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Vol. XXXVIII No.1 March 2004 

A Model of Network Capitalism: 
Basic Ideas and Post-Soviet Evidence 

Anton Oleinik 

Localized Transactions as a Subject of Study 

Modern discussions on network capitalism shed light on the thesis about the existence of 
a plurality of models of capitalism. According to a quantitative evaluation of managerial 
and economic literature, the frequency with which the term "network" is used has risen 
dramatically during the last decade (Boltanski and Chiapello 1999). The basic idea of 
network capitalism involves the localization of transactions: economic subjects act locally 
instead of being involved in transactions in a depersonalized market with a potentially 
unlimited number of participants. 

Mainstream economics has never been characterized by any special interest in the 
interactions between participants that are socially and spatially close. "Spatial econom
ics and particularly the theory of the location of industrial enterprises flourished in the 
19th century, but they were developed in complete isolation from mainstream econom
ics, both classical and neoclassical" (Blaug 1994, 568). This should come as no surprise 
since a limited number of participants and their nontrivial capacity for influencing out
comes contradict the principles of perfect competition and distort the price mecha
nisms for reaching a general equilibrium. Even economists who were interested in 
localized transactions usually paid attention only to spatial closeness; they have been 
studying the issues related to differential rent, transportation costs, and so on. But geo
graphical space is not the only factor of localization. The same process can be observed 
in institutional and social spaces. For example, a deal with a supplier that is geographi
cally close can increase costs, if there are doubts as to his reliability. The concept of net-
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86 Anton Oleinik 

work capitalism does not imply an exclusively spatial basis for localized transactions. 
This accounts for a noticeable difference from traditional and more conventional 
approaches. 1 The concept of network capitalism can be used to study relations concern
ing scarce resources when these interactions are bounded in geographical, social, or 
institutional space. The number of participants is limited, and it influences the final 
outcome of the interactions. 

While mainstream economic theory is of no direct concern to the issues oflocaliza
tion, the institutional approach appears much more fruitful from this point of view, 
especially in terms of the paradigm of "old" institutionalism and new institutional eco
nomics.2 Historically speaking, the concept of network capitalism refers to a piece in the 
edifice on which construction was started in the nineteenth century by Karl Polanyi (his 
concept of" embedded ness" is of particular note), Thorstein Veblen, and John R. Com
mons (there are links with their concern about collective reciprocity) and continued by 
modern nonorthodox institutionalists. Mainstream economists, including adepts in 
neo-institutional economics, are able at most to perceive only one aspect of economic 
closeness, namely spatial closeness (for example, with the help of the notion of transac
tion costs). By contrast, nonorthodox economists who are interested in institutions, and 
particularly in norms and values as factors of market play, can take all aspects of local
ized transactions into consideration. This article should be viewed as an attempt to sum
marize recent developments concerning the concept of network capitalism. A more 
broad and insightful study would be necessary to gain a better understanding of how the 
existence of networks affects outcomes for pricing, output determination at the 
micro-level, and cyclical movements, namely to answer a number of questions that 
economists are accustomed to. Yet, this work remains to be done in the future. 

An additional comparative advantage of the concept of network capitalism lies in 
its applicability to the analysis of the socioeconomic systems representing different 
stages in historical development. On one hand, this term describes market institutions 
at the early stages of their evolution, when they are not completely differentiated from 
social institutions: family, sects, political community, friends, patron/client relation
ships. On the other hand, as economic sociologists have shown (see, for example, 
Granovetter 1985), even the modern market is embedded in the institutions whose exis
tence favors the social closeness of its subjects. For example, Mark Granovetter 
explained the particularities in the industrial organization of electricity production in 
the first half of the twentieth century-a high volume of electricity produced by private 
generating units operated by households and firms-by the role played by the network of 
friends and acquaintances of Thomas A. Edison, inventor of industrial electricity 
(Granovetter 1994, 89-91). From some points of view, the universal character of the 
concept might be considered a shortcoming: we need to strongly differentiate common 
and specific features of the localized transactions in different socioeconomic contexts. 
Thus, we will pay special attention to the variability of setting up the localized relation
ships (the second part of this paper) and to a discussion of alternative concepts helping 
us to understand their nature (the third part). The question of terminology is important 
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A Model of Network Capitalism: Basic Ideas and Post-Soviet Evidence 87 

less from a linguistic point of view than as a condition for developing a model describing 
the particularities of the market institutions emerging in the post-Soviet countries. 
Epistemologically speaking, "we must clarify the basic concepts in order to identify the 
appropriate questions to be raised and the data to be collected" (Menard 1995, 161). In 
conclusion, we will discuss the economic and social consequences of network capitalism 
in its different forms. 

Different Paths to Localization of Transactions 

There are two paths to localization of transactions: an evolutionary path, when 
localization results from a spontaneous process, and conscious efforts made in this 
direction by economic subjects. The evolutionary path corresponds to a situation in 
which economic action3 is not differentiated from other everyday activities, mainly from 
the relationships based on family and kinship. The market is embedded in social ties 
and structures during the initial stages in its evolution, which limits the scope of eco
nomic activities. As far as the second path is concerned, a conscious localization of mar
ket transactions is observed in the context of modernity, namely when the spheres of 
everyday life are still differentiated. For example, a high level of uncertainty in the exter
nal environment incites the individual to protect himself by means of a "protective belt" 
of the networks (see Roche 1993, 172). While evaluating potentially large, yet uncer
tain, profits from transactions with a new partner, the economic subject might prefer a 
lesser, yet sure, gain from transactions with an old and trustworthy partner. Let us take a 
closer look at both examples of localization. 

Localized Relationships Emerged in an Evolutionary Way 

Economic history is rich with examples of the economic transactions embedded in 
traditional social structures. In her study of a traditional African society, the Orma, Jean 
Ensminger, American anthropologist, emphasized that its members view including the 
market partner into their families as a guarantee against opportunistic behavior on the 
market. "The Orma still place an exceedingly high premium on having at least one close 
relative of the family in the cattle camp" (1992, 116). This allows them to prevent the 
opportunism of the agents-the herders at remote cattle camps. In the same way, a medi
eval merchant would not send cargo into a new region without a relative who is charged 
to negotiate the sale and obtain a return cargo (North 1990, 120). There are natural lim
its to the spread of the economic "network" exclusively on the basis of kinship. In the 
history of Japan in the nineteenth century, Francis Fukuyama found an interesting way 
to get around the natural limits of family and kinship. Contrary to the Chinese tradition 
of dividing family estates among sons, in Japan an outsider could become the principal 
and sole heir, provided that he had undergone the appropriate legal procedure for adop
tion. In fact, the outsider, a son-in-law married to a daughter, sometimes appears better 
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88 Anton Oleinik 

able to manage the family estate than other close relatives (1996, 172). It should be 
noted that family-owned conglomerates, zaibatsu, existed in Japan until the American 
occupation after World War II, although they had moved to professional management 
much earlier, in the 1930s. The Japanese term zaibatsu means "a clique for money," 
which illustrates the drift of a traditional structure into the market game. A comparable 
evolution was observed in most countries; this is not a country-specific phenomenon. 
Family-based capitalism dominated almost all countries of the first and the second 
"echelons" of capitalism until the end of the nineteenth century (Boltanski and 
Chiapello 1999,54). 

The increase in the autonomy of the economic sphere of activity led to a progressive 
differentiation between the household and the firm. The development of accounting 
represents an important step in this direction. It enabled every member of the house
hold to have his own account. "The household ceased to exist as a necessary basis for 
rational business association. The partner was not necessary-or typically-a house mem
ber" (Weber 1968, 378). But kin and family networks continue to serve as a basis for 
economic action in cases when the transformation of the market into an autonomous 
sphere was slow. About half of Russian businessmen still try to involve close relatives in 
their businesses. The practice of doing business with friends is even more widespread in 
the post-Soviet countries (Oleinik 2001a, 15-17). 

