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Differences  between economics ,  on the one  hand,  and organiza t ion and management 

s tudies ,  on the other,  turn in  part  around ideas  of  perfec tion.   While  both s ides  may 

happily  discuss  such fuzzy notions  as  community,  ne tworks,  knowledge,  pract ice, 

organiza t ions ,  and capabi l i t ies ,  economists  tend to  hold such ent i t ies  are  the result  of 

market  imperfect ions .   In  perfect  condi t ions ,  these  fade into the  more fundamental 

not ions  of  commodity,  market ,  informat ion,  pr ice ,  entrepreneur,  and product ion 

funct ion.   I t  isn ' t  hard to  f ind sociologis ts  wi l l ing to  accept  that  in  the f ina l  analysis 

(whatever  that  may be)  the economists '  posi t ion is  ul t imate ly r ight .   I t  i s  rarer  to  f ind 

economists  wi l l ing to  argue  l ike an unreconstructed sociologis t  that  some of  the fuzzy 

not ions  may be i rreducible and,  even,  some of  the economic not ions incoherent .  For 

which reason G.B.  Richardson deserves  more a ttent ion than he  has  received from 

either  sociologists  or  economists .   

I t  would be  hard for  him to receive less .   Tra ined as  a  mathematician, 

Richardson s tudied under the  Oxford Keynesian John Hicks and went  on to  be  a fel low 

a t  St  John 's  Col lege .   He publ ished only a smal l  body of  work which is  occasional ly 

c i ted but rare ly discussed.   Yet  this  work provides  valuable  insights  into the 

complexit ies  of  industr ial  organiza tion and the  nature  of  the f irm.   Invoking Ronald 

Coase 's  famous ar t ic le  in  tha t  las t  phrase may seem absurd.   Coase 's  f i f ty  years  in 

economics  and ever-growing influence was crowned by the Nobel  Pr ize.   Richardson, 

by contras t ,  had so l i t t le  inf luence tha t  in  1974 he  res igned his  fe l lowship and became 

chief  execut ive of  Oxford Univers i ty  Press .   In  the nineties,  his  f i r st  book was 

republ ished and he  was encouraged to  wr ite  again by a  group of  economists ,  some of 

whom seem to have been eager  to  domesticate his  work for  the f ie ld .   Others  appear 

more  aware  of  how much his  work res is ts  economic domest ica t ion.



Even Coase--having embarrassed neoclass ical  assumptions with the s imple 

question,  i f  markets  were so eff ic ient ,  why are  there  f i rms?-- took some t ime to  be 

absorbed by the  profession.   Yet  Coase himself  noted that  his  answer- - that  there  were 

f irms because there  were t ransaction costs--was both “rea lis t ic” and “t ractable” 

(Coase,  1937,  p  386).   "Realis t ic"  is  inherent ly  an empir ical  cla im,  and Coase 's  theory 

drew unavoidable empirica l  support  from the sheer  weight of  f i rms in  the  economy. 

Furthermore,  coming to  prominence in  the  1970s,  i t  found impl ici t  analyt ical  support 

in  Alfred Chandler ' s  s tudies  of  vert ical  organiza tion and the  “vis ible  hand”. 

(Chandler  himself ,  however,  was insuff ic ient ly  familiar  wi th Coase when he wrote Th e 

Vi s i b l e  Ha n d  (1977) tha t  he  refers  to  the economist  as  “Richard”.)   Coase 's  elegant 

argument  could f ind suppor t ,  of  course ,  in  markets  as wel l  as  in  hierarchies.   I t  was 

symbolic ,  then,  i f  not  s ignif icant  that  he won his  Nobel  in  1991 as  the  informat ion 

economy,  by reducing t ransaction costs ,  seemed to  be t ransforming bloated hierarchies 

into naked entrepreneurs  in  what  some enterpris ing commentators  cal led “ the  law of 

diminishing f i rms”.   

Coase 's  claim that  his  theory was “ t rac table” is  a  methodologica l  one.   I t 

emphasizes  f rom the  f i rs t  page  of  his  1937 essay tha t  his  argument  could be f i t  wel l 

within the s tandard economic  household.   Neatly  defining the  boundaries of  the f i rm 

around the binary "make or  buy" decis ion,  the  theory made model ing,  the  central 

method of  the  f ield ,  manageable .

