé particular action, both before she or he can monitor such
ability of the market form to assure optimal outcomes.action (or independently of his or her capacity ever to be
First, tacit knowledge brings with it all the challenges of @ble to monitor it) and in a context in which it affects his
hidden knowledge in principal/agent relations. Second®" her own action. This broad definition captures many

notwithstanding the current scholarly interest in tacituSes of the word, including the possibility of feared as

knowledge, codified forms of knowledge continue to be'Vell as welcomed actions. Another narrower and more
enign definition is confidence in another's goodwill

[ f [ ' h. Th .
an important factor in economic growt e reasons ar Ring and Van de Ven 1992).

straightforward: The transfer (-)f knowledge i-S much more The difference between these definitions obliges us to
costly V\_/hen the knowledge IS of a tacit kind, and themake a short digression on the notion of trust. Both the
generation of new knowledge is usually much faSterWherbeneration of trust—i.e., its sources and mechanisms—

it builds on a base of explicit rather than tacit knowledge.and its targets—i.e., the objects and the features of those

As knowledge becomes increasingly important in theypiects jn which we invest our trust—are manifold.

economic development of firms and nations, the question First, we can distinguish threseurces of trust. Famil-

of whether we can improve on the second-best alloweg ity through repeated interaction can lead to trust (or
by market and hierarchy is posed with increasing urqjstrust). Interests can lead to a calculative form of trust
gency. Much recent economic scholarship has, howevey;a a sober assessment of the costs and benefits to the
argued for resignation: The second-best achievable igther party of exploiting my vulnerability. Values and
pure or mixed markets and hierarchies is redefined as théorms can engender trustworthy behavior that leads to
best feasible and “relatively efficient” (Alchian and confidence (Liebeskind and Oliver 1998). (We should
Demsetz 1972, Williamson 1975). This resignation is notote that there is some confusion in the literature about
warranted. Hierarchy and market are not the only possiblprecisely what it is about values and norms that creates
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Figure1  Dimensions and Components of Trust Brockner and Siegel 1996) is one form of system trust
familiar to organizational researchers. The importance to
comparative economic performance of trust in a collec-

DIMENSIONS | COMPONENTS

sources o familiarity through repeated interaction tivity—that is, generalized trust in others who are part of
e calculation based on interests that collectivity—is foregrounded by Fukuyama (1995).
o norms that create predictability and trustworthiness Finally, we can distinguish the features of those objects
mechanisms | o direct interpersonal contact in which we feel trust, often referred to in the literature
« reputation as thebases of trust. The list of bases invoked by various

authors is long and partially overlapping, and none of the
typologies has a strong theoretical foundation. They in-
clude the other party’s consistency (Sako 1992, “con-
tractual trust”), competence, benevolence (or loyalty,
concern, or Sako’s “goodwill trust”), honesty (or integ-

o institutional context

objects o individuals

e systems

o collectivities

bases * consistency, contractual trust rity), and openness. While much of the discussion of
* competence bases has taken interpersonal trust as its context, itis clear
* benevolence, loyalty, concern, goodwill, fiduciary trust that system and collectivity trust also have diverse bases
o honesty, integrity (see e.g., Barber 1983, on fiduciary trust—i.e., benevo-
o openness lence—and competence trust in government). Like

sources and mechanisms, both objects and bases are pri-

marily complements: Community, system, and interper-
trust. We might reasonably distinguish a spectrum runsonal trust typically buttress each other, as do the various
ning from weaker forms of trust based on the predictabases (e.g., Kurland 1996).
bility imparted to other actors’ behavior by their adher- . .
ence to any stable norm, to stronger forms of trust basegommunlty/Trust asaThird Mode
on the predicted benevolence of actors with whom weéWhile trust is a complex, multifaceted phenomenon, the
share norms that privilege trustworthiness; see Ringomplementarities between the components of each of its
1996.) Empirically, all three sources of trust are importantfour key dimensions enable trust to function as a highly
in the real world of business (cf. Williamson 1993), andeffective coordinating mechanism. Groups whose cohe-
in practice, although excessive focus on the calculativeion is based primarily on mutual trust are capable of
form can undermine the normative form, all three tend toextraordinary feats. Trust is therefore usefully seen as a
be intertwined complements. third coordination mechanism that can be combined in

Second, we can distinguish thneechanismsby which  varying degrees with price and authority.
trust is generated. As Coleman (1990) points out, trust The thesis that trust constitutes a third coordination
can be engendered by direct interpersonal contact, by repaechanism contrasts with three other views. Williamson
utation through a network of other trusted parties, or by(1991) suggests we see market and hierarchy as two dis-
our understanding of the way institutions shape the othetrete alternatives, and declares trust to be irrelevant to
actor’s values and behavior. Like the three sources, thbusiness transactions. The “swelling middle” thesis in-
three mechanisms are primarily complements rather thavites us to see a continuum between these points, but
substitutes: They tend to build on each other. implicitly assumes a trade-off between mechanisms, and
Third, we can distinguish three genedigiects of trust:  still ignores trust. Ouchi’'s (1980) discussion includes

Our trust can be in a person, an impersonal system, or taust but still implies a three-way trade-off.
collectivity. Social psychologists have focused most of It is more fruitful, | submit, to map institutions in three
their efforts on the first (Bigley and Pearce 1998), anddimensions according to the salience of community/trust,
indeed some social theorists would reserve the concept ofiarket/price, and hieararchy/authority modes (Figure
trust for interpersonal relations and use the term “confi-2).This three-dimensional representation has the advan-
dence” to refer to related assessments of abstract systertegge of allowing us to think of the way the various modes
(Luhmann 1979, Seligman 1997). Notwithstanding thecombine in different settings. In the absence of trust, mar-
terminological issue, sociologists such as Barber (1983%et coordination takes the form of spot markets. However,
Zucker (1986), Giddens (1990), and Shapiro (1987) hightrust can be combined with the price mechanism in the
light the importance to the functioning of contemporaryform of “relational contracts” (Macneil 1980), as found
society of confidence/trust in anonymous systems such as long-term partnership-type supplier relations (Bradach
money and law. The concept of procedural justice (e.g.and Eccles 1989, Sako 1992, Uzzi 1997). Hierarchy often
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appears in a low-trust form, as reflected in the colloquial 1985). Between firms, high-trust hybrids can be found in
pejorative use of the term “bureaucracy,” and in caseseiretsu-type configurations characterized by high-trust,
such as those presented by Crozier (1964). However, hhierarchically structured, market relations (Gerlach 1992,
erarchy can be combined with trust, as in the “represenbyer 1996). Figure 3 summarizes these alternatives,
tative,” “dynamic,” and “enabling” types of bureau- building on the framework suggested by Figure 2.
cracy described respectively by Gouldner (1954), Blau | should note that under this view, the growing impor-
(1955), and Adler and Borys (1996). tance of “network” forms of organization within and be-
Market and hierarchy too are often combined, as retween firms does not so much answer the question mo-
flected in the mix of incentives and authority typically tivating this essay as it poses a further question: Figure 2
found in employment relations, in relations between di-suggests that we ask of these networks whether the con-
visions and headquarters within large multidivisionaltent of their constituent ties is market exchange, hierar-
firms, and in relations between firms and their supplierschical authority, or community trust. Korczynski (1996)
Sometimes this market/hierarchy mix takes a low-trustand Carney (1998) contrast high-trust and low-trust net-
form, but sometimes trust is an important third ingredientwork forms, and show that the low-trust form can help
Within firms, high-trust hybrids can be found in “collab- lower costs but performs relatively poorly in generating
orative” multidivisional corporations characterized by or sharing new knowledge.
high levels of interdivisional and interlevel trust (ECCIeSA Hypothesis The Trend to Trust
Using these three-dimensional schemas, we can map the
vector of change in the mix of organization modes as-
sociated with the increasing knowledge-intensity of the
economy. Compared to pure authority and price, trust
1. Williamson market/price hierarchy/authority  makes possible an enlarged scope of knowledge genera-
O O tion and sharing. Trust can dramatically reduce both
transaction costs—replacing contracts with handshakes—
and agency risks—replacing the fear of shirking and mis-
) ) representation with mutual confidence. Trust can thus
2. Zenger/Hesterly market/price hierarchy/authority  greatly mitigate the coordination difficulties created by