Special emphasis should be placed on the traditional institutions on which eco
nomic activities have been based throughout Russian history. Despite a great deal of 
variety in their apparent forms, all of them result from the nondifferentiation of society 
and the economy. A local rural community, the obshina, represents the most obvious 
case of interlocking traditional structures and economic practices. The system of mutual 
help, namely the principle of "I scratch your back, you scratch mine," krug, existed from 
the very beginning of the obshina. Despite a long series of mutations, the krug, closed as it 
is to the outside world, has paradoxically maintained its hard core-the fusion of social 
and economic activities-up to now. As Alexander Ahiezer, Russian historian, has 
shown, there is an affinity between the obshina and the basic unit of Soviet agriculture, 
the kolkhoz: "the old obshina with its depersonalized ownership of the land represents a 
socio-cultural basis for the kolkhoz" (1997, 506). The practices inherited from the 
obshina can be found even in the everyday life of Soviet work collectives because their 
corps consisted mainly of former peasants who had left the land during the period of 
collectivization but maintained strong ties to their original milieu. Moreover, some 
patriarchal practices are reproduced in firms which appeared recently, during the mar
ket reforms of the 1990s. Such patterns include the celebration of birthdays in the work
place, a system of common responsibility of all agents vis-a-vis their superiors, and so on 
(Oleinik 2001b, 221-222). As for relationships between Russian businessmen, many 
observers speak of their localization dUring the first half of the 1990s within the net
works inherited from the past, that is, within a "krug" of the traditional Soviet, or 
"Red," governing board (Dolgopjatova and Evseeva 1994,44; Kharkhordine 1994, 30). 
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A Model of Network Capitalism: Basic Ideas and Post-Soviet Evidence 89 

In the same way as in the case of the traditional krug, the management krug implies a sys
tem of mutual help reserved for the members of an informal network_ The stability of 
the informal network allowed David Stark to put forward a concept of "recombined" 
property_ The term of recombined property fits in well with the particularities of relation
ships between the formally independent firms where management places a high value 
on local solidarity and mutual help (1995, 1996). For example, if there is a danger that a 
firm participating in a network may go bankrupt as a result of action initiated by an out
sider, the other members of the network will temporarily redistribute their finances and 
help the bankrupt firm. Financial aid is provided through informal channels, which do 
not coincide and often contradict a formal structure of the property. 

Localized Relationships as Protection against Uncertainty in the External 
Environment 

Previously, we discussed the localization of market transactions as an atavism of the 
past. Now we will look for cases of localization observed in the modern, full-fledged mar
ket. The risk society that has emerged in most Western countries requires economic 
agents to be especially vigilant while choosing their partners. Sometimes high risk and 
uncertainty become, in Friedrich Hayek's words, "the unintended or undesigned results 
of the actions" of representatives of the State (1979, 146-147). Even the laws enacted by 
the State might be a source for uncertainty. "Peruvian laws," wrote Hernando de Soto, 
"are unstable and unpredictable. Their changes mostly depend on struggles between dif
ferent rent-seeking coalitions" (1994, 166). Russian entrepreneurs are very familiar with 
this type of situation. In this country, the State imposes unpredictable laws, thereby 
inciting economic subjects to substitute formal norms for informal ones. Informal 
norms are local by definition, representing a "constitution" of networks. Vadim Radaev 
described the substitution of laws for informal norms in terms of "de-formalization." 
The starting point in this process is "the enactment of laws by the legislature in such a 
way that they could not be entirely respected and unconditionally applied" (2001, 22).4 

By preferring a closed network to an open market, economic subjects try to protect 
themselves against the negative impact of the government and the laws on their business 
(see also NajshuI1992, 75). 

The current tax policy in the post-Soviet Russia should be perceived as an especially 
powerful incentive for the localization of economic transactions. The willingness of 
Russian businessmen to minimize the government's claims to a non-negligible part of 
the profits accounts for the nontransparent character of their business (Le., organiza
tional borders of the firms participating in a network are very confused) and a recurrent 
practice of transferring funds among the members of a network, as if they formed one 
organizational unit. Funds in the framework of a network are distributed in such a way 
that the amount of taxes to be paid is minimal whereas liabilities are transferred to the 
State's account (Stark 1996, 15-17; Pappe 2000, 50; Radaev 2001, 30). The network 
members have a comparative advantage in the transfer of liabilities and other rent-seek-
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90 Anton Oleinik 

ing activities: the resources that they can use for lobbying and bargaining with bureau
crats are more important than in the case of an unaffiliated firm. For example, the 
principal task of the syndicates and the associations of enterprises in Peru involve 
directly unproductive (DUP) activities such as defending the exclusive privileges granted 
by the government. The system that exists in this country "learns [the entrepreneurs) 
how to search for privileges and use them for their own profit .... The producer can be 
better off by establishing new relationships and connections" (Soto 1994, 178). 
Post-Soviet businessmen create their own rent-seeking associations as well. So-called 
"white lists" of Russian customs help the companies listed to minimize their customs 
transaction costs, including custom duties (Radaev 2002). Considering the fact that the 
"white lists" have been promoted and controlled by local associations of importers, 
which are interested in solving general problems in a personalized manner, this practice 
corresponds to the above-mentioned pattern of networking. 

Concepts of Localized Relationships 

The coexistence in the post-Soviet institutional context of both types of incentives 
for establishing local networks, "traditional" and "modern," becomes a source for much 
confusion with respect to understanding their nature. Concepts that are appropriate for 
the analysis of traditional relationships are often confused with those that have been 
developed to describe recent developments in the Western economies. Practically speak
ing, there is no general answer to the question about the validity of each concept: the 
researcher should decide which one is more appropriate on a case by case basis. Let us 
consider the best-known concepts oflocalized relationships, starting with those that pos
tulate the traditional nature of networks. In each case, we will stress the key factor that 
explains the drift into localization according to the adepts of the corresponding theory. 
Despite the fact that all the concepts describe the same thing-localized economic 
action-they differ in the diagnosis and the prediction of the future trends in its 
evolution. 

Obshina 

Is it acceptable to view the different forms of localization that exist in the 
post-Soviet market as an atavism related to the traditional obshina? If one takes into con
sideration a plurality of the organizational structures with elements of the obshina (kol
khoz, work collective, "Red" governing board, and so on), the answer would be "yes." 
Historians define the obshina as a "local organization closed to the outside world. Usu
ally, the obshina consisted of 40-50 peasant homesteads. Only rarely did their number 
attain a thousand. The obshina played the role of a reservoir for old pre-State values, old 
forms of social connections. Any important issue had to be debated in a meeting of all 
homestead heads (Ahiezer 1997, 361). The lifestyle of members of the obshina has been 
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characterized by hostility to strangers, to everything lying outside of the village. Thus, in 
the case of the obshina, geographical and social spaces are both localized. A quasi-com
plete autarchy of the obshina, as well as the decentralized, congregational decision mak
ing, limits the applicability of the concept to the study of Russian economic 
organization. According to Yakov Pappe's data, a central element in the construction of 
any informal association of post-Soviet firms consists in the "existence of a core in deci
sion-making and in a hierarchical way of their implementation" (2000, 25). Preference 
for partners who have worked with the firm for a long time does not necessarily mean a 
refusal to search for new contacts. Even during the mid 1990s, when the traditional 
management krug played a leading role in structuring Russian industries, more than half 
of Russian enterprises sought to establish new contacts with suppliers and buyers while 
trying to keep the old ones (Dolgopjatova 1995, 171-173). 