Richardson,  by contras t ,  confessed that  his  system was “unt idy” and res is tant 

to  easy model ing.   Such a  claim not  only chal lenges  domesticat ion,  but  a lso in  the 

eyes  of  some of  the profession is  no less  than “nihil is t ic” (Casson,  1997,  p .  212) . 

Empirica l ly,  Richardson 's  work was not  unreal is t ic --he  could point  to  a  good deal  of 

evidence  (much of  i t  hurr iedly swept  under  rugs  by Coaseans and Chandler ians)--but 

i t  was perhaps unfortunate,  or  at  least  i l l  t imed.   For  as  noted,  i t  re turned to 

c irculat ion in  the  1990s,  jus t  as people were not  only peddl ing " the  law of  diminishing 

f irms",  but  also conjur ing ideas  of  ever-more-perfect  information and compet i t ion and 

grand vis ions  of  fr ic t ionless  markets .   In  such t imes,  the co-operat ion tha t  Richardson 



pointed to  was seen as  at  best  anachronis t ic  and a t  worst  uncompet i t ive .   The Berkeley 

l ibrary copy of  Richardson 's  f i rs t  book,  I n f o r m a t i o n  a n d  I n v e s t m e n t  (1960),  i s 

reveal ing.   Not only does the  book s i t  uneasi ly  between Ricardo and Samuelson,  but 

i t s  loan-s tamp his tory shows regular,  i f  infrequent ,  readers  up to  1993 and then a 

hiatus  during which i t  must  have sa t  undis turbed on the  shelf  unt i l  2001,  when regular 

but  infrequent  borrowing begins  again.

By the lat ter  date,  the grander  visions  were  fading.   Despite  ta lk  of  young and 

res t less  entrepreneurs ,  i t  became increasingly clear  that  even the technology sector--as 

Woody Powel l ,  AnnaLee Saxenian,  and others  had been point ing out  for  some t ime--

was made up of  complex network re la t ions  and tha t  these,  as  Jean-François  Hennart 

had noted,  had no c lear  place  in  t ransaction-cost  models .   (Wil l iamson deal t  wi th their 

methodologica l  unsight l iness pr imari ly  by suggest ing that  they were  empirica lly 

t ransit ional . )

Richardson 's  1972 essay,  “The Organisat ion of  Industry” ,  begins ,  “I  was once 

in  the habit  of  te l l ing pupi ls  that  f irms might  be envisaged as  is lands of  planned 

coordinat ion in  a  sea  of  market  rela t ions”.   The phrase is  perhaps not  as  innocent as  i t 

looks.  Coase uses  the  same image in  “The Nature of  the Firm”,  and though Richardson 

is  unfa il ingly poli te  when he discusses  Coase in  the f ina l  footnote  of  his  paper,  his 

argument  is  theore tical ly  antagonis t ic .   Where Coase  t r ies  to  describe dikes  of 

t ransaction costs  that  divide  the sea  from the land,  Richardson seeks show that  there 

are more things in  heaven and earth  than described in  this  phi losophy.   In  part icular, 

there is  the “dense network of  co-operat ion and aff i l iat ion by which f i rms are inter-

related” .   Without  account ing for  these ,  the  transact ion cost  argument was no more 

than a  “harmless  f i rs t  approximation”.

With tac t ,  e legance ( l ike  Coase,  Richardson eschews equations;  unl ike  Coase 

he  was t ra ined as  a  mathematician) ,  but  a lso r igour,  Richardson goes  on to  argue  that 

three things have to  be  accounted for :  di rect ion (a  te rm he borrows from Coase but 

later  re jects) ;  market  transact ions  (a  phrase that  neat ly  avoids  rei fying markets) ;  and, 

running between the  two extremes and embracing innumerable (and hence not  easily 



modeled)  conf igurat ions ,  co-opera tion.   Further,  Richardson 's  vis ion is  not  predicated 

upon an ideal  of  autonomous,  and inherently  subst i tutable entrepreneurs .   I t  begins , 

ins tead,  wi th real  economic agents with dis t inc t ive  capabi l i t ies .   He acknowledges 

that  “ the  not ion of  capabi l i ty  is  no doubt somewhat  vague”,  adding s lyly,  “but no 

more  so than l iquidi ty”.

