MAX-PLANCK-INSTITUT FUR GESELLSCHAFTSFORSCHUNG
MAX PLANCK INSTITUTE FOR THE STUDY OF SOCIETIES

MPIfG Discussion Paper 11/3

Where Do Prices Come From?
Sociological Approaches to Price Formation

Jens Beckert

S
O
Q
©
o
c
9
V2]
"2
S
W
8-
o
O
=
o
=




Jens Beckert
Where Do Prices Come From? Sociological Approaches to Price Formation

MPIfG Discussion Paper 11/3

Max-Planck-Institut fur Gesellschaftsforschung, KéIn
Max Planck Institute for the Study of Societies, Cologne
March 2011

MPIfG Discussion Paper
ISSN 0944-2073 (Print)
ISSN 1864-4325 (Internet)

© 2011 by the author(s)

Jens Beckert is Director at the Max Planck Institute for the Study of Societies, Cologne.

beckert@mpifg.de

MPIfG Discussion Papers are refereed scholarly papers of the kind that are publishable in a peer-reviewed
disciplinary journal. Their objective is to contribute to the cumulative improvement of theoretical knowl-
edge. The papers can be ordered from the institute for a small fee (hard copies) or downloaded free of
charge (PDF).

Downloads
www.mpifg.de
Go to Publications / Discussion Papers

Max-Planck-Institut fur Gesellschaftsforschung
Max Planck Institute for the Study of Societies
Paulstr. 3| 50676 Cologne | Germany

Tel. +49 221 2767-0
Fax +49 221 2767-555

www.mpifg.de
info@mpifg.de



Beckert: Where Do Prices Come From? iii

Abstract

The article provides an overview of the state of the art of sociological research on price
formation. The dominant trait of the sociological approach to prices is to understand
price formation not as the outcome of individual preferences but as the result of the
social and political forces operating within the market field. The article proceeds from
the concept of market fields and is organized around the three dominant approaches in
economic sociology: the network approach, the institutional approach, and the cultural
approach.

Zusammenfassung

Der Artikel gibt einen Uberblick tiber den Forschungsstand zum Thema Preisbildung in
der Soziologie. Ausgangspunkt der Betrachtung von Preisen aus soziologischer Perspek-
tive ist, diese nicht als das Resultat individueller Priferenzen zu verstehen, sondern als
Ausdruck der sozialen und politischen Krifte in Markten. Der Artikel orientiert sich an
dem Konzept der Marktfelder und ist anhand der drei Hauptrichtungen der Wirtschafts-
soziologie strukturiert: des Netzwerkansatzes, des institutionellen Ansatzes und des kul-
turellen Ansatzes.
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Where Do Prices Come From? Sociological Approaches to Price Formation

1 Introduction

In market economies, prices are the result of supply and demand. But are they really?
In this article I challenge this basic premise of economic price theory and argue instead
that prices result from the embeddedness of market transactions in institutions, social
networks, and culturally anchored frames of meaning. This does not deny that supply
and demand play a role in price changes, but proposes that supply and demand are
shaped by the social and political forces operating in market fields as well as the social
and cultural contexts forming the preferences of actors. Price changes can only be ex-
plained independently from the embeddedness of economic transactions if the under-
lying shifts in supply and demand occur while this embeddedness remains constant.

My starting point is the price theory developed by Emile Durkheim. In several of his
works (Durkheim 1947, 1992) Durkheim deals with the issue of prices by asserting
that prices are social facts. By this he means two things: first, that price is an exter-
nal feature confronting market actors from the outside. Market participants are in this
sense price takers. Very much in line with the economic reasoning of his contemporary
Léon Walras, Durkheim considers prices to be outside the reach of economic actors,
something the individual demander or supplier on markets cannot influence (Steiner
1992). Second, and here Durkheim diverges from economic price theory, he consid-
ers prices under “normal” circumstances as reflecting public opinion on the value of a
good; prices correspond to the normative principles of society for a just allocation of
goods.! Durkheim deviates from economic reasoning by seeing the objectivity of prices
as emerging not from an aggregation of individual preferences but from social norms,
thus following his dictum to explain social facts by social facts.

I do not follow Durkheim in his assertion that prices can be understood as reflecting
what society deems just (Beckert 2001, 2002). But I do follow him in his claim that pric-
es can only be understood with reference to social institutions, networks, and frame-
works of meaning that structure the market field and individual decisions — and thereby
influence prices. This vantage point for the explanation of prices turns the economic
narrative upside down:” prices are not the outcome of individual preferences, but of the

Will be published in Socio-Economic Review, 2011. Thanks to Janina Evers, who helped me research
the literature in economic sociology on price formation, and to Philippe Steiner for his comments
on an earlier version of the article.