Reciprocity 

Less closed to the outside (at least, from the point of view of their potential evolu
tion) are local relationships based on reciprocity. Economic subjects can respect mutual 
rights and obligations, in particular those concerning solidarity and mutual help, devel
oped on a basis of personal knowledge and feeling of sympathy. Adam Smith was one of 
the first economists to mention the importance of sympathy as a determining factor of 
human behavior. "We could not perceive the feelings of other people other than by 
putting ourselves in their shoes" (1997, 31). This sentence has a strong market connota
tion, because any transaction implies that its participants know their expected utility 
and guess about the expected utility of the partners. Personal knowledge facilitates recip
rocal behavior. It is easier to put oneself in the shoes of a personally well-known individ
ual than in a complete stranger's shoes. Yet, this issue has not received sufficient 
attention either by Smith himself (contradictions between his Theory of Moral Sentiments 
and The Wealth of Nations are known under the name of Das Smith problem) or main
stream economists. Works of the "old" institutionalists and their followers provide 
deeper insight into the problem. "Reciprocity is due principally to a 'social closeness.' By 
social closeness we understand not only kin ties, but a neighborhood, a personal knowl
edge or a feeling of sympathy to a particular person as well" (Kolm 1984, 204). Stable 
relationships based on reciprocity serve as cement for local markets. Their participants 
are interlinked through complex mutual obligations to behave reciprocally and to main
tain solidarity (Polanyi 1995, 94). Some researchers refer to reciprocity in order to 
explain the solidarity of the traditional management formed under Soviet rule. A high 
concentration ratio and the impossibility of freely choosing business partners (they were 
appointed by the State's representatives) led to a deep personification of relationships 
among Soviet managers. "The simplest case: the buyer and the supplier invert their 
roles. 'Today I help you with steel, tomorrow I will count on you to get the bolts'" 
(Kornai 1990, 102; see also Ikes and Ritterman 1994, 38; Oleinik 200 la, 17 -18). Mean
while, strong solidarity represents only one of the possible outcomes in personified 
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92 Anton Oleinik 

transactions. Actions that are localized through personification could lead to the 
mutual dependency that, in turn, creates a feeling of aversion and hostility instead of a 
feeling of sympathy (Smelser 1998, 5). The phenomenon of being forced to live together 
illustrates the limits of the explanatory potential of the approach discussed above. 

Clique 

Researchers who choose the concept of clique emphasize exactly the negative aspects 
of the relationships with socially close partners. By definition, cliques are understood as 
"associations integrating their 'own' people on the basis of mutual trust and willingness 
to sacrifice the morally or legally fixed rights of other people to a 'common cause'" 
(Hlopin 1997a, 74). The price to be paid for the solidarity of the members of a clique 
consists in their mutual dependency and the submission of private interests to the inter
ests of the clique as a whole (1997b, p. 16). In particular, the economic subject is 
allowed to take the initiative as long as this does not go against the clique's interests. As a 
result, the picture of a market of cliques looks very pessimistic. This market appears not 
only archaic but violent in relation to its own participants, not to mention "strangers." 
The pessimism of the concept of clique contrasts sharply with the optimistic conclu
sions that could be drawn from an analysis in the perspective of reciprocity. Should we 
forget that, for example, the modern and market-oriented corporations in Japan are suc
cessors of the zaibatsu, these "cliques for money"? Is there a more neutral term which 
enables us to conceive the dual nature of localized relationships and to take into 
account the variability of their evolution? 

Clan 

One possible answer implies that the social closeness is described with the help of 
the term clan. From this point of view, the market is embedded in ties of kinship and 
their extension-friendly relations. On one hand, solidarity inside a clan is maintained 
as a result of its closed character, even hostility toward the outside world. It is not fortu
itous that families of the Sicilian Mafia and its Neapolitan homologue, the Camorra, are 
now engaged in a variety of economic activities (Arlacchi 1986, 170; Cesoni 1995, 25, 
301; Arlacchi 1996, 119). Personal contacts between members of the Mafia and the affil
iated entrepreneurs are not local in the geographical sense of this word. Such contacts 
exist at regional, national, and even international levels (contraband and the illicit traf
fic of arms and drugs require cooperation on an international scale). Thus, the size and 
structure of the Mafia clans (sometimes called coteries) determine the well-being of their 
members. On the other hand, clans serve to realize an entrepreneurial potential in cases 
when government policies set up barriers to entry into the market (Soto 1994, 13-19). 
Clans structure economic activities in an informal sector of the economy. It is worth 
emphasizing that clans often have a very flexible structure. For example, although Chi
nese lineage initially included all the people having the same ancestors, it now includes 
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tens of thousands of people and it facilitates fund transfers on an inter-regional and 
international scale. The active role played by the Chinese communities in Malaysia, 
Indonesia, Hong Kong, and Singapore as well as their close commercial links with 
China are due to the fact that the economic activities are embedded in extended 
clan-type structures (Fukuyama 1996, 91-92). Consequently, studies in comparative 
structures of clans provide us with some insight into their role in the market. The 
preference for optimistic or pessimistic evaluations will depend on such information. 

Clientage 

In the approaches described previously, no special attention was focused on the 
uniformity of the distribution of resources among the participants in local interactions. 
By contrast, the concept of the patron/client relationship is viewed as a mental con
struction describing informal personal connections in a situation when "power and 
resources are unequally distributed among the actors, whereas there are no family or 
amicable ties" (Afanasiev 2000, 11). Well endowed in resources, patrons are able to 
offer clients protection and patronage in exchange for their submission and loyalty. A 
historical illustration of patron/client relationships could be seen in a practice of the 
private protection provided for vassals by liege lords. In the context of neo-institutional 
economics, the patron is a prototype for the principal and the client represents the 
agent, whose relationships are studied within the framework of the theory of optimal 
contracts (Oleinik 2002a, 264-271). The agent is expected to maximize the principal's 
profits in exchange for some fixed amount of intrinsic compensation (Le., in exchange 
for protection against unexpected events). Thus, the principal is a risk taker, whereas 
risk aversion characterizes the agent's preferences. Historically, the first solution for the 
principaVagent problem, which consists in the agent's tendency to behave opportunisti
cally, implied that the agent became a member of the principal's family (North 1990, 
126; Ensminger 1992, 109). In other words, the family model is reproduced in the local 
world even in cases in which kin ties had been lacking initially. Use of a term having a 
strong historical connotation in a modern context raises a series of problems. It is meth
odologically acceptable if and only if elements of the patron/client relationships con
tinue to exist in modern institutions in an evolutionary way. For example, Diego 
Gambetta saw the Mafia as a profit-focused firm selling customers private protection 
(1988,130; 1993, 1).5 The transformation of the Mafia into a firm proves that the mar
ket might still keep certain elements of the clientage. Clientage does not look incompati
ble with the market; this relationship is even able to solve some purely market problems, 
particularly those conditioned by asymmetric information between the buyer and the 
seller (Geertz 1992, 228; Afanasiev 2000, 65). Nevertheless, an explanatory potential of 
the concept in the post-Soviet context6 appears rather limited because, in Russian his
tory, there were no contractual relationships similar to those between liege lords and 
vassals during the Middle Ages in the West. If Russian history lacks a counterpart for the 

D
ow

nl
oa

de
d 

by
 [

W
as

hi
ng

to
n 

U
ni

ve
rs

ity
 in

 S
t L

ou
is

] 
at

 0
2:

42
 1

7 
M

ar
ch

 2
01

6 



94 Anton Oleinik 

patron/client relationship, we ought to search for a more appropriate term for 
describing the phenomenon of transactional localization in this country. 