Richardson develops the not ion of  capabil i t ies  from Edi th Penrose,  thus 

a l igning his  work with evolut ionary (and subsequent  path-dependent)  views of  the 

f irm.   He is  par t icular ly  interested in  the complementary capabil i t ies  tha t  go to  make a 

supply chain and which f irms must  depend on but may not control  when they make 

market  decisions .   This  not ion has  been s ince made famous by Teece 's  discussions of 

“complementary assets”,  but  here again we see the  difference between t ractable  but 

thin concepts  and unt idy but r ich ones .   A s s e t s  i s  a  recognizably economic  term that 

suggests  capi tal  and commodit ies .   C a p a b i l i t i e s  captures  more  awkward not ions  such 

as  the  pract ice,  serendipi ty,  learning,  and experience tha t  go into making capabi l i t ies . 

Indeed,  Richardson talks  elsewhere  of  the “economics  of  exper ience  (1960,  p .  60) .

Firms,  Richardson argues ,  wil l  tend to  integrate  when they need 

complementary capabil i t ies  tha t  are  s imilar  enough to  submit  to  common management 

capabil i t ies .   They wil l  instead coopera te  when they need complementary capabil i t ies 

that  a re diss imilar  and require dis t inct  management  skil ls .   Unl ike  f i rms and markets , 

there is  no ideal  type on which to  base co-operat ion: i t  can take many forms along a 

continuum from almost  hierarchy to  a lmost  market .   (The argument thus  helps  ra ise 

interest ing questions  about the locat ion of  power in  supply chains . )   “This  co-

ordinat ion,"  Richardson concludes ,  "cannot  be lef t  ent i rely  to  di rec tion within f i rms 

because  the ac t ivi t ies  are diss imilar,  and cannot be  lef t  to  market  forces  in  tha t  i t 

requires not  the balancing of  the  aggregate supply of  something with the  aggregate 

demand for  i t  but  ra ther  the matching,  both qual i tat ive and quant i ta t ive,  of  individual 

enterpr ise  plans” (1972,  p .  892) .   Such ar rangements ,  though subjec t  to  the entropy of 

a l l  organiza tion,  a re not ,  p a c e  Will iamson,  merely transi tory,  nor,  as  we shal l  see,  a re 

they inc idental  to  rea l  or  “real is t ic” economic  theory.   Richardson concludes  his  1972 



art icle--his las t  before  taking up his  posi t ion at  the  Oxford Universi ty  Press--with the 

diff ident  conclusion that  “Theories  of  industr ia l  organisat ion,  i t  seems to  me,  should 

not  t ry  to  do too much” and tha t  we should apply his  “t r iple dis t inc tion”  of  di rec t ion, 

market  t ransact ion,  and co-ordinat ion,  wi th discret ion.”  For a l l  h is  modesty, 

Richardson nonetheless  manages to  ra ise  topics  about  f i rm capabi l i t ies ,  col laborat ion, 

ne tworks,  and degrees  of  co-operat ion and control  within supply chains  that  make 

many a  contemporary discussion look banal.

The account  of  co-operat ion Richardson provides is  not ,  however,  merely an 

empir ical  elaborat ion of  earl ier  theory.   I t  is ,  a t  base,  a  theoret ica l  chal lenge to  the 

way economists  think (or  fa i l  to  think)  about  knowledge.   “The Organisat ion of 

Industry” is  extracted f rom a more  complex argument  tha t  Richardson set  out  in 

I n f o r m a t i o n  a n d  I n v e s t m e n t .   There  i t  i s  clear  that  his  comments  about  co-opera t ion do 

not  merely f i l l  an empirica l  void,  but  point  to  a  theoret ica l  incoherence .   The book 

proposes  that  wi th perfect  compet i t ion between autonomous,  interchangeable agents 

and with perfect  information,  entrepreneurs  would in  fact  not  know what  to  do.   News 

of  an increase  in  demand would be avai lable to  a l l  and,  in  perfect  condi t ions,  a l l 

would be  capable of  responding.   I f  al l  were  to  respond,  however,  there  would be 

gross overinvestment ,  no-one would gain,  and the market  would collapse . 

