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Abstract

Recent developments, most notably concerning emviemtal changes, challenge our so central idea
that by accumulating knowledge we will gain bettentrol over our surroundings. In fact, a number
of prominent theorists have pointed to an increpsiomplexity anduncertaintyunderstood as an
inability to predict outcomeas a central feature of the “widening, deepening) speeding up of
global interconnectedness” we understand as glaiain (Held et al, 1999:14, Beck et al, 2003,
Giddens, 1995, 1999, 2000, Lash, 2003, North, 200% argument of this paper is that by focusing
on howwe cope with uncertainthe connection between the need for governancdtendurrent
transformations will be the centre of attention.

The complexity of the social and economic world daeunintended consequences prevents the
anticipation of outcomes; the resulting uncertaictynplicates decision-making when actors have
insufficient structure to base their decisions Gorrespondinglyinstitutions are the outcomes of
individuals’ need, or demand, for order and coheein the face of change and uncertainty.

Uncertainty and change are linked through the acatthg change and incremental complexity
characterising globalization. Growing trade anéfinationalization of production exemplifiemiaw
cycle of market expansig®Polanyi, 2001 [1944], Hettne, 2001). Globalizaticen be seen as an
“instituted process” where market expansion on aba@l scale unintentionally leads twew
uncertaintieswhich in turn generate new institutional arranget®€Rolanyi, 1968 [1957]). If the
quintessential idea of the Enlightenment projecthis possibility of an increased mastery of the
world, then the globalized situation is fundamdwpteharacterized by an intensified awareness that
mastery is impossible (Beck et al, 2003:20). Thep@nt is that this process is evolving but no&in
cumulative way; as it unfoldbe essential structure underlying it also chandésighten

If there is high uncertainty regarding citizens’lifi)gal and economic rights, ‘rent-seeking’
behaviour often results because the greater thertamty over citizen rights, the greater the
potential advantages to be gained from devotingelhé competition for them (North et al, 2000).
With uncertainty about citizens’ rights therepislitically much at stakeThis implies that there are
socially highly destructive incentives for individls to compete for those rights through ‘rent-
seeking’ behaviour which carries a tendency to unde the prevailing order. It also means that
those in power are less likely to give up the polecause they have much to lose, and that those
out of power are more likely to resort to methodsiolv are outside of the law. Uncertainty about
basic rights also has another consequence of rmapmrtance. When the state fails to provide and
guard these rights through sovereigiimgividuals’ incentives to invest in economicallpguctive
activities are also undermineahd rationality for investing in protection agairstions of others,
including the state, is produced (Rodrik, 1999, tNat al, 2000). As result of globalization and
the increased uncertainty it brings, developmerd hacome increasingly about governance and
about providing order



Recent developments, most notably concerning emviemtal changes, challenge our
so central idea that by accumulating knowledge \ile gain better control over our
surroundings. In fact, a number of prominent theerhave pointed to an increasing
complexity anduncertaintyunderstood as anability to predict outcomeas a central
feature of the “widening, deepening and speedingfuglobal interconnectedness” we
understand as globalization (Held et al, 1999:letkBet al, 2003, Giddens, 1995, 1999,
2000, Lash, 2003, North, 2005). The argument &f flaiper is that by focusing txw
we cope with uncertaintyhe connection between the need for governancetlaad
current transformations will be the centre of aitan The paper begins with a section
on the relationship between institutions and uaety. The following section discusses
the mechanisms characterising the historical tcansitions. Subsequent sections spell
out globalization in terms of increased uncertaifdjlowed by a section on implication
of increasing uncertainty of development processes.
Institutions and uncertainty

To start with, a clarification of the concept ofcentainty and why it is so central
is needed. Uncertainty implies a fundamental imgbto quantify and predict. The
classic definition of uncertainty comes from FrathkKnight (1921) who distinguished
between risk and uncertainty, where risk is a doomdiin which it is possible to assign
probabilities to outcomes and where uncertaintg isondition under which no such
probability distribution exists. In situations aficertainty actors mugbrm expectations
concerning the likely outcome