<

Figure 2 Alternative Conceptualizations of Organizational
Modes and Hybrids

Figure 3 A Typology of Institutional Forms
(low trust forms in lower left triangles, high trust forms
in upper right triangles)

3. Ouchi market/price hierarchy/authority
relational high-trust
contracting hybrids
high
ity/trust spot low-trust
community/trus| market hybrids
MARKET
4. Proposed community/trust enabling
clan bureaucracy
low
market/price asocial coercive
horde bureaucracy
low high
hierarchy/authority HIERARCHY
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knowledge’s public good character. Also, insofar asover the longer term, even when purely market-based fi-
knowledge takes a tacit form, trust is an essential precomancial assessments do not support such risky invest-
dition for effective knowledge transfer. Therefore, asments.
knowledge management becomes an increasingly impor- Second, alongside these refinements of hierarchy, one
tant performance determinant, | hypothesize that trust besees efforts designed to strengthen the market form of the
comes an increasingly attractive mechanism to economiemployment relation. Downsizing and contingent em-
agents. ployment are sometimes seen as ways not only to reduce
In the following sections, | will adduce some evi- labor costs and increase “numerical” (head-count) flex-
dence—suggestive, but certainly not compelling—thaibility, but also as paths to greater flexibility in the mix
firms are indeed being drawn to increasing reliance omf knowledge and skills available to the firm (head-
trust. A constellation of somewhat contradictory trends iscontent). Reliance on market-type mechanisms is also
developing as firms attempt to deal more effectively withvisible in the shift, albeit modest, toward contingent com-
the knowledge management challenge. First, firms arpensation at lower levels in the organizational hierarchy,
sharpening marketlike processes. Second, they are devekeating higher-powered incentives for performance in
oping more effective hierarchical processes. And third, igeneral and for risky innovation and knowledge creation
apparently growing numbers, they are adopting apin particular (Lawler et al. 1998). These efforts are most
proaches to knowledge management that rely on consften motivated by efficiency and flexibility concerns, but
munity and trust between employees and managers, beere again, improvements in knowledge management ca-
tween divisions within the corporation, and between firmgability are sometimes seen as another benefit. Firms like
and their suppliers. The evidence | present for a trend tdicrosoft invoke both motives when they use market re-
trust is not compelling, but given the stakes, it is sufficientlations in the form of large pools of contingent contract
to warrant a preliminary assessment and an exploratioamployees and high-powered stock incentives for regular
of its implications. employees.
Third, firms are trying to improve their knowledge
] management capabilities by strengthening employee
Employment Relations trust. The rationale is explicit. Effectivéievelopment of
Viewed over the longer period, the economy’s growingknowledge—whether new concepts in the research lab,
knowledge-intensity is pushing the employment relation-new products in the development department, or process
ship in several somewhat contradictory directions. Arefinement suggestions on the shop floor—depends on
trend to trust may nevertheless be emerging. employee commitment and on collaborative teamwork
First, one can identify a range of efforts to strengtherfor which mutual trust is a critical precondition (Bromiley
the authority mechanism in the employment relation. Inand Cummings 1995). Effectivsharing of knowledge
response to competitive pressures, firms are fine-tunindepends equally critically on a sense of shared destiny,
their management structures and planning processes, dghich in turn both depends on and engenders a sense of
manding greater accountability at every level, and enmutual trust (e.g., Nahapiet and Ghoshal 1998). Firms
forcing more discipline in the planning and execution oflike 3M and Hewlett Packard thus attempt to create high
operations. The most common motivation for these eflevels of community and trust by providing material and
forts appears to be greater efficiency and control, buhonmaterial expressions of commitment to their employ-
firms sometimes see this refinement of hierarchy as a pates (Collins and Porras 1994).
to more effective knowledge management too. Itis under Trust is a crucial ingredient both in high-commitment
this latter rationale that many firms are introducing morevertical relations between employees and management
formalized procedures such as TQM and highly strucand in collaborative horizontal relations between special-
tured product and software development processes. Marngt groups. Building on many decades of research on the
firms are also developing more elaborate project planningritical role of informal organization in innovation, com-
and human resource planning techniques to ensure thatunity—particularly in the form of “communities of
the right mix of skills is available to support the devel- practice” (Wenger 1998)—is increasingly recognized as
opment and launch of innovative products. They are dethe organizational principle most effective in generating
veloping more complex metrics, the “balanced score-and sharing new knowledge.
card” for example (Kaplan 1996), that go beyond market In the language of transaction cost economics, we
performance criteria for the assessment of these projectaould say that when the firm needs high levels of firm-
Firms are attempting to identify their “core competen- specific knowledge and when metering individual output
cies” and nurture development of these competencies difficult—conditions that are arguably typical in
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knowledge-intensive firms—the most efficient form of low-trust one. The hallmarks of the capitalist firm—sci-
the employment relation is that of a “relational team” entific management and mass production—are engines of
(Williamson 1981). Notwithstanding Williamson’s own war against community: fragmenting workers’ roles,
reservations regarding the use of the notion of trust irseparating conception and execution, and centralizing
sociological research (1993), relational teams seem inontrol. From this vantage point, writings in the human
practice to rely on high levels of trust. As illustration, relations tradition and, more recently, on empowerment
consider a recent book on knowledge management by tware seen as ideological inflation of a thin veneer of trust
particularly thoughtful observers of its practice, Thomasthat managers try to overlay on the underlying reality of
Davenport and Laurence Prusak (1998). They appear alomination. Indeed, the concept of trust was rarely in-
first to advance a thesis contrary to mine, arguing for thesoked in industrial sociology until Alan Fox's 1974
need for improved “knowledge markets” within and be- study—which argued that trust was systematically un-
tween firms. But this, it turns out, is merely a metaphor,dermined in capitalist firms. His argument seemed so con-
since the “currencies” of these markets are reciprocity,vincing that the topic essentially disappeared for another
repute, and altruism, and “mutual trust is at the heart ofdecade (Heisig and Littek 1995).
knowledge exchange” (p. 35). Some contributors to this sociological tradition work
Note the complex three-way tensions between markeffom the Marxist theoretical premise that the core or
price, hierarchy/authority, and community/trust. On thethe employment relation is an inescapable struggle be-
one hand, in some cases the three modes function as miyeen workers and managers over work intensity (e.g.,
tually exclusive substitutes. Efforts to sharpen markeBraverman 1974, Burawoy 1979). Researchers working

forms can undercut efforts to strengthen trust. Downsizin this perspective highlight the deceptive nature of man-
ing, for example, is rarely a propitious time for a shift agement efforts to inculcate a sense of trust in workers

toward teamwork. Efforts to improve hierarchical plan-and the “false consciousness” of workers who take the

ning processes often require that market forms be modfait. . )

erated, and changes in the structure of hierarchy can be Other contributors are grounded in Weber rather than
hampered by the long-term stability implied by strong Marx, and for these the hypothess of a trenq _to trust in
trust. On the other hand, these three modes can be miflé émployment relationship arouses skepticism rather
tually supportive if they are designed and implementec} an radical hostility. Weberlans_, like Marxists, remind
appropriately. Employee participation, for example, is|S that a trend to trust would be likely to encounter enor-

one way to link community and hierarchy so that the twoMoUS impediments in the rlvqlry of competing social
are complements rather than substitutes (Adler et aroups. These scholars can point to a substantial body of