Consequently,  such entrepreneurs  would e i ther  f ight  to  dest ruct ion or  do nothing at 

a l l .   (Experiments  wi th software-dr iven agents in  the 1990s showed something l ike 

this . )   The ideal ly  ra t ional  decis ion maker would face a curious version of  the  tragedy 

of  the  commons,  wherein no one grazes  unless  they know that  there are constraints- -

l imited awareness ,  l imited capabi l i ty,  l imited compet i t ive  unders tanding--on others ' 

grazing.

Thus a  s ta te  of  equil ibr ium can,  in  Richardson 's  view,  nei ther  be  mainta ined, 

achieved,  or  even approached unless  there  are entrepreneurs  with differ ing 

capabil i t ies ,  wi th some knowledge of  what  their  a l l ies  and the ir  competi tors  can and 

might  do,  and with enough idea  of  who wil l  and wil l  not  compete to  make a decision 

whether  or  not  to  compete themselves .  Yet  these,  because they suggest  imperfec t 



informat ion,  imperfec t  compet i t ion,  and col lusion,  a re banished from the equi l ibr ium 

model .   Thus,  Richardson maintains ,  a  per fect  market cannot  produce the informat ion 

i t  needs to  funct ion.   “The decis ion to  invest  depends . . .  on ci rcumstances  deemed 

absent ,  by assumption,  in  the perfect  compet i t ion model” .   To reach equi l ibr ium one 

of  two things needs to  be in  place ,  ei ther  ins t i tut ions  to  s tabil ize  the  market and direc t 

informat ion unevenly,  or  cooperat ion and consulta t ion among f irms in  the market ,  to 

do the same thing.   “By neglec ting the whole  problem of informat ion,  the perfect 

compet i t ion model  condemns i tsel f  not  only to  unrealism but  to  inadequacy even as  a 

hypothet ica l  system”.   

Thus the systems of  co-operat ion that  he out l ines  in  his  1972 paper  are  not 

incidenta l  to  markets  but-- in  their  abil i ty  to  f i l ter  informat ion,  to  favour  certain 

capabil i t ies ,  and so dis t inguish compet i tors  by their  knowledge-- fundamenta l  to  them. 

In part icular,  I n f o r m a t i o n  a n d  I n v e s t m e n t  mainta ins  tha t  “ ignorance,  in  i ts  rôle  as  a 

res t raint  on investment  . . .  fur ther[s] ,  in  certa in  c ircumstances ,  the successful 

adaptat ion of  supply to  demand".   Markets  in  essence “increase information by 

inhibi t ing competi t ion” or  vice versa.   Restra ints  on perfec t  compet i t ion are not 

s imply problems for  e l iminat ion,  but l ike f r ict ion on roads,  a  s ine  qua non for 

t ract ion.   Such an argument  embraces  a  sociological  concept- -one that  i s  anathema to 

the Whiggish views of  neoclass ica l  perfectabi l i ty- -of  the  f e l i x  c u l p a :  constra ints  can 

s imultaneously be resources .   I f  humanity is  fa l len,  i t  has  made economic  vir tue of  i t s 

imperfec tions .   I f  i t  were  perfec ted,  i t  would lose not  only i ts  fal l ibi l i t ies ,  but  a lso i ts 

markets .