1 Durkheim’s price theory is normative, drawing on theories of just price that are as old as think-
ing about prices itself. Aristotle was already contemplating the question of just prices (Keller-
mann 2008: 323).

2 This does not preclude fruitful connections between sociological approaches to prices and ex-
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social and political forces of the market field (DiMaggio/Powell 1991; Bourdieu 2005;
Fligstein 2001a: 67ff.).

The notion of field breaks with the abstract logic of the automatic, mechanical, and instanta-
neous determination of prices in markets in which unfettered competition prevails: it is the
structure of the field, that is to say, the structure of relations of force (or power relations) among
firms that determines the conditions in which agents come to decide (or negotiate) purchase
prices (of materials, labor, etc.) and selling prices. ... The structure of the relations of force
among firms, which do not just interact indirectly, by way of prices, contributes, in most es-
sential respects, to determining prices by determining, through the position occupied within
this structure, the differential chances of influencing price-formation — for example, through
the economy-of-scale effect ... It is not prices that determine everything, but everything that
determines prices. (Bourdieu 2005: 77)

Prices provide crucial points of orientation for actors in market exchange that make
heterogeneous objects and services commensurable (Aspers/Beckert 2008; Fourcade
2004; Luhmann 1988f.). The significance of prices, however, goes beyond this coordina-
tion function. From the perspective of market participants, market prices are the costs
to be paid or the revenue gained from a good or service and are thereby directly linked
to the distribution of wealth. If prices, as it is claimed here, are anchored in institutional
regulation, in the social structure of markets, and in meaning, the distribution of wealth
does not simply reflect differences in economic efficiency of actors, but is the result of
the forces structuring market exchange.

Understanding prices as the outcome of struggles between market actors taking place
within market fields is the sociological vantage point from which to analyze price for-
mation. Moreover, the formation of preferences — which is an important component of
price formation because preferences constitute the value of goods — is explained based
on the cognitive and normative orientations of market actors which shape what they
conceive to be valuable.

The idea of understanding prices from the forces constituting market fields has a long
tradition within sociology. Max Weber, like Durkheim, rejects the view that prices can

planations of prices in economics that proceed from imperfect markets (oligopolies, monopo-
lies, cartels, etc.). These situations, however, are not seen as exceptional cases that deviate from
a general model that provides the norm, but rather as part of the ontology of all markets.

3 Fields are social arenas where “actors gather and frame their actions vis-a-vis one another”
(Fligstein 2001b: 108). Market fields are populated by producers (firms), consumers, the state,
and intermediating actors, all of whose actions are patterned by their respective positions in the
network structure, the set of institutional rules that bind them, and the cognitive frameworks
through which they perceive the structure of the market and the qualities of goods. Through
the “invisible set of forces” (Fourcade 2007: 1022) of network relations, institutional rules, and
cognitive frames, an order emerges in which actors and products are positioned relative to each
other. Actors develop mutual expectations for each others’ behavior based on the perceived
topology of social differences between them. Firms adapt their strategies and organizational
structures in response to the social space they occupy.
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be understood as the aggregate outcome of individual preferences and the market
mechanism. For him “[m]oney prices are the product of conflicts of interest and of
compromises; they thus result from power constellations” (Weber 1978: 108). In con-
temporary economic sociology, however, the key role of prices for understanding the
economy has been remarked upon only by some (Swedberg 2003: 129; Uzzi/Lancaster
2004: 338), and the investigation of prices has gained only scant attention. An indi-
cation for this negligence in investigating the topic of prices is that the index of the
authoritative “Handbook of Economic Sociology” (Smelser/Swedberg 2005) does not
include a single entry for “price.” In many studies on markets coming out of economic
sociology, prices are not mentioned at all. This is a profound shortcoming. For eco-
nomic sociology, “the discussion of prices is a litmus test for its ability to demonstrate
the importance of distinctively social dimensions in the most conventional economic
practices” (Yakubovich/Granovetter/McGuire 2005: 579). In a similar vein Christine
Musselin and Catherine Paradeise (Musselin/Paradeise 2002: 260) call for a more acute
investigation of price formation.

Though attention to prices is sparse in economic sociology, some studies on prices have
been conducted. They mostly investigate the influence of social macrostructures in ex-
plaining either the constitution of prices and price differences in specific markets or
the pricing strategies of firms. What the studies share is the assumption that prices do
not “mysteriously emerge from ‘the market’” but result from “the established rules of
the game that producers tacitly obey” (Velthuis 2005: 10). In this article, I present the
findings of studies on price formation and organize the discussion around the three
dominant approaches in economic sociology, i.e., social networks, institutions, and cul-
tural meaning.