1999). While Figure 2 represents the three mechanisn{ﬁzeamh accumulated over many decades that documents

: ; o . frequency and potency of both management and
as three orthogonal dimensions, it is not intended to Pre& orker opposition to “progressive” management ideas.

empt questions of substantive interdependencies. UnfoEnlightened self-interest does not diffuse easily in a so-
tunately, these interdependencies have so far eluded corp-

X o . ety where so many personal, organizational, and con-
peII_lng theonz_anon.. See eg., les_chman (1970) on th extual factors encourage managers, and sometimes
variable relationship between exit (read: market) an

. . ; orkers, to choose hierarchy and market over commu-
voice (read: community). For now, all we can say is thatnity/trust

hierarchy, market, and community are sometimes COm- ag 3 result of these impediments to trust, scholars in
plements and sometimes substitutes. these traditions expect to find a trendless pattern of fluc-
tuation in the employment relation’s mechanism mix.
Some Counterarguments Consistent with this interpretation, Ramsay (1977) argues
that trust in the employment relation has fluctuated over

The hypothesis that as the knowledge-intensity of th(?he century as a function of the balance of power between

economy increases, firms will be drawn in increasingIabor and management. Barley and Kunda (1992) and
numbers to higher-trust forr_n_s of_the employment_ relat'(.)nAbrahamson (2997) doéument cyclical swings between
runs counter to a long tradition in sociology. This tradi-

tion d Fth tical fives: Here | the rhetorics of rational control and normative commit-
lon draws on several theoretical perspeclives. Here | gt jn management discourse over the last century.
view some that pertain directly to the employment rela-

tionship. In a subsequent section, | return to others of he Hypothesis Reaffirmed

more general import. These Marxist and Weberian objections are, however, not
A venerable line of sociological scholarship has argued¢tonvincing. The radical skepticism of trust in the tradi-

that the capitalist employment relation is an essentiallyional Marxist view is justified only if one accepts that
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the interests of workers and managers are never eveshift from the earlier emphasis on paternalism, to rela-
partly congruent. This assumption appears empiricalltively impersonal bureaucratic norms of procedural jus-
implausible. Moreover, it is based on an unfortunatelytice, to the recent emphasis on empowerment and mutual
narrow reading of Marx (Adler 1990). It ignores Marx’s commitment.
insights into the role of community within the firm, ex-  Perhaps more striking is the trend to trust found in the
pressed in his analysis of “cooperation” and the “col- sequence of control rhetorics. Within two or three years of
lective worker”—a collective that includes managers in publishing a text popularizing a rather brutatigercive
their “productive,” as distinct from “exploitative,” roles method of business process reengineering (Hammer and
(Carchedi 1977). Champy 1993), both James Champy and Michael Hammer
Once this facet of Marx’s analysis is retrieved, it is no published new volumes (Champy 1995, Hammer 1996)
longer difficult to conceive of a progressive expansion ofstressing the importance of the human factor and the need
trust under capitalist relations of production. Trust, undeffor job redesigns that afford employees greater autonomy.
this view, becomes a feature of work organization, andrhe undeniably autocratic character of much early reen-
as such it is at the intersection of the forces of productiorgineering rhetoric and its rapid “softening” compares fa-
(society's accumulated productive resources) and the retorably with unilateral and enduring forms of domination
lations of production (the structure of ownership and conexpressed in post-War systems rationalism. It compares
trol of these resources)—embodying both structures sieven more favorably with the even more unilateral and
multaneously and subject to the dynamics of both (Adlerrigid rhetoric in turn-of-the-century scientific manage-
1997). Insofar as its trajectory is shaped by fundamentallynent: scientific management only softened its relations
antagonistic capitalist relations of production, the growthwith organized labor after nearly two decades of con-
of trust is necessarily limited; but insofar as it is shapedrontation (Nyland 1998).
by the forces of production, trust grows cumulatively with  Clearly there is a gap—often a huge one, as Marxist
the progressive expansion of those forces. In sum, thiand Weberian commentators have pointed out—between
alternative reading of Marx suggests the possibility of athese trends in rhetoric and the reality of the employment
trend to trust, albeit a trend that is limited in its form andrelation. However, this long-term evolution of rhetoric
extent by the persistence of capitalist relations. both reflects and reinforces a real trend to trust. It reflects
The version of Weber invoked by those skeptical of athe evolving expectations of an increasingly educated
trend to trust is a somewhat truncated one too. In its infread: knowledge-intensive) workforce and the evolving
sistence on the enduring conflict between competing sameeds of an increasingly advanced (ditto) economy. And
cial groups, this reading downplays the importancet reinforces that trend because the rhetoric of trust legit-
Weber attached to rationalization in the development ofmizes the idea that management authority depends on
modern society. As traditional bases of domination aremployee consent.
displaced by rational-legal ones, the authority of man-
agers within the firm is increasingly a function of the
perceived legitimacy of their claim to expertise and tol nterdivisional Relations
functional necessity. The brute assertion of positional preLarge multibusiness corporations are under increasing
rogative loses legitimacy, and some kind of trust becomepressure to show real benefits for asserted synergies. A
increasingly critical to the exercise of authority. (Below, first result of this pressure is the trend to divest unre-
| take up the question of which kind of trust.) lated businesses in the interest of “focus.” Therefore,
Nor is an expansion of trust contradicted by evidencehe increasingly common configuration is that of related-
of fluctuations in the mix of mechanisms constituting em-diversified firms, that is, firms in which divisions are
ployment relations. A closer look at the data cited byneither integrated vertically as suppliers and users nor
Barley et al. suggests that a secular trend line underlie®tally independent of each other. However, in related-
these cycles. In both the sequence of rational contrafliversified firms, if divisions seek only to meet their own
phases—from scientific management (whose dominanadivisional objectives, they will behave in ways that are
Abrahamson dates from 1894 to 1921) to systems ratiordetrimental to the firm’s global objectives. A second re-
alism (1944-1971) and to reengineering (1990- )—andult of the performance pressure on large corporations is,
the sequence of normative commitment phases—frortherefore, a cluster of innovations that appear to be push-
welfare and personnel management (1921-1944) timg beyond the limits of market and hierarchy and to-
culture-quality (1971-1990)—we observe the growingwards greater collaboration.
importance of themes of employee consent and trust. In The multidivisional corporation is in effect a miniature
the normative approaches, for example, there is a cleaconomy in which business units function as miniature
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firms. Such a corporation must struggle with precisely thdirms to enhance the trust and shared identity needed for
dilemma of knowledge management articulated in thehe easy flow of ideas across divisional boundaries.
market/plan debate. Headquarters’ hierarchical control These shifts in interdivisional relations are reflected in
over divisions might help assure the dissemination acrosshanges in corporate control systems. Eccles’ (1985) re-
divisions of existing knowledge, but such control under-search shows that the most effective transfer pricing
mines incentives for the divisions to create new knowl-scheme in such cases is based neither on market prices
edge. The more common approach gives divisions profifior on internal costs but on what he calls “rational trust.”
and loss responsibility and engenders the correspondirignder rational trust, division managers’ confidence in top
problems of the market form. When divisions function asmanagement’s ability to evaluate and reward perfor-
autonomous profit centers and charge a market-baségance fairly is based on two measures: first, the judicious
price for sales of intellectual assets to sister divisions, th&/se of quantitative measures of subunit performance, and
effectiveness of the corporation as a whole suffers besecond, the enlightened use of subjective measures of the
cause the optimal allocation of knowledge assets i§ubunit managers’ contributions to total company perfor-
blocked (Kaplan 1984; for an example at TRW, Besi- ~ Mance, even when these contributions hurt their subunits’
ness Week 1982). Because one division’s use of thesedWn performance (1985, p. 279). B
knowledge assets does not preclude their use by another,Consistent with Eccles’ argument, empirical research
the corporation would benefit from a regime of free sharfinds that in firms with relatively high levels of
ing among divisions. k_nowlgdge-mtensny, where'collaboratlon between divi-
Eccles (1985) finds that in the microeconomy of theSions is therefore at a premium, headquarters commonly
firm there is no mix of transfer prices and hierarchicalUS€ subjective judgments of how well division managers
procedures that simultaneously can optimize incentive8€IP their peers. These subjective judgments both assess
to invest in the development of new knowledge and to@nd require trust, in contrast with the more traditional