Blat 

In contrast with clientage, the terms blat and blatnye relations are deeply rooted in 
Russian history. In the jargon of Russian thieves in the nineteenth century, blat meant 
useful connections, acquaintances with useful people (Rossi 1991, v. 1,32). In the twen
tieth century, this word became widespread outside the criminal world,7 which allowed 
some researchers to apply the concept of blat to the analysis of Soviet society as a whole. 
"Blat is about using informal contacts, based on mutual sympathy and trust-that is, 
using friends, acquaintances, occasional contacts. . . . Blat is a distinctive form of 
non-monetary exchange, a kind of barter based on personal relationships" (Ledeneva 
1998,34). From a perspective of studying local relationships, blat is interesting for the 
following reasons. Firstly, blat always implies a non-negligible degree of reciprocity. Sec
ond, blatnye interactions do not exclude equality in the resource endowment of the par
ticipants in "horizontal" exchanges, or building a hierarchy based on a patron/client 
relationship (in the last case, one speaks of "vertical" exchanges; see Ledeneva 1998, 53, 
150). Third, blat results both from a natural evolution of a traditional milieu and a con
scious choice on the part of economic subjects opting for personalized contacts in an 
economy based on shortages. Probably, the only shortcoming of the concept consists in 
its country-specific character, making a comparative analysis extremely difficult. The 
concept of blat is not suitable for describing the particularities of localized relationships 
in countries other than the Soviet Union; such relationships exist in any country at any 
stage of socioeconomic development.8 Is it worth trying to search for a concept of 
localized relations that simultaneously includes the specific features of post-Soviet 
society and universal trends? 

Industrial District 

When answering this question, one could focus on geographical space as a factor in 
localization instead of emphasizing the different forms of social closeness. Industrial dis
trict, or a nexus of the industrial enterprises located in the same region and specialized in 
the same product, was one of the first economic models describing localized relation
ships. However, Alfred Marshall, the author of the concept of industrial district and one 
of the founding fathers of neoclassical economic theory, referred not only to economic 
arguments in favor of the localization of production. While mentioning physical causes 
and the economy of scale as reasons for the concentration of specialized industries in 
particular localities, he did not forget about an easy accumulation of technical knowl
edge and a spread of new ideas facilitated in the local context. "If one man starts a new 
idea it is taken up by others and combined with suggestions of their own, and thus 
becomes the source of further new ideas" (1928, 153). Modern adepts of the theory of 
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industrial districts, which is usually considered an extension of mainstream theory, do 
not, however, view their flourishing, in North-Central and North-Eastern Itall for 
example, as an exclusively economic phenomenon. They continuously stress the point 
that the particular social atmosphere characterized by reciprocity and branch-like ties of 
kinship is an important bUilding block of the industrial district. "In the district, the pop
ulation of firms interacts with the community of people, merging together within a spa
tially-delimited area to which both belong" (Sforzi 1990, 77). Italian regions with a high 
density of industrial districts are conventionally called the Third Italy (La Terza Italia) 
due to their socioeconomic specificity. The Third Italy differs both from the First Italy 
(Northern regions dominated by large industrial corporations) and the Second Italy 
(economically and socially less-developed Southern regions) (Bagnasco 1977; Fukuyama 
1996, 100-108). 

The concentration of specialized industries in particular localities could be viewed 
as a "third model" of economic development in another sense. The district lies 
inbetween a vertically integrated firm and a perfectly competitive firm on a scale of verti
cal integration. In other words, the district represents a case of the integration of many 
small firms into a common organizational structure responsible for supply and demand. 
Flexibility and informality characterize such a structure (Perrow 1993). A highly flexible 
technological process "divided" among a series of formally independent yet informally 
closely connected firms explains the market niche occupied by industrial districts: fash
ionable clothing, shoes and accessories, mechanical engineering, and so on. The success 
of local industrial districts in the most dynamic segments of the world market enables 
some researchers to speak of a "flexible competitive district." The input of the flexible 
competitive district consists of local resources, whereas its output consists of global 
resources (Dijk 1995, 22).10 

Cluster 

In contrast with the concept of industrial district, which involves the merger of geo
graphical and social spaces, the concept of cluster implies a pure, geometrical under
standing of space. Chronologically speaking, an abstract model of geographical space 
based on such characteristics as distance from the center and area, was proposed by 
Johann von Thiinen prior to the idea of industrial district, in 1826 (Blaug 1994, 
569-575). The existence of non-zero transportation costs explains a circle-type location 
of industries around the center. RedUcing economic space to an abstract model helps 
economists refer to mathematical modeling. For example, Paul Krugman developed a 
series of applications of the Fourier analysis to apparently accidental figures of the spa
tial distribution of economic subjects. He proposed taking into consideration in the 
Thiinen's model a factor of the interference between different centers of the economic 
space. "The desirability of a location depends on the density of business in other loca
tions" (Krugman 1996, 81). The cluster of firms specialized in producing surgical tools 
in Pakistan can serve as an illustration. 
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96 Anton Oleinik 

Game theory represents another mathematical description of the transactions con
centrated in a limited space. The expected gain from a cooperative strategy in a repeated 
prisoners' dilemma is higher when the players, who are ready to reciprocate, form a 
close and homogenous groupll (Axelrod 1990,60,64; Monroe 1994,871). Thus, the 
reciprocal relationships exist primarily within clusters. This leads to the following meth
odological problems. On one hand, social nearness in clusters results from geographical 
proximity. On the other hand, the concept of cluster gives this process a spontaneous, 
"automatic" character, which complicates the analysis of the cases such as forced living 
together. Finally, the explanatory potential of the concept appears rather limited. 

Project 

The theory of conventions (theorie des conventions), which has been becoming 
increasingly popular in France since the 1980s, is helpful for accounting for a conscious 
choice of people for localized interactions within the context of the modern market 
economy (cf., blat was a result of conscious choices in the economy of shortage). Basic 
postulates of the theory include, first, the assumption that there exists a plurality of ways 
for organizing and coordinating interactions-a plurality of conventions. Second, every 
individual is able to understand and follow any "rules of the game" which are a center
piece of the conventions (Boltanski and Thevenot 1991, 95-100; Thevenot 1997, 
75-76). Consequently, the theory of conventions is in keeping with the new institu
tional economics instead of trying to keep the "hard core" of neoclassical economics 
while applied to the analysis of institutions. A convention "by projects" represents one 
of these sets of rules of the game voluntarily chosen by individuals to coordinate their 
actions. "Project, or city by projects (la cite par projets), temporarily unifies completely dif
ferent people who are interested in close cooperation during a relatively short period of 
time. As the project comes to an end, the established connections are withdrawn from 
the current agenda, but they could be awaked and re-actualized very qUickly" (Boltanski 
and Chiapello 1999, 157). Research done by international and interdisciplinary teams 
clearly illustrates the idea of convention "by project.,,12 Purely commercial projects are 
called strategic alliances of firms. This term describes a "community of organizations that 
have some functional interest in common-for instance, criminal justice, or mental 
health, or the manufacture and sale of computers" (Barley, Freeman, and Hybels 1992, 
313). Biotechnological firms, for example, often create strategic alliances for financing 
and conducting R&D activities which would be too costly for a single firm. In the case 
of strategic alliances, the common interests become the major factor of rapprochement, 
in contrast to spatial or social nearness. The above-mentioned alliances in the 
biotechnology sector usually include universities, private laboratories, and government 
bodies from different countries. 