At the hear t  of  Richardson 's  argument  is  a  view of  knowledge.   Like  Hayek, 

whom he admired,  Richardson fe lt  that  Smith 's  divis ion of  labour  would lead to  a 

divis ion of  knowledge,  but tha t  economics  has  done l i t t le  to  account  for  how this 

would be  coordinated.   The f ield  had (and cont inues)  to  dodge the  quest ion by ta lking 

instead of  “informat ion” .   Ci t ing Gilbert  Ryle ,  Richardson suggests  that  knowledge, 

part icular ly  knowledge of  technology,  is  “rare ly reducible  to  informat ion” .   I t  i s 

splendidly i ronic that  Richardson original ly  named his  f i rs t  book “The Economics  of 



Imperfect  Knowledge”  but ( through the  intervention of  Hicks and OUP),  i t  was 

reduced to  I n f o r m a t i o n  a n d  I n v e s t m e n t .   That  may,  perhaps,  have  made i ts  argument 

appear  more manageable.   Yet  Richardson 's  posi t ion presents  a  far  grea ter  chal lenge to 

the economics  of  neoclass ica l  assumptions and e legant  models .   The informat ion on 

which markets  rely  is  not  independent ,  but  a  product  of  the prevai l ing inst i tut ional 

s t ruc ture.   Consequently,  such insti tut ions  and networks wil l  not ,  indeed cannot ,  be 

t ransformed from their  ugly s tate  when kissed by the charming princess of  per fec t 

informat ion.   Equi l ibr ium, the  bedrock of  supply and demand neoclass ic ism,  is 

unatta inable through perfect  compet i t ion and dependent  on the  sorts  of  collaborat ion 

and different iated capabi l i t ies  that  Richardson describes.   For  economics ,  Richardson 

suggests ,  equil ibr ium is  an overworked metaphor borrowed from mechanics ,  where 

there is  no place  for  knowledgeable agents.   Economics  is  in  this  view bui l t ,  l ike 

Freudian psychology,  on a  watery foundation--one less  l ike a  Coasean ocean,  however, 

and more l ike domest ic  plumbing,  with constr ic t ions ,  blockages,  and meddling 

inter ference  get t ing in  the way of  f ree f low and autonomous level  f inding.

For a l l  i t s  untidiness ,  wi thin Richardson 's  work there is  real ism,  humour,  and 

an appeal ing humanism-- though i t  might  be  unwise to  admit  the  las t .   Economics ,  af ter 

a l l ,  pr ides  i t sel f  on i ts  sel f ish foundat ions .   While  de Mandevi l le ' s  be l ief  that 

individual  vices  ( the  harlot ' s  and the highwayman's  among them) further  the  common 

good has  been muted,  i t  s t i l l  roams the economic cel larage.   Equally,  reducing people 

to  decis ion-making automata,  much of  the  f ield  has  l i t t le  room for  human planning 

and decis ion-making.   Coase ,  as  Richardson (1998) points  out,  not  only el iminates 

knowledge but  also reduces human agency and wil l .   Wil l iamson adds the agency back 

in ,  but  i t  i s  agency r iddled with se lf ish oppor tunism.   Workers  are  primari ly  interested 

in  backsl iding,  thus  the  manager 's  role  is  to  give orders  to  intransigent  agents  and see 

they are  ful f i l led.   Richardson 's  theoret ical  mer its  may l ie  e lsewhere,  but  there  is  a 

certa in  pleasure  in  reading his  account  not  of  voracious sel f- interest ,  but  of  intel l igent 

actors  making individual and col lec tive  plans  and developing long-term rela tionships 

di rected nei ther  by market  nor  hierarchy alone.   Drawing on his  experience as a  CEO, 



Richardson (1998) acknowledges not  only the  different  capabi l i t ies  of  f i rms,  but  also 

of  workers  wi thin f irms,  whose ski l ls  need foster ing.   In  l ight  of  these ,  the manager 's 

role  in  hierarchy is  not  order ing and patrol l ing,  but “creat ing,  monitoring,  and when 

need be ,  modifying a  system of  working re la t ions .”   “A chief  execut ive ,” he 

concludes ,  “can scarcely do more  harm than by spending a l l  his  t ime te l l ing people 

what  to  do.   Such humanism may appear  a  weakness  before the cold eye of 

economists ,  but  i t  can a t  least  summon support  from David Hume,  a  central  f igure  in 

Adam Smiths network of  relat ions ,  who argued,  "Industry,  knowledge,  and humanity 

are l inked by an indissoluble chain".
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