share the results of those development efforts. Not su@PProaches that rely exclusively on quantitative, market
prisingly, this finding supports at a micro level the pre_performance-based formulae or hierarchical-bureaucratic

e , I ; iteria to determine division managers’ bonuses (Gupta
diction of Arrow’s and Hurwicz's (1997) analysis of cn . .
whole economies. The multidivisional form of the cor- 2Nd Govindarajan 1986, Lorsch and Allen 1973, Salter

poration was constructed to counterbalance the merits arilog_lzﬁ’ Hw‘fftt alt. 19,[9.2)' t h bl tic. Th
limits of hierarchy, as embodied in the functional form, € Shift to rust 1S not, however, unproblematic. The

with those of market, as embodied in the hOIOIing_ethos of common destiny that underpins trust blurs the

company form. In this, the M-form resembles the inter-allocation of accountability and decision rights at the

) .. _heart of both hierarchy and market forms. Powerful actors
mediate cases of regulated market or market socialism_ . ; ' R . : :
resist this blurring. Within hierarchies, superiors resist

mentioned above. However, even this hybrid model be; iving up the ease of control afforded by the principle of

comes increasingly inefficient when the corporation musgccountability (see, e.g., Ashkenas et al. 1993, p. 125)
encourage _S|multaneously thg creat|on.of_ new I«m\’VIe‘jg%nilateral control is a far simpler organizational process
within d|y|_S|pns anq the sharing of existing knowledgeto manage than shared control. More fundamentally, as
across divisions (Miller 1992). _ __agents of owners, senior managers are themselves held
In response to these problems and to their growing urs . ntable to brutally simple norms imposed by the
gency in an increasingly knowledge-intensive €CONOmypqqyct and financial markets. The implacable, anony-
multidivisio_nal firms are active_ly experimenting \{vith NeW mous irrationality of the market often makes a mockery
ways to stimulate collaboration between profit centersy efforts to create and sustain trust. Senior executives,
within the firm. The notion of core competencies, as arywnose fortunes are tied to the firm’s market performance,
ticulated by Prahalad and Hamel (1990), is premised ogannot, therefore, commit more than half-heartedly to
the insight that corporate competitiveness depends ofyst (Hyman 1987).
bodies of expertise that are typically distributed across Notwithstanding this resistance, increasing knowledge-
divisions rather than contained within them. Collabora-intensity appears to encourage a trend to trust in interdi-
tion across divisions, therefore, is a critical, not a secvisjonal relations. This trend might help explain the pro-
ondary issue (see also Porter 1985, Pt. Il on “horizontaliferation of titles such as chief technology officer and
strategy”). Collins and Porras (1994) document a wholechief knowledge officer. These positions have broad re-
panoply of mechanisms designed to encourage a bond sponsibility for building cross-division knowledge and
common identity and a norm of sharing. Davenport andsharing, but typically they have no formal authority—
Prusak (1998) describe a range of methods used in larghey rely on trust in their attempts to build more trust
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(Adler and Ferdows 1992, Earl and Scott 1999). As firmshow low-trust relations in the U.K. construction industry
learn how to infuse trust into the immensely complex taskenabled schedule and cost improvements but were unable
of coordinating action in multidivisional firms, and in par- to stimulate the creation of new knowledge.
ticular as they learn how to combine trust with the nec- The hierarchy/authority mode of interfirm relations
essary elements of hierarchy and market, Eccles’ “ra€learly risks impeding innovation by stifling the upward
tional trust” model appears to be gaining legitimacy. flow of new ideas from subordinate suppliers. Their nar-
row specialization leaves them without the technological
know-how needed for innovation, and their subordination
Interfirm Relations leaves them few incentives to contribute innovative ideas
In parallel with these trends toward trust in employmentto customers.
and interdivisional relations, firms are increasingly infus- The market/price mode facilitates innovation by cre-
ing trust into their relations with other firms. Alliances ating incentives to generate new ideas, but this mode, too,
and other forms of interfirm networks are proliferating, impedes innovation because suppliers and customers of
and the consensus in the field is that this proliferation isnnovations have difficulty agreeing on a price for these
driven in large measure by the challenge of growinginnovative ideas. The suppliers are not sure what price
knowledge-intensity. Here, too, firms are juggling mar-would cover their costs, for two reasons. First, the main
ket/price, hierarchy/authority, and community/trustsource of a firm'’s innovative ideas is society’s total stock
modes, and scholars are debating their relative imporef knowledge rather than assets held privately by the in-
tance (e.g.Organization Science 1998). While some ar- novating firm. Given the public-good character of much
gue that trust is increasingly important in interfirm rela- of that knowledge stock, identifying or justifying a “raw
tions, others argue that firms are unlikely to suspendnaterials” cost for new ideas generated from this knowl-
self-interest in alliances and that trust may often be a reedge stock is difficult. Second, an innovative idea is just
sult rather than a cause (Koza and Lewin 1998). Whetheas likely to arise during free time as on the job, so iden-
trust plays an independent causal role is an open questiotifying a “transformation” cost is difficult. Whereas
in this section, | present the case for the affirmative. = competition between suppliers of most other types of
First, we should note the countertendencies. On the ongoods drives prices toward their marginal costs, no com-
hand, we see some firms imposing ever sharper markg@arably grounded “supply schedule” guides the price of
discipline on their suppliers by aggressively demandingknowledge.
lower prices and moving rapidly to cut off suppliers who The customer side is no easier. The potential customer
cannot deliver (e.g., Ashkenas et al. 1993, p. 240). On théor an innovation typically cannot judge the worth of the
other hand, we see firms trying to force improvements indea without having its secret revealed, and intellectual
their supplier base by introducing more complex “hier- property protection is cumbersome and expensive. More-
archical contracts” (Stinchcombe 1985) into their marketover, intellectual property rights, compared to property
relations. Such hierarchical elements control not onlyrights in other kinds of assets, lack a legitimating material
product specifications but also the supplier’s internal prosubstratum. We have already pointed out the difficulty of
cesses. Korczynski (1996), for example, documents determining the price of knowledge based on its produc-
trend toward a low-trust combination of market and hi-tion cost; the alternative basis would be rent, but rent is
erarchical relations between management contractors arhly a viable price-form when the asset in question is not
building contractors in the U.K. engineering constructionreproducible and is rivalrous in use, whereas knowledge
industry in the 1980s and 1990s. Hah¢k897) makes a (at least in its codified forms) is reproducible at close to
similar diagnosis of the evolution of subcontracting re-zero cost and nonrivalrous in use. Its price is therefore
lations in the French automobile industry. less grounded in any material considerations: it is purely
We also see, however, a growing number of firmsa function of convention and relative power. Lacking a
building long-term, trust-based partnerships with theirlegitimating material basis, intellectual property is
suppliers. A burgeoning body of research shows thaamongst the most contentious of forms of property. Per-
when firms need innovation and knowledge inputs fromhaps that is why patent rights are so often bundled and
suppliers rather than just standardized commaodities, nbartered in dyadic trade rather than sold on open markets.
combination of strong hierarchical control and market These implications of growing knowledge-intensity for
discipline can assure as high a level of performance athe market form were identified by Marx more than a
trust-based community (Dyer 1996, Sako 1992, Helpecentury ago (1973, p. 700). The forces of production of
1991, Bensaou and Venkatraman 1995, Ring 1996nodern industry are progressively socialized—increas-
1997). By contrast, Korczynski’'s (1996) study showsingly, they take the form of society’s total knowledge
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stock. As a result, labor inputs and production costs berelations in interfirm relations in earlier periods of capi-
come increasingly irrelevant to the formation of prices,talism (see, e.g., Sabel and Zeitlin 1997).
and the price mechanism becomes an increasingly unre- Evidence for a trend to interfirm trust is stronger in the
liable basis for economic calculation. The difficulties en-proliferation of multilateral network forms of organiza-
countered by efforts to create “metrics” for knowledge tion for the most knowledge-intensive tasks and indus-
management are perhaps more fundamental than cortries (Nelson 1988, Powell 1990, Liebeskind et al. 1996).
monly recognized. The multiplication of such tasks and industries over time
Hierarchy and market are relatively more effective forwarrants the hypothesis that the proliferation of high-trust
the governance of low-knowledge—intensity transactiongnultilateral interfirm networks is not just a pendulum
where efficiency, rather than innovation, is critical. Swing. Patent pooling and cooperative R&D consortia
Where knowledge management is the critical task, théave multiplied in recent decades. Formal professional
more effective approaches rely on long-term partnershipand technical societies and informal community ties
style relationships based on “goodwill” trust, as well as @mong scientis_ts constitu_te other, less direct forms of in-
competence- and contract-trust (Sako 1992, Bensaou af@rfirm networking whose importance appears to be grow-
Venkatraman 1995, Ring 1997). Thus, trust is at the heatf!9- _ .
of effective knowledge-intensive interfirm networks ©One should notignore the countervailing forces. These
(Powell 1990). high-trust network forms may be more productive, but
As with the employment relation, the most effective beca_use the marke_t prmmple is also present, they suffer
approaches to knowledge management in interfirm rela_the risk of opportunlstlc defection. Self-lnterested pehav-
tions deploy a complementary mix of price, authority, and/©" ¢an soTenmes encourage trg;tworthmess, particularly
trust mechanisms. Toyota, for example, rarely allows itWhen the “shadow of the future™ is long. However, self-
self to become dependent on a single supplier, and trid§terest does not reliably ensure the diffusion and persis-
to maintain two sources for any noncommodity inputs.tence of trust-based networks, and whole regions can find

