 Differences between North’s neoclassical theory of the state and the sociological theory


In order to understand the critiques that the sociological theorists would make of North’s neo-classical theory of the state, it is imperative to comprehend the basic assumptions and implications of both North’s neo-classical theory of the state and the sociological approach. In this paper I will first summarize the fundamental assumptions and implications of North’s theory, then I will explain briefly the sociological trend and some possible objections that theorists like, Meyer and Tilly would make in response to the neo-classical approach. I will conclude the paper with some remarks of my own.

One work that represents the  “new institutional economy” and the neo-classical theory of the state is the one proposed by Douglas North (1981). North tries to provide a new framework for analyzing economic history. He argues that it is the institutional structure which accounts for the performance of an economic system. North’s objective is to develop a theory of institutions, because the neoclassical economic model has assumptions that cannot be met in reality, and this is a serious problem, because it greatly limits it’s power to explain economic history.  The neoclassical equilibrium model could only function in a world without uncertainty; where transaction and information costs didn’t exist, and where property rights could be enforced without cost. Given that such a world doesn’t exist, the neoclassical model has serious shortcomings in explaining the changes in an economic system. Departing from this point, but also taking the neoclassical model as his basis, North tries to create a new theory (without rejecting the neoclassical model, but  expanding it). To accomplish this, he creates a theory of the state, and a theory of property rights.  I will focus mainly on the theory of the state because this is the subject that concerns this paper.

Before describing the neoclassical theory of the state it is important to notice that underlying this theory, is the assumption that individuals are rational, have a set of preferences, and want to maximize their utility, so they choose the path that maximizes their expected utility. In North’s theory of the state, the rulers are utility maximizers, and this means that sometimes they will sacrifice economic efficiency for their own interests. North defines the state as “an organization with comparative advantage in violence, extending over a geographic area whose boundaries are determined by it’s power to tax constituents”. North doesn’t dwell in the debate between the different theories of the origin of the state, because he suggests that these approaches converge in the idea that the state uses violence in order to control resources. Mainly, he proposes that the state was created as a result of the first economic revolution, and that it’s main function is to provide and enforce property rights. In his view, the state was created because it was necessary to sustain economic growth. He also explains why with the utility maximizing assumption and the principal-agent theory, the state ends up producing inefficient property rights, and the rulers have to deal with a free rider problem that may cause great instability. But then he asks himself how is it possible that history has seen periods of long stability in states, and cases of collective action, even when the individuals of a group do not have a net utility gain. At this point he introduces one of the most important and compelling explanation tools of his theory: ideology. North solves the free rider problem with the ideology concept. In addition to the institutions the ideological convictions also help to explain the change and stability in economic history, and the collective action, where individuals loose, in order to produce change. Without ideology to constrain human behavior, the viability for an economic organization would be almost impossible. 

Summarizing, we can say that North’s neoclassical theory of the state suggests that the creation of the state was as a step in history to enforce property rights and lower transaction costs. The state as an institution has effects on the economic system that the neoclassical economic model fails to see. To complete his theoretical argument about how the state, ruled by utility maximizing rulers and citizens, alters the economy, he introduces the concept of ideology. 

Now is the time to turn our attention to the sociological approach of the state. I will mainly focus on the works of Meyer and Tilly.

In contrast to the neoclassical theory of the state, the “phenomenological macroinstitutionalism” approach that Meyer presents, considers the state as an actor constructed by an exogenous rational culture. The state is not a result of an historic economic change or necessity, nor the result of a rational choice. The state is, in essence, the result of a cultural process. 

From Meyer’s perspective, there is a global culture called “World Polity”, that defines and creates the state. The “World Polity” is made up of strong- nation state actors built around a common identity as nation states”. The state is an actor, but it is completely influenced by “The Others” i.e. the nongovernmental global organizations, like the U.N., I.M.F., UNESCO, etc. that produce views on educational or economic policy, the form of the state, the environment, etc., These views will then be implemented in the nation states; so this implies that the components of the nation-states reflect the World Polity. Meyer argues that this process of influence has been more visible since World War II. His theory contrasts deeply with the neoclassical approach because the causes of the state formation lie outside the state and are of a cultural nature, not of an endogenous, historical or economic nature, Meyer puts on a lot of emphasis on the fact that the state is “embedded” on a wider cultural context. There is “something” outside that is big and surrounds the state. This “something” has the power to create and change the nation-state. This approach is completely exogenous. It doesn’t consider internal incentives or individual/group pressures that may influence the creation of the state, and this is one of the main differences between Meyer and North’s theories. In addition, Meyer doesn’t care about the rationality and choices of individuals. His theory is above individuals.  As Powell and DiMaggio explain, “individual choices can only be properly understood if one considers the cultural and historical frameworks in which they are embedded.” I personally think that Meyer doesn´t even get to this point. He simply concentrates on the World Polity.

Tilly’s work also differs from the neoclassical approach. In Tilly’s view, the state is created as a result of war. Better said, it is created to justify war. However, from Tilly’s perspective, the external struggles generate “internal” state making. This means that in the process of war making, some people will pay the racketeers (who will be the rulers in the state) the service of defending them. This, in a sense involves decision making (by groups or individuals) and internal state making, elements that are also found in the neoclassical theory. On the other hand, Tilly’s theory also contrasts with the exogenous assumption of Meyer, because it takes into account an internal process. 

Finally, I have to say that of the three theories of the state (North’s, Meyer and Tilly), I consider Meyer’s theory the weakest (by weakest I mean the theory that I perceive is farthest from reality and empirical proof). I believe that his theory forgets to take into account ethnic, ideological, and religion differences in the nation-states that could in one moment influence the state policies from the inside. One could also argue that his theory is mainly a theory of the effects of globalization on the nation-states. I do not think this is wrong, but globalization effects cannot explain the creation of the first nation-states.  And finally, ¿who establishes the World Polity? Even though Meyer doesn’t think that the core nation-states receive any gains from dominating the other nation states (he refutes the dependency theory). I believe he is incorrect. If one looks at the organizations that play the role of consultants, one cannot deny that the industrial democracies have a high degree of influence on the policies that these organizations propose to third world countries. Some of these “consultant talks” have been constantly rejected by other nation-states (that differ greatly in cultural and religion aspects, like the ones in the Middle East). This rejection doesn’t fit with Meyer’s theory of a global culture. I get the impression that Meyer perceives the world in the future as a completely homogenized world (a little bit like Fukuyama’s concept of the end of history) by the World Polity.  Relating Meyer’s theory with the events that are happening now in the world, I definitively question the assumption that the nation-states of the world are experiencing an increase in isomorphic changes in economic, education, environmental, data systems, science and human rights conceptions. 
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