If the project has a short-term character by definition, two other forms in which a 
community by interests could exist, overlapping governing board and keiretsu, require 
the long-term involvement of the parties. Overlapping governing boards are widespread 
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in most Western countries, especially the United States. Some cases of overlapping gov
erning boards are known in the post-Soviet context as well. In the West, "the Board of 
directors serves the informational needs of top management in planning and coordinat
ing broad corporate policies across corporations (through outside directors)" 
(Stephenson and Hayden 1995, 845).13 The considered practice in the post-Soviet coun
tries is much less formalized, transparent, and controllable by third parties, than in the 
West. 14 For this reason, the validity of the concept of overlapping governing boards 
ought to be questioned as far as the inquiry into the nature of the post-Soviet market in a 
comparative perspective is concerned. 

Even less suitable for international comparisons is the model of keiretsu specific to 
corporations in Japan. "Keiretsu is a stratified and quasi-permanent group of suppliers 
that work as subcontractors of the principal producer" (Aoki 1991, 223).15 Although 
post-Soviet businesses also establish quasi-permanent relationships with their suppliers 
in order to reduce the uncertainty of the external environment (Ikes and Ritterman 
1994,32; Stark 1996, 13), keiretsu are too specific to the Japanese culture to be used as 
an analytical tool in international comparisons. First, while keiretsu arose relatively 
recently (after World War 11), they are the direct successors of the zaibatsu, 16 which are 
deeply rooted in Japanese history. Second, "the keiretsu relationship imposes reciprocal 
moral obligations for dealing with one another; they are not free to sell their products 
where they wish or to get the most competitive price" (Fukuyama 1996, 164). In this 
quote, Fukuyama refers to a Japanese version of Confucianism as a source for moral 
obligations and reciprocity. 

Network 

Up to now, the search for a model of localized interactions, which would be both 
universal, in order to be applied to international comparisons, and country-specific, so 
as to include the particularities of post-Soviet practices, has appeared unfruitful. Does 
the concept of network, one of the most popular in to day's sociology and economics, fit 
these requirements? The network is considered last because there are many alternative 
interpretations of this term. It is often used to describe a wide variety of economic trans
actions implying a non-negligible degree of closeness of their parties. The following 
interpretation illustrates such an extended, all-inclusive understanding of the network: 
"by network we mean a regular set of contacts or similar social connections among 
individuals or groups" (Granovetter and Swedberg 1992, 9). 

Virtually all the points that have been made in the previous discussion could be 
found in the network analysis. For example, adepts of the network theory claim that an 
efficiently functioning network must be personalized. For this reason, contacts estab
lished exclusively through the Internet are usually unstable and deficient: "effective net
work organization requires the kind of reach, multidimensional, robust relationships 
that can be developed only through face-to-face interaction" (Nohria and Eccles 1992, 
290). Guaranties of the respect of mutual rights and obligations vis-a-vis the partners in 
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98 Anton Oleinik 

a network are durable only in the case of a face-to-face interaction. In any other case, the 
network loses its comparative advantages in the accumulation of resources. At this 
point, we would like to mention a practice of guaranteeing credit by the network part
ners (while the term "members of a clan" seems more appropriate in this case) that is 
widespread in South-Eastern Asia. The creditor does not need to use hostages or to rely 
upon an efficient system of justice: the network creates its own guarantees. "Network 
channels helping to transfer huge amounts of resources ... function not on the basis of 
the individual honesty, but thanks to a network world's capacity to enforce the 
contracts" (Barsukova 2001, 53). 

For an economist, the concept of network has an obvious advantage: there exist 
many parallels between a network and hybrid forms of contract making, or "relational 
contracting." "Hybrid forms can be viewed as a specialized governance structure, differ
ing in terms of market and hierarchy. They develop for dealing with bi- or multilateral 
dependence, when this dependence is strong enough to require close coordination, but 
not strong enough to induce full integration" (Menard 1998, 410).17 Relational con
tracting implies a two-sided way for governing the interaction: the parties to the contract 
voluntarily choose contractual terms and enforce them without any third-party involve
ment. Rights and obligations within the framework of relational contracting are deeply 
personified, which allows for a comparison of such a relationship with other forms of 
"social nearness" (1995,173-174). 

Finally, an expanded interpretation of the network transforms it into a rather uni
versal concept; both traditional and modern forms of the relationships based on "social 
closeness" can be described with its help. Recent developments in studies of the 
post-Soviet market describe it in terms of a network nature because a major part of the 
transactions are carried out within formal and informal networks, or business groups. 
"The basic form of existence of the big Russian business is a group, namely an associa
tion of businesses which act regularly as a whole due to the stability of the connections 
between them. The connections could be both formal and informal, transparent or 
opaque for an external observer, based on the ownership or not" (Pappe 2000, 17; see 
also Radaev 1998,138; 2001, 7-10). Arguments about the traditional nature of some 
krug in the entrepreneurial milieu, or the claims that relationships in the post-Soviet 
business are closed to outsiders, do not refute the analytical value of the concept of net
work. In contrast to the project, the network can be open as well as closed, whereas an 
emphasis on the elements of obshina or clan excludes any rational reasoning in favor of 
localizing the transactions. 

The flexibility of the concept could be attributed to putting the issues related to the 
interaction structure at the center of the analysis. "The power of a structure counts more 
than a structure of the power" (Castells 1996, 470). In a narrow sense of the term, the 
structure consisting of "nodes" (firms and other economic subjects), and links between 
them is called a network. When viewed in this way, the concept is particularly suitable 
for a structural analysis. It means that localized interactions are viewed through the 
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prism of their structure. The network approach proves its universal character only in 
this context. In any other case, for example, when we need to inquire into the reasons 
for the localization or to understand the evolution oflocalized interactions, more strict 
and context-specific concepts (obshina, project, and so on) appear more fruitful, even if 
they lack a universal explanatory power. 

Focusing the analysis on the structural issues highlights the significance of the the
ory of graphs (see, for example, Burkov, Zalojnev and Novikov 2001) for economics, 
especially institutional economics. The theory of graphs studies the properties of finite 
sets with given relations between their elements. The structural approach and the theory 
of graphs allows, in particular, a deeper understanding of the relations between eco
nomic subjects in the context of shortage (Kornai 1990). For example, a simple network 
consisting of four firms linked to one another by five connections can be schematized by 
a graph (see figure 1). The following parameters are conventionally used to describe the 
graphs: 

• Reachability of the nodes depends on whether there are connections (arcs or ribs) 
between the two given nodes or not (Stephenson and Hayden 1995, 848). The 
connections are called redundant if they link the same nodes and duplicate existing 
arcs and ribs. Redundant connections constitute a multiplex relation. For example, 
nodes A and C are linked together by one primary (AB) and one secondary (ABC) 
connection. "The optimized network has two design principles: efficiency 
(maximizing the number of non redundant contacts) and effectiveness 
(distinguishing primary from secondary contacts and focusing resources on 
preserving the primary contacts)" (Burt 1992, 67). In terms of the theory of 
graphs, the interactions within an optimal network are organized through the 
shortest paths between the nodes (Burkov, Zalojnev, and Novikov 2001, 14-19). 
The path between nodes is called a "contour.,,18 

• The number of connections with the other nodes influences their density. To get a 
quantitative evaluation of the density, one needs to divide the number of actual 
connections by the number of potential connections. The last number is equal to 
Nx(N-l) 
------'-------'--, where N is the number of nodes (Barley, Freeman and Hybels 1992, 

2 
329; Roche 1993, 177).19 In the case under consideration, the density is equal to 
0.83. 