Toyota always makes these suppliers aware of the ulithemselves stuck at low-trust and poor-performing equi-

mate power of the market test. However, the relationshipiria- However, when these regions are subject to com-

between Toyota and these suppliers are hardly compos glition from regions t_hat' have attained a higher-trust,
of anonymous, arms’-length, spot-market transaction _|gher-perform|ng equilibrium, one sometimes observes

First, these contracts embody a comprehensive set of OIOCE_erlous, sustained, self-conscious efforts to create trust

uments specifying in detail product requirements an Sabel 1992). Some of these efforts succeed. One might

management processes. Second, these hierarchical d%%_pothesme that if efforts to create trust as a response to

uments are embedded within a long-term, high-trust mp_etition_do not succee_d, economic activity will tend
- . . ’ to shift to higher-trust regions. In either case, the trend
mutua}l—commltment reIannshlp. . towards trust seems likely to emerge, if only at a more
While some observers might argue that Japanese fir obal level.
like Toyota put so much emphasis on trust because of th
importance of this norm in the broader Japanese culturel,- he Difficulties of Trust
the evidence appears strong that such a trust-heavy mi
of mechanisms is productively superior in a broad range;
of culture_zs. Two indicators come frpm the U.S. auto '”'price, authority, and trust—have a role to play in the
dustry. First, Dyer and Chu (1998) find that, compared q.no\yledge economy, but that trust is becoming increas-
their U.S. counterparts, Japanese auto firms establisheghy important in this mix. Relative to their respective
recently in the United States were able rapidly to créatgyy_trust forms, the high-trust forms of intraorganiza-
higher-trust relations with their U.S.-owned suppliers.ional, interdivisional, and interfirm relations encourage
Second, in response to this Japanese challenge, U.S. ayyre effective knowledge generation and dissemination.
manufacturers have shifted toward hlgher trust relationsrhe objective need for trust i51 to be sure, counterbal-
with their suppliers. The percentage of U.S. auto partginced by the resistance of those whose prerogatives
producers who provide sensitive, detailed informationyould be threatened by it, but the defense of these pre-
about their production process to their customers grewogatives is increasingly inconsistent with the interests of
from 38% to 80% during the 1980s (Helper and Sakoeconomic performance. | leave empirical testing of this
1995). However, in the case of supplier relations, unlikeargument to another occasion, and focus here on the theo-
that of employment relations, research has not yet agetical obstacles. The section above on employment re-
sessed whether such a shift is more than a swing of thiations discussed several such obstacles. We must now
pendulum back to what may been relatively high-trustoroaden that discussion.

e preceding overview of changes within and between
ms suggests that all three coordination mechanisms—
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A first obstacle is posed by some economists and sanechanism, firms can come to look like premodern
ciologists who argue that trust can never, even in prin:‘clans” with the associated traditionalistic domination,
ciple, become a stable and dominant mechanism. The@nd whether this domination takes an autocratic or a pa-
retical economists such as Arrow do not deny that trusternalistic form, such organizations are clearly handi-
would greatly improve the effectiveness of markets; anccapped in their knowledge management. When suppliers
organizational economists such as Williamson add thabecome trusted partners, the risk of discrimination against
trust would also no doubt improve the effectiveness ofpotential new suppliers grows correspondingly, reducing
hierarchy. However, economic theory argues that trustnnovative potential (Uzzi 1997, Kern 1998). In the lan-
like knowledge itself, is a public good, and that the spon-guage of sociology, one would say that in settings gov-
taneous working of the price mechanism (assumed to berned by norm- or familiarity-based trust, ascribed status
the dominant one) will generate too large a free-ridemften replaces achieved status—which is surely not a
problem, and consequently will fail to produce the opti- promising move in a dynamic knowledge economy.
mal quantity of trust. In repeated games, tit-for-tat co- The most appropriate theoretical response to this chal-
operation—a minimal form of community—may emerge, lenge is to invoke the potential complementarities be-
but the emergence of cooperation is neither necessary noween price, authority, and trust. The downsides of trust
predictable. Economists therefore doubt that trust camand closed communities can be mitigated by the presence
ever become a stable, dominant mechanism. of market and hierarchy. Compared to traditional nor-