As the rich literature on institutions shows, itgions exist for actors to be able
to cope with uncertainty. The most basic tensiorsagiety is between the changing
nature of the social world and the ‘frozen struesiorinstitutionsneeded to function
socially, to interact, in the highly complex, cantally changing, and thus uncertain
world we live in. This argument presupposes a temsn society but it should be
pointed out that this tension is not to be undedtas a “state of nature” or as tension
between people. Rather, it is a tension betweemgeh@nd the devices with which

people confront it. It is therefore not to be urtieod in a deterministic sense as

'Although it of course is far beyond the scope @ fhaper to show it, | would still like to point bthat

the concept of uncertainty and how to cope witls i central theme in institutionalist theory wheeth
with a sociological, economic, political sciencehistorical perspective. See for example Knight2()9
Alchian (1950), Meyer & Rowan (1977), Myrdal (1978)illiamson (1975), Granovetter (1985),
DiMaggio & Powell (1983, 1991), Simon (1978, 199Zawson (1985), Beckert, (1996, 2002), Hall &
Taylor (1996), North (1990, 1991, 2005). Parso®@1111) argues that Weber “differentiated between
economic and sociological perspectives on the eogriiy incorporating uncertainty in to the latter”.



something which is inherent to and unalterableuméan relations. What is implied is a
meta-theoretical, ontological, understanding in clhi‘agents cannot learn all the
relevant future inter-temporal contingencies thtougne because the past does not
provide a reliable guide to the future” and whetguman institutions such as money
and firms have evolved to cope with uncertainty bave unintended been a further
source of uncertainty” (Dunn, 2000:431, see alsdiN®005). The implication of this is
that the underlying structures of society also changth e effect that cumulative
learning does not necessarily diminish uncertainty

The complexity of causal relations arises fromuhatended consequences of our
actions (Giddens, 1984). The relationship betweenctire and action is therefore
reflected in how actors, through their actions,doice and reproduce the structures they
experience as conditions of action without havihg ability to control intentionally
their concrete content (Giddens, 1984). The conifylexf the social world due to
unintended consequences prevents the anticipatibnoutcomes; the resulting
uncertainty complicates decision-making when adbarge insufficient structure to base
their decisions on. Correspondingigstitutions are the outcomes of individuals’ need
and demand for order and coherence in the facehainge and uncertaintyThey
provide a capacity tetabilize expectationsThey create reciprocal expectations which
limit the choice set of actors, and thereby redueertainty as they enable actors to
“secure expectations” (Commons, 1934:705, Knigh®92). Importantly though,
institutions are themselvesntinuous and contestable socio-political process®l not
merely outcomes of efficient and self-enforcing qasses (Polanyi, 2001 [1944],
Harriss, 2003, Knight, 1992, Fligstein, 1996). ingtons and conventions emerge both
as responses and as definitions of uncertaintyn@ieil983, Storper & Salais, 1997,
Knight, 1992).

Governing uncertainty can therefore be understaodti@mpts to produce ‘closed
systems’. In market contexts this is most cleadffected in the need and quest for
predictability in economic terms (Weber, 1978, Bass 2006, Swedberg, 1998).
Needless to say, to be able to aptly predict belavs central to economizing (Weber,
1978, see also Collins, 1980), and the most comeetconomies are ones which best
cope with uncertainty (Hayek, 1945). By ‘closing, ior restricting the choices into a
smaller set of actions, institutions improve ageailbdlities to control their environment
(Weber, 1978, Polanyi, 1957, Meyer & Rowan, 197imdh, 1978, Heiner, 1983,
DiMaggio & Powell, 1983, North, 1990, 1991, 200%hese, so produced ‘rules’ and



the rule-governed behaviour accompanying them peshanto institutions — cultivate
increasingly predictable behaviour based on whittteroactors can predict, optimize
their use of means, and economize (Heiner, 19835 ‘instituted process’ provides
contexts within which predictability, order and iatality can prevail (Meyer &
Rowan, 1977, Simon, 1978, Heiner, 1983). A consecg®f uncertainty is, however,
that rationality remains indeterminate (Beck, 199R)is therefore also implies what
Max Weber pointed out when discussing ‘open’ anolsed’ relationships, that “[ijn the
case of many relationships [...] there is a tendeachift from a phase of expansion to
one of exclusiveness” (Weber, 1978:45, see alsgstelin, 1996). Perhaps equally
important therefore -when alternatives are suppressed the prospectsrdiable
reproduction and provision of stability and ordereanhancedClemens & Cook, 1999).
Closing a relationship off from the outside givggportunities for regulation from the
inside (Swedberg, 1998).