• According to the parameter of centrality, a node is central if it is connected with 
the other nodes which are not directly linked together. 20 In figure 1, node B is 
central because A and D cannot be reached directly. There exist a few quantitative 
parameters of the centralization (Brass and Burkhardt 1992, 194-195). First, the 
degree of centrality depends on a ratio of the number of connections of a given 

node to the total number of nodes in a network: _n_, where n is the number of 
N-l 
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100 Anton Oleinik 

Figure 1. Graph of a Network of Four Firms 

Node 

A 

c 
R!b (non 
onented 

nection) 

D 

connections of a given node. Second, one can calculate the degree of proximity by 
summing up the shortest paths from a node to all other nodes. Then, the sum is 
compared with those calculated for the other nodes with the help of the following 
formula: 1-[( d i -1) x d max ], where d i= the sum of the shortest paths from the 
node i and dmax = the maximal sum of the shortest paths in the network. Third, the 
degree of betweenness is a function of the frequency with which a node lies on the 

shortest path between a pair of other nodes: 2 2L , where L is the number 
N -3N+2 

of cases when the node lies on the shortest path. 
• The network is called open if the number of its nodes is potentially unlimited 

(infinite graph). In this context, we speak of the degree of openness of a network. 
The access to an open network is granted to any individual or firm that is 
interested in collaboration. "A social relationship, regardless of whether it is 
communal or associative in character, will be spoken of as 'open' to outsiders if 
and insofar as its system of order does not deny participation to anyone who 
wishes to join and is actually in position to do so" (Weber 1968,43). 

The other parameters of a network include the degree of its formalization,21 the fre
quency of use of the connections during a given period of time (whether the network 
connections are latent or not), the degree of durability of the connections (how long 
they last), and so on (Roche 1993, 172-174; Radaev 2001, 10-11). As a result, one is 
able to compare different types of localized relationships using the same criteria and 
terms. Both obshina and overlapping governing board imply that localized relations are 
structured in a particular way and can be described with the help of the concept of net
works. For example, a special feature of the clique consists in domination of reachable, 
yet redundant and closed informal connections (Boltanski and Chiapello 1999, 176). 

Consequences of Network Capita/ism 

In every concept of localized relationships considered above, emphasis is placed on 
different aspects: spatial nearness, social closeness, or normative likeness. These distinc
tions are summarized in table 1. Aspects oflocalization related to the physical and geo
graphical space are reflected in the column "spatial nearness." The relative importance 
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of personification is shown in the next column, "social closeness." The third and last 
column recapitulates the attention paid within the framework of the alternative con
cepts to an opposition between local and universal norms. Also, it is worth emphasizing 
the aspect, which can be present in any localized relations, although we have not yet dis
cussed it explicitly. Widely defined, the network includes material objects along with 
the subjects. Indeed, the subjects assume a particular attitude to the material objects fig
uring in the course oflocalized transactions. 22 In a local world, the individual gets accus
tomed not only to the partners but to some of the objects closest to him as well. As in the 
case of people, the objects progressively lose their impersonal character and become ele
ments of the networks. Since analysis of the role that the objects play in networks is just 
beginning (Thevenot 2001 a, 410-411; 200 1 b), the knowledge accumulated in this field 
is not sufficient to be introduced into the proposed classification. 

As this overview shows, spatial nearness appears less important than social or nor
mative closeness. Consequently, more attention will be paid to the last two forms. The 
network organization influences virtually all aspects of economic action. Let us take a 
closer look at two the most essential characteristics of a network market. 

Networking plays a non-negligible role in the process of monopolization and the 
segmentation of markets, although mainstream economics does not take this factor seri
ously. In fact, closed networks that are closed to the outside ought to be considered a 
special kind of barrier to entry.23 "The most important of non-financial barriers to entry 
... is due to difficulties related to the access to a network" (Lautier 1994, 56). An expla-

Table 1. Different Aspects of Localized Relationships 

Concept 

Obshina 

Reciprocity 

Clique 

Clan 

Patron/client relationship 

Blat 

Industrial district 

Cluster 

Project 

Strategic alliance 

Overlapping governing 
board 

Keiretsu 

Spatial Nearness Social Closeness 

+* + 

+ 

+ 

+ 

+ 

+ 

+ + 

+ 

+ 

+ 

+ 

+ 

* "+" means that this aspect of the localized relationship is important. 

Local vs. Universal Norms 

+ 

+ (But rapprochement of 
two types of norms 

is possible) 

+ 

+ 

+ 

+ 

+ 

Might be important 

+ 

+ 

+ 
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102 Anton Oleinik 

nation of such difficulties consists in mentioning caste or ethnic group membership, the 
impossibility of becoming acquainted with somebody (the impossibility of "getting con
nected to a network"), and so on. The results of sociological surveys in Russia show that 
the relative significance of "network barriers" did not decline during post-Soviet 
reforms. By contrast, network barriers have risen as a result of these reforms, which 
allow us to speak of network capitalism. 24 In these conditions, strengthening local 
monopolies (at a regional level or in a branch of industry) seems natural, because "its 
[monopoly] purpose is always the closure of social and economic opportunities to out
siders" (Weber 1968, 342). It is worth remembering that outsiders in general and strang
ers in particular have always been bearers of a spirit of entrepreneurship as described by 
Joseph A. Schumpeter (1982; Brenner, 1994).25 

The composition of networks exerts influence on the industrial organization, in 
particular, on a ratio between small, middle, and big firms (table 2). If the networks are 
composed mostly of ties of kinship (as in the case of clan), family businesses dominate 
the economy and, consequently, the proportion of small firms is high. The participation 
of state representatives in networks (as in the case of patron/client relationship, clique, 
blat, and, to a lesser degree, keiretsu) leads to an increase in the number oflarge firms that 
depend on the state, either directly or indirectly. Finally, the spread of open networks 
(project, strategic alliance) resulting from a reconfiguration of voluntary associations 
and other institutes of civil society is a necessary condition for the development of the 
corporations controlled by professional managers. For example, modern American cor
porations are successors of different nonprofit associations and civic initiatives (reli
gious, educational, communal) that appeared to be very efficient fundraising devices, 
especially helpful for financing large investment projects such as railroad construction 
(Davis and North 1970, 142). 

The existence of networks makes reaching an ideal of a perfectly competitive mar
ket more difficult not only through raising the barriers to entry. Closed networks can 
hardly be regulated from the outside, including by the State (except when State repre
sentatives take part in a network). This questions the efficiency of antitrust, monetary, 
and tax policies. Previously, we noted that the firm-member of a network removes the 

Table 2. Influence of Network on the Industrial Organization 

Paths to Sociability 

Family and kinship 

Voluntary associations outside 
kinship 

The State 

Parameters of Networks Forms of Economic Organization 

Reachable, redundant, intensive Family business 
connections in closed, 
centralized networks 

Reachable, non-redundant, Professionally managed corporation 
formal connections in open 
networks 

Reachable connections in State-owned or -sponsored big 
closed, centralized networks enterprise 

Source: Based on ideas developed in Fukuyama 1996, 62. 
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risk of bankruptcy through the help of the partners. They redistribute the resources 
through the network channels in such a way that the debtor becomes solvent for a short 
period of time necessary to remove the danger (Stark 1996, 21). Moreover, the use of 
"internal," or transfer prices within a network, directly contradicts the fiscal interests of 
the State. Its inability to exert influence over nontransparent relations inside networks 
takes on especially obvious forms in periods of crisis. As Ron Wintrobe has shown, the 
network nature of financial markets in South-Eastern Asia led to their inherent instabil
ity and, finally, to the 1997 financial crisis in that region, which took on an interna
tional scope in 1998 (2001, 34_37).26 

The fragmentation of a common market space due to the network nature of capital
ism has one more important consequence. It conditions the lack of a common legal 
framework and, consequently, a deficit of the law as the only universal "rule of the 
game" on the market (Oleinik 2002b). Every network has its own "constitution"; its par
ticipants respect their own "rules of the game." They prefer local in-group norms to any 
norms imposed from the outside. "Rules originating from outside, regardless of their 
level of articulation, are less stringent than self-given rules" (Weyrauch 1971,59). Even 
the law can be sacrificed to the local norms that structure everyday life inside networks, 
as in the case of a clique. The fragmentation of the normative space raises a series of 
problems. First, only local and regional markets27 function when universal and deper
sonalized norms are lacking. Transactions between networks are virtually impossible as 
long as universal enforcement mechanisms, whose scope goes beyond the limits of a net
work, do not exist. It is no accident that Douglass C. North considers the creation of 
depersonalized guarantees in contract making as a central problem of economic 
development and the evolution of markets (1989, 1321; 1990,56). 