The flaw in such reasoning is in the assumption thatative trust, the pure, low-trust market is a powerful lever
individuals’ preferences are essentially egotistical and extor creating opportunities, especially opportunities for
ogenous. If people have a propensity for altruism thaknowledge development. Uzzi's (1997) study of the New
coexists and competes with the propensity for egoismyork women’s apparel industry, for example, shows how
and if the relative importance of these two propensitiesirms combine arm’s-length market relations with trust-
varies with the circumstances, then there is no reason toased social relations in their supplier and customer net-
believe that trust cannot become an important, even donworks. Uzzi argues that firms that balance trust and mar-
inant, mechanism of coordination in the right circum-ket can maintain trust’'s benefits while avoiding the
stances (Ring and Van de Ven 1992). rigidity associated with exclusive reliance on trust rela-

Some sociologists, t00, have expressed skepticism dfons. Communitarians sensitive to the risks of closed
trust, based on the intuition that trust is far easier to deecommunities make a parallel argument for the importance
stroy than to create and that its most powerful forms aref hierarchy: at the level of specific organizations, the
those that accumulate over long periods (e.g., Putnampure, low-trust bureaucratic hierarchy is a powerful lever
1993, Hardin 1992). Evans (1996) contrasts this “endow{or assuring equity and stability, and at a more macro-
ment” view with a “constructibility” view of trust and societal level, a healthy society needs a mutually suppor-
social capital. While future empirical research might per-tive combination of community and hierarchy in the form
haps cast light on the relative merits of these views, comef government and law (Walzer 1999).
mon experience tells us that trust can be created, at leastA third and potentially greater obstacle is identified by
under some conditions. Sabel (1992) describes the pr@everal currents of social theory that argue that the overall
cesses by which previously distrustful actors can overdominance of the price mechanism in capitalist society
come the temptation to free-ride and deliberately creatéends over time to corrode the foundations of trust.
the trust they recognize as being in their common interedtlirschman (1982) reviews these arguments in his discus-
(see also Ring 1997). sion of “self-destructive” views of market-based society.

Assuming that trust can emerge, a second obstacl8cholars inspired by both Marxist and reactionary
arises: Trust has its own dark side. Trust can fail us bethought and by writers such as Weber, Simmel, and Durk-
cause it makes betrayal more profitable (Granovetteheim have argued that the “cash nexus” characteristic of
1985). More fundamentally, it can fail us because its sucthe market-based capitalist form of society progressively
cess can prove dysfunctional. Trust-based institutions arendermines the social conditions of capitalism’s effec-
often exclusivistic and elitist, particularly when the tiveness. First, the market undermines the familiarity
source of trust is shared norms or familiarity. These in-source of trust by corroding the traditional bonds of com-
stitutions are poorly equipped to deal with the knowledgemunity and extended family, leading to the anonymity of
management challenge. Social psychologists have shownrban life. And second, the market undermines the nor-
that trust within teams can lead to complacency and poamative source of trust by corroding traditional shared be-
performance in innovative tasks (Kim 1997). When trustliefs, leading to “the dissolution of pre-capitalist bonds
based on familiarity or norms becomes the dominanbf loyalty and obedience” (Schumpeter 1976). Without
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the buttressing effect of familiarity and traditional sharedthat alongside the apparently irresistible decline of tra-
norms, self-interested calculative trust alone provideslitional trust, we might be observing the gradual emer-
only an unreliable foundation for capitalism: “[self-] in- gence of a distinctively modern form of trust.
terest is what is least constant in the world” (Durkheim Leadership is one domain in which some of the ten-
1984 [orig. 1893]; see also Ring 1996 on “fragile trust,” sions between the old and new forms of trust seem to
and Barney and Hansen 1994, on “weak form” trust). manifest themselves. While some leaders at both the cor-
Hirschman (1982) points out, however, that this self-porate and national levels still seek to legitimize their
destructive view has competed with another, more benigauthority by reference to tradition, a growing number ap-
view of the effect of the market of society. He labels thispear to have accepted that if leadership is going to support
benign view the ‘doux commerce” (Fr: gentle com- effective knowledge management, then leadership’s le-
merce) thesis. Thomas PaineTihe Rights of Man (1951  gitimacy must be based on more rational norms. The trust
[1792], p. 215) expressed it in the proposition: “[Com- that leaders build must be an inclusive, open, democratic
merce] is a pacific system, operating to cordialise mankind, or knowledge creation and sharing will falter
kind, by rendering Nations, as well as individuals, useful(Bennis and Slater 1964, Bennis and Nanus 1997). Char-
to each other.” Markets may undermine the strong tiedsmatic bases of leadership, as Weber predicted, still wax
of closed community, but they weave an ever-broadefnd wane in popularity, continually finding new perti-
web of weaker ties that draws us into “universal inter-nence, but the balance between traditional and rational
dependence” (Marx and Engels 1959, p. 11). A hostases seems to be shifting progressively in favor of ra-
of observers (but few social theorists) argue that captionality. Within firms, leadership seems to have shifted
italism encourages the emergence of “modern” normgioward a form of trust consonant with the ethos of “fact-
such as industriousness, frugality, punctuality, probitypased management,” independent inquiry, and collabo-
(Rosenberg 1964). Some of these modern virtues are afative problem-solving rather than traditionalist deference
guably propitious for the propagation of at least someo established authority.
forms of trust. A modern form of normative trust can be distinguished
In the contest of these two views, the self-destructiorffom its premodern form. The modern form is less blind
thesis has fared better than theux commerce view. and tradition bound. It is more “studied” (Sabel 1992),
Durkheim’s celebration of organic versus mechanical sol-rational” (Eccles 1985), and “tentative” (Barnes 1981).
idarity, for example, echoes Paine’s view of the impor-Its rationality is not of the purely calculative kind as-
tance of functional interdependence in modern societysumed by economics. Norms play a central role in mod-
but Durkheim was notably pessimistic concerning the€rn trust, but these norms do not derive their legitimacy
possibility of the spontaneous emergence of the requisitfom affective sources such as tradition or charisma, nor
normative foundations. Marx's celebration of capital-from their own calculative, purposive-rational utility.
ism’s civilizing effects were eclipsed by his denunciation Rather, the legitimacy of modern trust is derived from
of its inhumanity. Indeed, Hirschman shows thatdbex ~ 9rounding in open dialogue among peers. Habermas

commerce thesis all but disappeared after the eighteenttf1990) has attempted to characterize this form of legiti-
mization in terms of the “ideal speech situation,” and

century. ; . . .
Apel (1987) in the “ideal community of communica-
tion.”