Transformation and ‘disembedding’ processes

Societal transformation can be understood as aepsoof change driven by
increasing dependence on market mechanisms. Thipliesn understanding
transformation as a process of greater inclusiod artegration in the larger
transformational direction of society where a ‘gnogvdifferentiation of needs’ can be
satisfied through impersonal exchange (Weber 1388}:6 Such a ‘Great
Transformation’ (Polanyi 2001[1944]) is a procest ‘disembedding (Polanyi
2001[1944]; Beck 1992; Giddens 1990) of the econfnmy traditional social relations
resulting in greatecomplexityin the period of transition, where; “[ijnstead efonomy
being embedded in social relations, social relatiane embedded in the economic
system” (Polanyi 2001[1944]:60).

The resulting uncertainty for actors generategsire for a re-introduction of
social devices to reduce the uncertainty facedafBol2001[1944]; Beckert 1996).
Polanyi’s (2001[1944]) argument was of an inherentintermovement’ necessary to
create stability after movement toward a laissézfaconomy. For Polanyi, the
important point was that both processes pdditically engineered and that the
‘disembedding’ is a necessarily abortive processs Ts also something which Beckert
reasserts, namely that; ‘on theoretical grounds,cthim of modernization theory that
economic processes are increasingly removed frain social embeddedness with the

development of market economies can be rejectedcK&t 2002:293).It is a



transformation away from pre-modern society in Wwhieconomic relations are
distinguished by a minimal need for trust (Giddd890; Bourdieu 1977) a change
from ‘custom to contract’. We can distinguish fomays in which the integration of
action in pre-modern society is organised. Kinskygographical context, religion and
tradition all structure interaction through theistbricity, lending them stability (Weber
1978; Giddens 1990). As they are based on partistitabonds they are ‘taken for
granted’ and are not questioned. These are disadeldefliom the local community in
the process of transformatfbrin such a ‘prestige economy’ it is necessaryuitdband
nurture personal bonds to not only secure onesegxie but also to gain social status.
This is dependent upon the community’s acceptandeaaknowledgment not only of
one’s personal actions but, more importantly, thafsether family members as well. It
is of course also in the interest of the commumisya whole that individuals and
families conform to the proscriptions of the comntyinSuch a ‘capital of rights and
duties built up in the course of successive germsitprovides ‘an additional source of
strength which can be called upon when extra-orgisé#uations break in upon the
daily routine’ (Bourdieu 1977:178). This ‘capitaf bonour and prestige’ is ‘readily
convertible’ (Bourdieu 1977:179) into economic ¢apwith the family name as the
means. However, even though ‘social honour, ortigegsmay be the basis of economic
power, and very frequently has been’, it becomésefdbedded’ during the process of
transformation since the market is impersonal (Weldi®78:926). Thus, the
disembedding processtrinsic to societal transformation entails aftshiom structured
forms of life as the provider of meaning to thattbé individual as an agent who
choosesto give loyalty to structures and institutions lwiand more and more

alternatives to choose from (Beck 1992).

Increased division of labour itself leads to higlsemplexity. The process of
transformation ‘disembeds’ social and economic arge from traditional forms of
trust as they prevent the spread of division oblalkfrom which novel cooperation and
exchange relations emerge (Weber 1978). Cooperatidnexchange become possible
without having to rely on traditional mechanismsdgse disembedding mechanisms
‘remove social relations from the immediacies afiteat’ (Giddens 1990:28). However,

when the structuring influences of kinship, tramhti and religious cosmologies on

2 In Bourdieu’s terms this would entail a shift imgortance from symbolic capital to economic capital
% | deliberately use the term ‘transformation’ apoged to ‘modernisation’. The intention is to thsre
avoid a perception of change as a linear process easily the case when the concepts ‘traditioaat
‘modern’ are used in a polarising fashion (Gusfit@®7).