2 Prices from networks

Many studies investigating prices from a sociological perspective bring social network
structures front and center.* This is not surprising since network analysis is the most
common analytical tool used in the new economic sociology. The starting point is to
view economic action as “embedded in ongoing networks of personal relationships
rather than being carried out by atomized actors” (Granovetter/Swedberg 1992: 9).
From this perspective, price “depends on the structure of relationships in the market”
(Zbaracki 2004: 1).

4 Some economists have also made social ties the starting point or the explanation of price dif-
ferences on markets. See especially the work by Alan Kirman (Kirman/Moulet/Schulz 2008;
Kirman/Vignes 1991).
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To a certain extent, the role of networks for price formation is prominently recognized
in economic theory. Cartels and other forms of collusion of market actors as well as mo-
nopolies and economies of scale can be described as specific morphological structures
of market fields that influence prices by manipulating “the market situation in such a
way as actually to abolish the market freedom of others” (Weber 1978: 83). Monopolies
and cartels create barriers to entry that undermine price competition. Especially the
field of industrial economics has investigated market structures and their impact on
competition and prices (Carlton/Perloff 2005). Somewhat surprisingly one finds no
more than a few discussions in economic sociology relating to this strand of economic
literature (Swedberg 2003).

This does not mean that power relations in market fields play no role in discussions of
price formation from the network perspective, but they stand separate from economic
debates on the issue. Besides power, network studies on price formation investigate trust
and status differentiation as mechanisms through which networks become relevant for
market prices.

Power and price

One study in which power relations are highlighted investigates the decision-making
process within the American electricity industry at the end of the nineteenth century
regarding the choice of a pricing system (Yakubovich/Granovetter/McGuire 2005). This
is less a study on the role of power stemming from the market position of firms in de-
termining market prices than one on the role of networks in determining pricing strat-
egies within an industry. Yakubovich, Granovetter and McGuire (2005) argue that the
decision for the “Wright system” — one of the systems in question — cannot be explained
based on pressures towards increased economic efficiency. Instead its adaptation re-
sulted “from complex manipulations and exercises of power by leading industry actors,
who mobilized support through their personal networks and domination of industry
trade associations” (Yakubovich/Granovetter/McGuire 2005: 581f.).

The possibility of deviating from economically efficient solutions, however, resulted also
because the industry actors lacked an understanding of the economic implications of
the two pricing systems. In this situation of uncertainty with regard to the economically
efficient strategy, “actors gain freedom to mobilize resources around preferred solutions,
and political, organizational, and institutional factors take on particular significance”
(Yakubovich/Granovetter/McGuire 2005: 583). One group of electricity industry execu-
tives “could institutionalize its preferred pricing system through its dominant position
in the industry power structure” (ibid.: 585). Network structures were not only relevant
on the side of suppliers, however, but also on the demand side. Early on, suppliers’ no-
tions of introducing price discrimination between customers based on their actual use
of electricity instead of on uniform rates were jeopardized because they violated the
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sense of fairness among customers. The strategy faltered because of network effects:
suppliers were not able to keep price discrimination secret due to the dense network ties
between customers, which led to the rapid exchange of information (ibid 587f.). This
shows the role of the network diffusion of information and its consequences for firms’
opportunities to advance favored price strategies.

The diffusion of information through networks can also be used as a mechanism of so-
cial control and can thereby influence prices. This has been argued by Mark Granovet-
ter and Richard Swedberg (1992) in their discussion of Karl Polanyi’s claim that in
pre-industrial societies prices were primarily determined by tradition or command.
Granovetter and Swedberg reinterpret this observation in network terms by arguing
that prices are sticky in traditional societies because economic relations “are embedded
in networks that restrain the pure economic forces” (Granovetter/Swedberg 1992: 9).
If market actors operate within a network in which competitive pricing is negatively
sanctioned, as it is the case for exchange relations regulated by tradition, prices will not
fluctuate even if this would be profitable for individual suppliers and consumers. The
close social ties between firms make deviant pricing strategies public, leading to the
sanctioning of the violator of the collectively guarded price.

While these are two studies in the new economic sociology focusing on regulatory pow-
er and the sanctioning of deviant behavior as two mechanisms operating through social
networks, it holds true that power is not widely discussed in network studies on prices.
Instead, the two mechanisms that stand out are trust and status differentiation.