Second, moral barriers to entry ought to be added to a list of social barriers existing 
on a network market. The absence of a common legal framework is aggravated by diffi
culties with formulating a common business ethic. Participants in each network have 
their own in-group ethics (see, for example, Ledeneva 1998, 163-166). In order to take 
part in interactions within the network, an outsider should not only "get connected" to 
it; he must accept its in-group ethics. For a bearer of universal or too simply other moral 
values, this acceptance is far from taken for granted. 28 Finally, the fragmentation oflegal 
and moral frameworks means a strengthening of local orders (Dolgopjatova and Evseeva 
1994,50; Radaev 1998, 142; 2001,4, 19).29 The local orders condition a further seg
mentation of the markets: barriers between its segments result not only from particular 
pricing policies, technologies, and social factors; they are set up at the level of values and 
norms, too. Satisfaction with a local order reduces the incentives to change the global 
one, for example, within the scope of a national market, and to make it more comfort
able (see, for example, Rose 2000, 162). After all, network capitalism refutes a basic neo
classical theorem (theorem ofWalras, Arrow, and Debreu) about the existence, single 
character, and Pareto optimality of a market eqUilibrium, because segments of the mar
ket are not linked together. Thus, the mutual compensation of local non-equilibria 
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104 Anton Oleinik 

becomes impossible. In other words, a deep internal instability characterizes network 

capitalism. 
The search to limit the negative consequences of network capitalism while keeping 

its advantages is a separate subject of study. Here, it will suffice to give a more precise def
inition of the research problem: how can the network be made more universal and open 
to the outside? The most simple and obvious solution would involve extending a local 
network to the national market. But, as shown as early as Adam Smith, this will entail 
prohibitively high transaction costs for maintaining a huge number of personalized con
tacts (Gislain and Steiner 1995,85).30 A more subtle approach would involve, in Carol 
Heimer's words, the substitution of a "bad" particularism for a "good" one. No one 
could reasonably claim that an outsider ought to be treated as a close network partner; 
this would simply damage any common work necessitating close cooperation. But the 
outsider must be given a chance to become a network participant enjoying full member
ship rights, ifhe is interested in it and fulfills all the essential requirements. In this con
text, Heimer referred to "the requirement that particularistic treatment be justified on 
universalistic grounds through the formulation of a general rule showing which 
one-member category this actor belongs to and how members of that category should in 
general be treated" (1992, 158). 

Summary 

The object of the proposed analysis consists in economic transactions carried out in 
conditions of proximity (spatial, social, normative). Localization of social and economic 
contacts might have a traditional nature (for example, in the case of Russian obshina), or 
it might result from a conscious, reasonable choice of economic agents. In the latter 
case, they protect themselves against the unpredictable events of the risk society. A 
model of network capitalism based on both types of local transactions is proposed. I 
have reviewed a series of concepts for describing localized and personified relations: 
clan, clique, reciprocity, patron/client relationship, blat, industrial district, cluster, pro
ject, strategic alliance, overlapping governing boards, and keiretsu. The only universal 
concept is that of network: since the emphasis is placed on structural issues, one is able 
to compare different cases of local interactions. A series of network parameters is dis
cussed: degree of centrality, reachability, and so on. Finally, I have proposed a discus
sion of the shortcomings of a market embedded in networks. Special attention is paid to 
social and normative factors of market segmentation. 

Notes 

1. Some sociologists emphasize spatial closeness, too. For example, Anthony Giddens invited 
his fellow colleagues to pay more attention to geographical space as a factor of social organiza
tion (1984, 115, 366). 
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2. The distinction between new institutional economics, a nonorthodox approach to the study 
of institutions, and neG-institutional economics (NIE) closely linked with traditional 
microeconomics was introduced by T niinn Eggertsson (1990, 4-7). In fact, new institutional 
economics has some common roots with the" old" institutionalism of Karl Polanyi, Thorstein 
Veblen, John R. Commons, and others. 

3. "Economic action is a peaceful use of the actor's control over resources, which is rationally 
oriented, by deliberate planning, to economic ends (i.e. the satisfaction of a desire for 'utili
ties')" (Weber 1968,63). 

4. The freedom in the interpretation of the law counts for less than the type of authority that the 
citizens are subjected to. In common law, the application of any norm leads to its re-interpre
tation, taking into consideration the precedents, the judge's sense of justice, and so on (James 
1989, 15, 19). Freedom in this case does not condition deformalization. 

5. It should be noted that Diego Gambetra mentioned another, rare in the Western context, 
solution for the principaVagent problem. The principal creates his own secret service and an 
intelligence network to collect information about the agents' actions (1988,136-137). The 
mafia, as the principal, controls agents (the affiliated entrepreneurs) in this way. Intelligence 
network building in business recently became vety popular in post-Soviet Russia. 

6. Or in the Soviet context. For example, Jacques Sapir used the term "clientage" to describe the 
relations between the government body responsible for planning and distributing resources 
and the management of an enterprise (1990, 93). 

7. Soviet novelists H'ja H'f and Evgenij Petrov in the satirical article "A guy with a duck," pub
lished in the newspaper Pravda in 1933, spoke about using the word blat as a new, but yet com
mon practice (H'f and Petrov 1961, v. 3, 225-242). 

8. This problem becomes obvious when we start looking for an analog of the blat in modern 
Western societies. Some researchers borrow the Russian term, but it is completely incompre
hensible for people unaccustomed to Soviet life (see, for example, Rose 1991). It should come 
as no surprise that these researchers classify the blatnye relations as "anti-modern" practices 
(2000, 155, 157). 

9. A list of the most known industrial districts in Italy includes Sassuolo (Emilia Romagna, spe
cializing in ceramics), Prato (Toscana, textiles), Montegranaro (Marche, shoes), Cento (Emilia 
Romagna, mechanical engineering), Nogara (Veneto, wooden furniture), Canneto sull'Oglio 
(Lombardia, toys). There are in all about sixty industrial districts in Italy (Pyke and 
Sengenberger 1990, 6). One could hardly question the existence of industrial districts in the 
United States, too: Silicon Valley, Route 128 near Boston, Orange County, and so on. 

10. The idea of the flexible competitive district is a kind of synthesis of three concepts: industrial 
district, flexible specialization, and new competition: 

11. Probably the best illustration for the principle of reciprocity in game theory consists in the "tit 
for tat" strategy: the player acts cooperatively if the partner proceeds in the same way; other
wise the player "punishes" his opponent. 

Basic assumption 

Inter~firm relationships 

Competition! cooperation 

Source of flexibility 
Value system 
SOU"" Dijk 1995, 20. 