actions are disembedded, the basis for coopenadiagons is replaced by a situation in
which their necessary stabilisation can only beieadd through the active inter-
subjective communication of actors. Alternativesltiply. Trust is built up gradually
through the process of exchange itself. The trolstexed through such communicative
processes of reproduction, withcreasing alternatives of how to interads thus
distinguished from the traditional forms of trust lts contingency.The increasing
contingency in expectations of what others will gives rise touncertainty and a
growing need to shape stable contexts of trustk@#&2002). The discussion thus leads
to a focus on the relationship between change hadstructures used to confront it.
When the sources of uncertainty change the pretonsifor institutional reproduction

also do so.

Globalization and increasing uncertainty

Uncertainty and change are linked through the acat®hg change and the
incremental complexity which characterises glolsion. Growing trade and
internationalization of production is evidence ofnaw cycle of market expansion
(Polanyi, 2001 [1944], Hettne, 2001). At the sanmaet development of global
economicinstitutions from GATT to WTO as well as the exdem legal frameworks
drawn up for regional markets such as the Singleo@aan market or NAFTA show
that the global markets which are evolving can aldoecause common rules to govern
them have been established (Held et al, 1999). dBkdiion can thus be seen to
represent a change in the way the economy is utetit and can fruitfully be
understood as an “instituted process” where masgkgiansion on a global scale
unintentionally leads to new uncertainties whichtumn generate new institutional
arrangements throughout society (Polanyi, 19687195

The process of globalization entails a new phagéenhistorical development of
modern society. The increased mobility of capiethnology and people over the globe
results in a restructuring of industrial productiand in an increased differentiation.
Increased interconnectedness through globalizatmeans new challenges for
cooperation. The greater the number of actors ¢p@a@te and the less information they
have of each other, and the less they share uaddisgs and cultural beliefs with each
other, together with often less long term inte@tsi the more uncertainty will result.
The more distanced interaction or exchange becommesmore it is likely to be
characterised by uncertainty. With market expandi@yond national borders, the

nation-state which at one time supported moderioizdtas come to be restraining and



in the process of institutionalisation of a globsrket economy (Held et al, 1999), the
very premises of modernization are being called question (Beck et al, 2003). If the
quintessential idea of the Enlightenment projectths possibility of an increased
mastery of the world, then the globalized situai®fundamentally characterized by an
intensified awareness that mastery is impossibézKRet al, 2003:20). At centre of this
change is thus a developing awareness of uncertasita fundamental feature of
society. It is an awareness otlange from a dominance of the past to the dommanc
of the future(Koselleck, 1998). In contrast to the linear umstemding of change
inherent to modernity aon-linear perception of change is growibgcause complex
institutional structures are no longer simply refjucing: they are changing (Lash,
2003). The important point is therefore that thi®gess is evolving but not in a
cumulative way, because as it unfolds the essesttiatture underlying it also changes.
Globalization therefore also means matreased uncertainty about institutions and
social structures themselves

As an effect of the cycle of market expansion ogiabal level (Hettne, 2001),
traditional social relationships and groupings g¢emnd become obsolete. In other
words, globalization uproots the very roots of wieatrlier produced certainty and
predictability. It was the mission of the Enlighteent thinkers to replace tradition with
behaviour based on reason, but when reason replkaadgional behaviour, the
‘framework for action’ that tradition provides, emmework which does not need to be
guestioned every time, is replaced by a situatitverer action receives its necessary
framework in the interaction itself. However, tliees not entail a loss of tradition in
society (Giddens, 1995, Beck et al, 1994). Instéaid, now a question of beliefs and
habits as means being routinely called into quedtippeople living their life more as a
conscious negotiation of the effects of modern egci The increased
interconnectedness and intersubjectivity introduces multiplicity of alternative
institutional structuresThis ‘reflexive’ situation is therefore more unizgn as modern
societies are experiencing a disruption of the iptess governance structures. Humans
increased attempts to alter history has changed sth@ces of, and increased,
uncertainty. While earlier stemming mainly from caftempts to gain control over
nature, it now stems directly coming from our inxahent in trying to shape our
destinies (Giddens, 1995, 2002). This new unceytds epitomized in globalization
and the logical unfolding of modernity. The diffece is that we now no longer are able

to calculate risk, something which characterisety@aodernity.