. The modern form of trust might be labeled “reflec-

Toward Reflective Trust tive.” The values at work in modern trust are those of the

My summary of the corrosive effects of the market dis-scientific community: “universalism, communism, dis-
tinguished its effects on the three sources of trust: markghterestedness, organized skepticism” (Merton 1973, p.
society seems inimical to strong forms of familiarity trust; 270). Modern trust is inclusive and open. Referring to the
market society encourages calculative trust, but such trusfiscussion above of the bases of trust, one could hypoth-
alone is unreliable; and market society dissolves the traesize that whereas traditional trust elevates loyalty over
ditional foundations of normative trust. Given the ineluc-the other bases (Schumpeter's “precapitalist bonds of
table quality of the first and second of these effects, théoyalty and obedience”), modern trust ranks integrity and
burden of a hypothesized trend to trust must fall on norcompetence more highly (Butler and Cantrell 1984,
mative trust. Is there any reason to believe that normativ&chindler and Thomas 1993; see Gates 1998 for a case
trust can be sufficiently renewed to meet the challenge aftudy of the shift from loyalty to competence in the basis
the knowledge economy? Further research is needed tf trust among President’s staff in the White House).
test the proposition, but the available evidence suggests From these considerations, | tentatively conclude that
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the efficacy of trust for knowledge management and théhe modern condition: The ethical dilemmas characteris-
likelihood of its growth over time are maximized if: (a) tic of the modern era are those engendered by simulta-
trust is balanced by hierarchical rules to ensure stabilitypeous commitments to particular others and to universal
and equity, (b) trust is balanced by market competition tqorinciples.
ensure flexibility and opportunity, and (c) trust is modern It should be mentioned that under some construals,
and reflective rather than traditionalistic and blind. Space'modernity” would be characterized somewhat differ-
does not permit, but a parallel argument can be madently, as an epoch in which universalism prevailed and
concerning traditional and modern forms of community.particularism was shunned—at least as the socially legit-
Much of the debate around communitarianism has beeimate normative orientation, if not always in daily life.
diverted into an unproductive contrast between commutnder this view, the current epoch should be seen as
nity and individual rights. As Lakoff (1996) argues, a “post-modern” precisely because its ethos legitimates
more fruitful and urgent debate would be over alternativehe simultaneous and paradoxical embrace of both uni-
forms of community. versalism and particularism. Maxims such as “Think
Trust and Universalism globally, act locally” come to mind.
Before exploring the broader implications of a trend to- o
ward reflective trust, one possible further objectionTrust and Capltallsm
should be addressed: As a norm, reflective trust appeafo far, the argument has focused on the implications of
to conflate two poles of the fundamental Weberian disan economywide trend—growing knowledge-intensity—
tinction between particularism and universalism. Is refor intra- and interfirm relations. If, however, the trend to
flective trust therefore a self-contradictory notion? trust prevails, one must surely expect some reciprocal ef-
Carol Heimer (1992) poses this problem nicely in herfect of firm-level changes at the aggregate, economywide
discussion of forms of organization based on interperievel. Organizational research and social theory might
sonal networks. Network forms of organization require aboth be enriched if these implications could be seen more
significant departure from the “universalist” orientation clearly. The final set of speculations in this paper leads
articulated by Weber and highlighted by Talcott Parsongo the hypothesis that if capitalism undermines traditional
as one of the distinguishing features of modernity. Totrust and fosters modern trust, a new form of society will
build trust, actors must adopt a more “particularistic” be likely to emerge.
orientation, acknowledging the obligation to reciprocity Schumpeter provides the starting point. Paraphrasing
entailed by relations with specific others, rather than reand extending Marx, Schumpeter wrote:
lying on universal norms to guide their conduct (1992).
To reinforce the point, Heimer quotes a quip about
Parsons (an unfair one, | am told by others) to the effect

Capitalism creates a critical frame of mind which, after having
destroyed the moral authority of so many other institutions, in
the end turns against its own; the bourgeois finds to his amaze-

that he was “so universalistic that he wouldn’t help a
friend” (1992, p. 143). Is the idea of a modern form of
trust which avoids the limitations of particularism essen-
tially wrong-headed? If trust is necessarily particularistic,
does it necessarily suffer the limitations of its traditional
form? These limitations would hobble trust's ability to

ment that the rationalist attitude does not stop at the credentials
of kings and popes but goes on to attack private property and
the whole scheme of bourgeois values. [. . .] The capitalist pro-
cess not only destroys its own institutional framework but it

also creates the conditions for another. Destruction may not be
the right word after all. Perhaps | should have spoken of trans-

formation. The outcome of the process is not simply a void that
could be filled by whatever might happen to turn up; things and
souls are transformed in such a way as to become increasingly
amenable to the socialist form of life. With every peg from
under the capitalist structure vanishes an impossibility of the
socialist plan. (1976, pp. 143, 162).

coordinate knowledge-intensive activity.

These questions call for a more nuanced analysis than
space permits. For the present purposes, however, it is
sufficient to point out that particularism and universalism
need not be polarities on a one-dimensional spectrum.
They might better be conceived as conceptually indepen-
dent dimensions, even if broadly speaking they tend to In Schumpeter’'s view, large corporations developed
occur in inverse correlation. Traditionalistic trust is in- means of institutionalizing innovation and regulating
deed high on particularism and low on universalism, anccompetition. The firm typical of competitive capitalism—
both pure markets and pure bureaucracies are high amwned and led by an entrepreneur—was thus progres-
universalism and low on particularism, but we can easilysively displaced by the large, bureaucratic firm with dis-
imagine a normative orientation and an associated forrpersed ownership and professional managers. Market was
of trust that is high on both dimensions. This is preciselyprogressively displaced by hierarchy. Property was, in the
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process, progressively socialized—but not socializedtructuring firms and societies. Schumpeter’s implicit
enough to eliminate capitalism’s tendency to periodic cri-market-hierarchy model must be extended to include
ses or its other negative externalities. The earlier form ofrust: We must add a dialect of trust to Schumpeter’s
capitalism derived legitimacy from its support for the en-market-hierarchy dialectic. On the one hand, over the
trepreneurial function: Competitive capitalism’s obviouslonger run, the economy’s increasing knowledge-
flaws were the price to be paid for the productive energyntensity undermines the efficacy and therefore legiti-
of entrepreneurship. But capitalism’s own developmentmacy of (low-trust) market and hierarchy. Market's costly
and in particular the shift to large bureaucratically-fluctuations and manifest failures and hierarchy’s coer-
organized firms, makes capitalism’s dysfunctions appeg@ive domination and alienating specialization reveal the
increasingly unnecessary and therefore intolerable: Witihadequacies of these two forms relative to the
ness, for example, the U.S. government’s bailout ofknowledge-management challenge. Low-trust market
Chrysler. The legitimacy of capitalism as a form of so-thus loses legitimacy as a model of governance of inter-
ciety based on private ownership of productive resourcerm and interdivisional relations, and (low-trust) hierar-
is progressively undermined. Moreover, by the same prochy loses legitimacy as a model of governance of em-
cess, capitalist development “creates the conditions foployment relations. On the other hand, the gradual
another” institutional framework that replaces private infusion of trust into hierarchies and markets popularizes
ownership by public ownership—socialism. and legitimates a range of more participative and demo-
The logic of the present essay argues for both the corfratic notions of how firms should be run (Levine 1995,

tinuing pertinence of Schumpeter’s thesis and the need tb2Wler et al. 1998) and of how society and the economy
revise it. Schumpeter’s underlying contrast was betweefS @ whole should be governed (Lodge 1975, Unger 1975,

market (externally coordinating entrepreneurial firms)EtZioni 1988). . .
and hierarchy (internally coordinating oligopolistic firms, . PO these trends, however, spell the demise of capital-

and eventually coordinating activity across entire econ!SM? Hirschman (1982) criticizes Schumpeter and other

omies). This contrast and Schumpeter's analysis of iProPonents of the self-destruction thesis for ignoring
capitalism’s ability to adapt to pressures such as these.