New Competition 
(M. Best) 

flexible Specialization 
(C. Sabel, M. Pior) 

The firm seeks the com~ Using new technologies 
petitive edge by superior and multi~purpose 
product design. not by equipment necessitates 
lowering costs new methods of indus-

A whole range 
Mix 
In production 

Shared 

trial organization 

Subcontracting 

Mix 
Broader 

Important 

Industrial District 
(A. Marshall) 

The concentration of 
specialized industries in 
particular localities 
allows a more efficient 
division oflabor 
Through nearness 

Both 
Inherent 

Common 
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12. Since the 1980s, temporal research teams composed of the scientists working for different 
departments and institutions (Vremennyj Tvorcheskij Kollektiv, VTK), have been institutional
ized in the Soviet Union. 

13. Sometimes, the practice of overlapping governing boards takes on a political meaning. For 
example, overlapping governing boards have played an unusual role in a large privatization 
program initiated by the right-wing government in France in the 1980s. They were viewed as a 
guarantee against re-nationalization in the event the right left the office. In fact, it is much 
more difficult to nationalize a company with the board of directors composed of representa
tives of many private firms (Andreff 1999). 

14. It is worth emphasizing that only three large Russian corporations, Lukoil, UKOS, and 
Wimm-Bill-Dann, published the names of their principal shareholders and decision makers 
(see Kommersant, June 20, 2002, no. 104, 13). All of them decided to disclose otherwise "pri
vate" information in the framework of an issue of the ADR. 

15. Toyota, for example, has 122 suppliers of the first rank, 5,437 suppliers of the second rank, 
and 41,703 third-rank suppliers (Aoki 1991, 224). 

16. All important decisions in the economicfield made inJapan after World War II were made by 
the American occupational administration headed by General Douglas MacArthur. One of 
the requirements of the Allies' administration concerned the dissolution of zaibatsu as 
undemocratic organizations and a source of support for Japanese militarism. Despite their 
forced dissolution, zaibatsu soon reappeared in a less apparent form of keiretsu (Aoki 1991, 
135, 199; Fukuyama 1996, 168). 

17. The concept of hybrid forms was introduced into economic analysis by Oliver E. Williamson, 
who emphasized their link with a particular legal framework-neoclassical contract law (1991, 
271; 1996, 132). Empirical validity of the concept has been proven in a series offield studies, 
mostly econometrical (Saussier 1999, 2000). 

18. Cf. the notion of "business contour" discussed in Radaev 2001 (7). 
19. If one understands by connections between corporations the practice of overlapping govern

ing boards, the reachability of American corporations and the density of contacts between 
them can be evaluated in the following way: 

20. During the Soviet rule people who had occupied central positions in networks had a nick
name blatmeister, or contact makers (Ledeneva 1998, 115). They were a kind of entrepreneur 
profiting from existence and reconfiguration of the networks. As an illustration, we refer to 

Reachability of corporations The US, N = 216 

Primary connections 4.2% 

Secondary connections 31.1 

_T_er_ti_aty __ co_n_n_e_ct_io~ ______________________________________ 7_6_._2 ______________ __ 

Source: Stephenson and Hayden 1995, 852. 

Platon, a character in the novel Bol'shaja pajka about post-Soviet business from the end of the 
1980s to the start of the 1990s (famous Russian businessman Boris Berezovsky was a proto
type for Platon). The main advantage of Platon consisted in his place at the center of different 
"useful connections" (Dubov 1999). However, "network entrepreneurs" can arise in any net
work, not only Soviet or post-Soviet: "When you take the opportunity to be the tertius, you 
are an entrepreneur in the literal sense of the word-a person who generates profit from being 
between others" (Burt 1992, 79). 

21. Yuri Morozov proposed a taxonomy of socio-cultural systems built upon this criterion. The 
formal, positional relations dominate in a system of the first type where rights and obligations 
derive from the place in a network, whoever occupies it. By contrast, affective, informal rela-

D
ow

nl
oa

de
d 

by
 [

W
as

hi
ng

to
n 

U
ni

ve
rs

ity
 in

 S
t L

ou
is

] 
at

 0
2:

42
 1

7 
M

ar
ch

 2
01

6 
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tions are widespread in a system of the second type. Rights and obligations are deeply personi
fied there; they depend on a personality (Morozov 1991, issue 1, 116-124). 

22. It is especially obvious in the case when the objects become an integral part of the personality, 
of the Id (privation of the usual objects, for example in prison, sheds light upon this phenome
non; see Oleinik 2001b, 84-87). Only the owner knows how to use some objects. This knowl
edge must be transmitted to any new user in a personal way. Laurent Thevenot takes as an 
example the organization of living space. Only the owner of a house knows the precise role of 
each object in it. If a close relative or a friend is allowed to live some time in the house, he 
starts learning the local knowledge about the objects (Thevenot 2001b, 57-61). 

23. A list of non-strategic barriers to entty usually includes demand constraints, volume of initial 
investments, average cost advantages, returns to scale, vertical integration and vertical con
straints, administrative barriers, and market infrastructure. On the other hand, one refers to 
pricing policies, additional investments in capital equipment, and product differentiation as 
examples of strategic barriers to entty (Avdasheva and Rosanova 1998). 

24. While answering a question about the factors of a successful carrier during the Soviet rule, the 
respondents mentioned in-born intelligence (46.8 percent answered 'It is very important'), 
useful connections (43.6 percent), good education (42.9 percent), persistence (40.6 percent), 
and diligence (40.2 percent}. Today, they think that a success story is conditioned by useful 
connections (75.7 percent), close relatives in the State bureaucracy (72.7 percent), rich par
ents (72.4 percent), and good luck (50.8 percent) (Mansurov 1998, 29-30; see also Afanasiev 
2000, 15). 

25. Reuven Brenner explained, for example, the rise during different historic periods of the city 
of Amsterdam and the Netherlands in general, Hamburg and other cities of the Hansa, Hong 
Kong, Singapore, and Vancouver by their policies of openness vis-a-vis well-educated and 
wealthy immigrants. Many economic innovations, like using shares in trade, were made 
thanks to the innovative potential of immigrants (1994, 52-61). The immigrant is an outsider 
because it is difficult to anchor to local networks. 

26. The arguments put forward by Ronald Wintrobe are as follows. It has been emphasized that 
in countries like Indonesia credit is guaranteed by network devices which are nontransparent 
for an outside observer. International investors, attracted to South-Asian financial markets by 
high interest rates, have been at the same time unable to check the security of their invest
ments. These doubts about security led to a panic after the first disturbing symptoms. 
Wintrobe saw in the "crony" character of South-Asian capitalism the major source of instabil
ity. The same problems exist in post-Soviet Russia. The Russian Ministry for Antitrust Policy 
(MAP) discussed recently {in spring 2002} a proposal to interdict for big debtors to become 
shareholders of the banks that granted the credit. According to MAP representatives, this 
favors nontransparent relationships such as those discussed above. 

27. And some industries characterized by a small number of the participants who know each 
other personally. An international community of diamond traders and the world market for 
securities localized in few principal stock exchanges might be considered as examples 
(Coleman 1990, 109-110). 

28. Moral barriers are especially high in the case of criminal networks: the entry to a criminal mar
ket necessarily means an agreement with the deviant culture (Turvani 1997). On the other 
hand, moral barriers can result from establishing higher than usual moral standards. "The 
more demanding the values of the community's ethical system and the higher the qualifica
tions for entry into the community, the greater is the degree of solidarity and mutual trust 
among those on the inside" (Fukuyama 1996, 154; see also Kalinin 2001,120-121). 

29. "Only then will the content of a social relationship be called an order if the conduct is, 
approximately or on the average, oriented toward determinable maxims" (Weber 1968, 31). 
Whether the maxims have juridical {laws} or ethical (moral values) nature counts less for our 
current purposes. 
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108 Anton Oleinik 

30. Curiously, the scientific milieu on a national and an international scale is organized in this 
way (see Oleinik 2003 for a critique of "network science"). 
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