Institutionalising tendencies and coping mechanisms

One important way of overcoming uncertainty used foprket economy
organizations is by being exclusive in their setectof exchange partners (Podolny,
1994). By restricting the set of exchange partneractors with whom they have had
interactions before, organizations choose the &@eshange partner from a set of actors
on which they have the greatest knowledge (Gedr®7,8, Podolny, 1994). One
example of a coping mechanism is how industrialanizations have typically been
structured in a way in which the ‘productive coteils been shielded off from the
uncertainties of the environment and the marketdparation of such functions as — in
firms at least — sales, purchasing and marketirgn fit. The sole purpose of this,
whether in times of Tayloristic ‘scientific managemt’ or in so called ‘lean
management’ of our outsourcing age, has been @ieceecore free from uncertainty in
which rationality in terms of economic optimisatiof given means to given ends can
be pursued (Kuhl, 2000). This is the way in whitle tiinstituted process” of the
economy works in the micro perspective. Organiratims been a central coping
mechanism.

Indeed, this same argument can also be found inalRofoase’s seminal
explanation of the existence of firms as “supeisessf the price mechanism” (Coase,
1937:389). Coase pointed out that “it is profitatdeestablish a firm” because “there is
a cost of using the price mechanism” (Coase, 19®)'3Such cost, later termed
‘transaction cost’ arises because uncertainty aloblier actors behaviour makes it
necessary to plan, adapt and monitor that tramgectre carried through, all of which
is costly (Williamson, 1981). From this point okew, institutions — in this case firms —
which help “secure expectations” lower transactimal production costs and thus also
provide competitive advantages (North, 1991). Havestructuring interaction to bring
competitive advantages through institutions and echanism of exclusion include
mechanisms that bring distributive asymmetries gxedjualities (Knight, 1992). Not
only do ‘institutions matter’ (North, 1991, 200®)t what sociological understandings
of institutions emphasize is that also ‘power mratt€DiMaggio & Powell, 1991,
Hurrel, 2003:35, March & Olsen, 1998). This implibait narrowing down the choice
set through exclusivity embodied in institutionsaasay to meet demands for efficiency

and competition not only makes uncertainty manageakn important side-effect or

* From the perspective of neo-classical economiak iEnassumptions of fully rational and informed
actors, the existence of firms is unexplainableabse itabstracts from uncertainty



unintended consequence of the ‘principle of exolusis the structured and unequal
distributional effects it brings. Such a ‘suppressof the price mechanism’ through
exclusivity is done by way of powerThus, unequal distribution results both withim an
between institutions. To sum up therefore, sodiange and hence also order, disorder
and development is fundamentally about coping wititertainty through providing
order in the form of institutional arrangements.

Order and the reproduction of institutional structe

Order is achieved through institutional structupgsviding stable, regular and
predictable patterns of behaviour (Elster, 1988)lekd, institutions can be seen as
building-blocks of social order (Streeck & Thel@005). In a political sense then order
rests on clear rights of citizens, whether persaeéibious, political or economic. Order
concerns the guaranteeing and governance of tiigdss by a political entity in turn
governed by those rights of citizens which all iynjpinits to the behaviour of political
officials (Hurrell, 2003). The specific institutiah configuration reduces uncertainty
about citizen’s rights by imposing constraints aiitgcal actors’ intent on improving
their positions, and thus provides order (EIst®89, North et al, 2000). The legitimacy
of the political order is based on the degree im@des with shared understandings and
belief systems concerning the ends of governmedttha extent of citizen’s rights
(North et al, 2000, DiMaggio & Powell, 1991, Mar&hOlsen, 1998). Disorder on the
other hand thus implies an inability to cope witftertainty regarding rights because of
which both coordination and cooperation becomeseasingly difficult. With the
changes in sources of uncertainty that increaséepration into the transforming
globalization process entailsncreasing demands for reproduction of institubn
structures to provide order arig@helen, 1999).