have continuing pertinence: Both the persistent crisis ten=" : . .
dencies of capitalism and the incapacity of markets ta-urschman argues that through a series of innovations
rom factory legislation to social security to countercycl-

cope effectively enough with the growing knowledge-. . -

intensity of modern society reinforce Schumpeter’s con-l[ﬁil erzgﬁgorﬁgohg?/rg'gegﬁgiggm;rgagé rgt’\j/lvri]&sintg Egg;?gﬁ;

cerns about the efficacy of market coordination. Also, thecapitalist framework. At a micro level of intra- and in-

long-term 'trend ftoward Iarger firms and .b'gg.er YOVEIMe rfirm relations, one could follow Hirschman and point

ment confirms his prognosis of the growing IMPOrtance, yhe evidence that trust can indeed infuse hierarchy and

of hler'a'rchy'. . L . market relations without provoking crisis: As argued
A critic might argue that this prediction is at variance

. ! . bove, the three forms are often complementary.
with the real trends observed in the United States ang These complementarities should ngvertheles); not ob-

elsewhere in the advanced industrial economies over the. re the fact that in a capitalist society the varying com-
last couple of decades, where an intensification of globgh;nations of market, hierarchy, and community operate
and domestic competition and a wave of deregulationnger the overall predominance of the market. If, as |
have reasserted the dominance of the market. The Schurgrgued above, the three basic coordination modes are
peterian view, however, invites us to enlarge our temporadometimes substitutes and only sometimes complements,
horizon: If one considers the changes witnessed over th@een it follows that all three modes cannot peacefully co-
last 50 to 100 years, Schumpeter’s prediction of the reexist in any proportions. There is little doubt which of the
placement of market by hierarchy becomes more plausihree dominates in advanced economies today. While the
ble. The last couple of decades have made little progregginctioning of a market-based economy is greatly en-
in “turning back the clock.” Even if the average size of hanced by modest doses of hierarchy and community, the
establishments has stabilized, the weight of large firmglominance of the market form places limits on the growth
relative to small in the economy has grown, and theof hierarchy and community. Whatever hierarchy and
weight of (federal and state) government relative to pri-community are created within and between firms, market
vate industry has grown too. pressures that are beyond any actor’s control—in the form
Schumpeter’s thesis, however, also needs revisiorof unpredictable market fluctuations and crises—can
Both the continued vitality of small entrepreneurial firmsforce management to renege on its commitments (laying
in the capitalist knowledge-creation process and the desff employees or breaking supply relationships) or can
mise of state socialism give us reasons to doubt the effisimply force the firm out of business. In an era of glob-
cacy of hierarchy alone as a form capable of effectivelyalization, intensified competitive rivalry, and interna-
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tional financial crisis tendencies, the dominant role of theprior research fell prey to ‘“classificatory angst”
market has been brutally brought back into focus. (Edwards and Foley 1988, p. 128), and degenerated into
It is against this backdrop that Schumpeter’s thesis acarguments over whether a given institution falls into this
quires its force. The development of greater knowledge-er that type. The approach suggested by this paper avoids
management capability will necessitate the displacemerihat dead end by using these ideal-types to understand the
of the market as the dominant form. However, whereasybrids in which they are typically presented.)
Schumpeter saw the progressive displacement of market For trust to become the dominant mechanism for co-
by hierarchy, first in large corporations, then at the soci-ordination within organizations, broadly participative
etal level in the form of socialism, this essay suggests governance and multistakeholder control would need to
“friendly amendment” to Schumpeter’s thesis: The in- replace autocratic governance and owner control—even
stitutional framework likely to emerge from capitalism’s if hierarchy, in a high-trust form, continued to character-
development is not any form of socialism but a form char-ize large-scale enterprise. And, for trust to become the
acterized by high levels of trust. If socialism can be con-dominant mechanism for coordinatirggtween organi-
strued as a form of society in which hierarchy dominatesations, comprehensive but democratic planning would
market at both the firm level and the economywide levelneed to replace market competition as the dominant form
then the form of socialism that can successfully confronof resource allocation—even if market retained an im-
the challenges of modern, knowledge-intensive industrportant subsidiary role. If capitalism can be defined as a
will have to be one in which hierarchy is combined with form of society characterized by (hierarchically con-
high levels of trust. trolled) wage labor and (market coordinated) competing
Opinions are divided as to whether the most viablefirms, then such a trust-based form of society would
form of postcapitalist society will prove to be one basedsurely qualify as postcapitalist. A host of institutional
on comprehensive centralized but democratic planning ocomponents of capitalism, notably property rights, cor-
a form of market socialism in which markets supplementporate law, labor law, and even the form of government,
democratic planning (Nove 1982). What seems indubiwould need to change accordingly. “Vertical trust’—
table, however, is that the planning process must be onteust in government—would have to be radically in-
in which citizens feel a high degree of trust. Evidence forcreased.
this assertion comes first from the demise of (decidedly This extension of Schumpeter’s thesis must immedi-
low-trust) state socialism. While external pressuresately acknowledge that we know little about what any
clearly played arole in this demise, low-trust central plan-
ning was also a key factor. Evidence also comes from
research on the vitality of industrial districts in regionSrigure4 A Typology of Societal Forms
such as Northern Italy. Whereas Putnam (1993) argues (low trust forms in lower left triangles, high trust forms
that long-standing community ties in those regions cre- in upper right triangles)
ated a fabric of horizontal trust, which in turn led to high
!evels of civic engagement anq economic prosperity, crit- industrial market
ics have shown the economic vitality of these regions districts socialism
stems not only from horizontal trust but also from the
vertical trust earned and enjoyed by active local govern-  high
ments (e.g., Tarrow _1996). This is also the lesson pf competitive fascist
Evans’ (1995) analysis of the importance for economic capitalism corporatism
development of governments with high levels of “em-

bedded autonomy.” MARKET
The various configurations of capitalist and postcapi- primitive democratic
talist societal forms can be located in a typology that re- communism planning

flects at the macrosocietal level the typology presented  1ow
earlier of institutional forms at the firm level (see Figure

4). Indeed, substitution of the three terms of Figure 3— asocial state
market, hierarchy, and community—with corresponding horde socialism
dimensions already well established in sociological anal-
ysis—market, state, and civil society—is conceptually
straightforward. (Concerns voiced by critics of this mar-
ket/state/civil society trichotomy focus on the way much HIERARCHY

low high
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postcapitalist form of society might look like. The demise Barber, B. 1983The Logic and Limits of Trust. Rutgers University

of state socialism has highlighted the importance of com-  Press, New Brunswick, NJ.

bining hierarchy with high levels of trust and the possib|eBarker, James R. 1993. Tightening the iron cage: Concertive control
value of market as a subordinate mode, but whether and i self-managing team#dmin. Sci. Quart. 38 408-437.

how such combinations can be attained and sustained Rgey. Stephen R., Gideon Kunda. 1992. Design and devotion: Surges
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