Both order and development, and disorder and ainfire related to how
uncertainty is ‘institutionalised’. If there is lgincertainty regarding citizens’ political
and economic rights, ‘rent-seeking’ behaviour oftesults because the greater the
uncertainty over citizen rights, the greater théeptal advantages to be gained from
devoting oneself to competition for them (Northaét2000). Rent-seeking — typically
arising in countries in transition —concerns efdad acquire rights which bring income

that does not require productive investments. heiowords, rents are “pure profit” by

® This represents the ideal typical dichotomy betwegarket’ and ‘hierarchy’ as organizing principles
transaction originating in organization theory, whamarkets through prices maximizes efforts but
implicitly induces cheating, and hierarchy providesntrol through constraining behaviour and thus
produces incentives to minimize efforts (Williamsd®875, Hennart, 1993).
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virtue of the right possessedResources spent on rent-seeking are sociallyodutive
and bring nothing to the good of the public (Noeh al, 2000).When there is
uncertainty about citizens’ rights there is politiiy much at stake This implies that
there are socially highly destructive incentives iiadividuals to compete for those
rights, i.e. through ‘rent-seeking’ behaviour, whicarries a tendency to undermine the
prevailing order. It also means that those in poarerless likely to give up the power
because they have much to lose, and that thosef @atver are more likely to resort to
methods which are outside of the law. Such uncgegtaabout basic rights also has
another consequence of major importance. When tdte fils to provide and guard
these rights through sovereignty, individuals’ imitees to invest in economically
productive activities are also undermined and itiigsn protection against actions of
others, including the state, instead becomes mtigRodrik, 1999, North et al, 2000).
This in turn threatens to lead to a vicious cirdke “downward (from the state)
movement of authority” (Hettne, 2001:32, Greif, 8D@ more localized providers of
order, stability and predictability, something wtian turn further undermines the
legitimacy of the government. Social resourcesrarested in negative peace instead of
positive peace.

Development which excludes, results in diverse Bgpees of members of
society. When understandings, beliefs, and mentadets are not shared, means to
coordinate often lack in legitimacy (Denzau & Nori®94, DiMaggio & Powell, 1991,
March & Olsen, 1998). Inequalities lead to hetermgey which disrupts reliable
reproduction of institutional structures (ClemensC&ok, 1999). There need to be a
common understanding of what the rights of citizehsuld be and what the legitimate
ends of the state are (DiMaggio, 1997, Greif, 199dwell, 1992). If not, leaders can
manipulate what for some members of society areldorental rights without losing
support of others. In effect, without agreementrights of citizens there are no clear
boundaries on government — leaders are not suftlgigoverned by the people — and
authoritarian rule may be the result (Heiner, 1986xth et al, 2000). This thus implies
a relation between inclusive development and somiapolitical order, or, for that

matter, between peace and development.

® One definition of rent is as “resources that pdevadvantages for incumbents of social positioasate

independent of the characteristics of the incundigi@6rensen, 1996:1333). A definition of rent-segk
is as “attempts to intervene in the marketplacerder to capture monopoly profits” (Tullock, 1991).

" The fate of many transition countries bear witnafsthis, where the transition from one type ofteys

of rights (collective) to another (individual) oftegives rise to rent-seeking behaviour (Svejnaf220
Liechtenstein, 1996).
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Conclusion

The accelerating change and interconnectedneskeoivorld through globalization
entails a non-linear process with changing sounfeancertainty and an increasing
multiplicity in alternative institutional structuseas providers of orders. New challenges
need to be met continuously. Integration into défe sources of uncertainty affects the
local order. As such it is also not a ‘self-reprodg’ (Polanyi, 1957), but a highly
contested process which has been, and is, in nepdlitcal regulation at all levels
(Held et al, 1999). It is one thing to establiskdesrbut another altogether to maintain
order in the process of economic and political gea(North et al, 2000:1). Higher
demands for organizational efforts on societies @cmhomies which are struggling to
develop precisely through improvements of this vie@nd have been the result. With
globalization, uncertainty and increased demandsreproduction of governance
mechanisms has become a distinguishing featurea fesult of globalization and the
increased uncertainty it brings, development hascobee increasingly about

governance and about providing order
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