Trust and price

With regard to the role of trust, Ronald Dore (1992) observes that, in customer-supplier
relationships, the lowering of the price by another supplier does not automatically lead
the customer to switch to the supplier offering the lower price. Instead, a process of
negotiation within the established relationship ensues. The customer will address the
supplier “and say: ‘Look how X has got his price down. We hope you can do the same
because we really would have to reconsider our position if the price difference goes on
for months. If you need bank finance to get the new type of vat we can probably help by
guaranteeing the loan” (Dore 1992: 163). This example indicates that the ties between
producers and suppliers at least reduce the impact of price competition on actual prices.
The interest in maintaining a lasting relationship and the trust put in the supplier re-
duces short-term price pressures on suppliers stemming from changing market prices.

In another study demonstrating the facilitation of trust due to close network ties, Brian
Uzzi (1999) investigates the connection between the social ties companies have with
banks and the price these companies pay for credit. Based on finance and organization
theories, one would assume that “firms with expansive networks of arm’s-length ties to
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banks optimize their bargaining power and provide access to a large pool of price and
loan possibilities” (Uzzi 1999: 491), thereby increasing their chances for getting credit
and securing a low price for it. While Uzzi finds this assumption partially confirmed,
he demonstrates that a second mechanism is at work as well. Ties embedded in social
attachments also contribute to lowering the firm’s cost of financing because the “high
level of trust in the relationship enables firms and banks to negotiate contingent loan
agreements” (ibid.: 489). The trust a bank has in a company, based on its close relation-
ship with it, allows the bank to give the company the benefit of doubt when interpret-
ing its actual performance data and to provide credit at conditions that would not be
offered by banks without such close ties to the company. Hence, the price for corporate
financing depends on two types of networks: the information on market prices that a
firm gains through its arm’s-length ties to many banks and its embedded ties that allow
for contingent contracts with a strong element of trust. “While embedded ties promote
collaboration, a network composed only of embedded ties could induce overattentive-
ness to local resources and historical conventions, limiting a firm’s access to market
information and new ideas” (ibid.: 491).

In a later study on price formation in the field of corporate law, Brian Uzzi and Ryon
Lancaster (2004) take up the question of how social relations between consumers and
producers “affect the prices that producers charge their clients” (Uzzi/Lancaster 2004:
320). Their starting point is that social embeddedness may influence prices when not
all information is publicly available and actors cannot govern their conduct through
formal means. Under such conditions “embeddedness can help differentiate products in
price-enhancing ways or reduce transaction costs to the mutual benefits of the transac-
tors by facilitating the transfer of private information and by creating informal gover-
nance arrangements” (ibid.: 322).

Uzzi and Lancaster distinguish three forms of embeddedness in the corporate law mar-
ket — embedded ties, board membership, and status. Each of these forms of embedded-
ness influences prices based on different mechanisms. Trust between the law firms and
their clients emerging from repeated interactions between them plays a role in the price
paid by the client, because the embedded ties allow for the reduction of production
costs for the legal services provided. Clients feel less in need to protect themselves from
the risks of getting exploited in the transaction. Ongoing relationships based on trust
require fewer written agreements and less documentation, which reduces costs, the sav-
ings being shared between the law firm and the client (Uzzi/Lancaster 2004: 325).

Status and price

Besides trust, investigations have focused on status differences between firms in mar-
kets as a further mechanism through which network structures influence prices. Status
differences refer to the social stratification among producers, based on different assess-
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ments of the quality of their product. Much of the theoretical groundwork on the rela-
tionship between a firm’s status and product prices has been developed by Joel Podolny
(1993, 2005). Status in a market is defined as “the perceived quality of that producer’s
products in relation to the perceived quality of that producer’s competitors’ products”
(Podolny 1993: 830). Podolny (1993) investigates the prices investment banks charge
their clients when underwriting corporate securities. Potential clients of the investment
banks perceive quality differences between them, which leads to a status order in the
market. The empirical observation is that investment banks with high status are able to
underbid lower-status banks and thereby secure much of the business in an extremely
price-sensitive market. They can do so because “the costs for producing a given quality
product are negatively associated with status” (Podolny 1993: 853). High status firms
have “advantages in advertising, transaction costs, and financial cost” (ibid.: 839). These
advantages “all derive solely from the view of status as a signal that reduces the reluc-
tance of market participants to enter into an exchange relationship with a particular
producer” (ibid.: 839). Podolny refers to signaling theory (Spence 1973) and interprets
status as a signal from which customers infer quality: “If an actor is uncertain of the ac-
tual quality of the goods that confront her in the market, or if she is unwilling or unable
to bear the search costs of investigating all the different products in the market, then the
regard that other market participants have for a given producer is a fairly strong indica-
tor of the quality of that producer’s output” (Podolny 1993: 831). Contrary to economic
signaling theory, however, Podolny asserts an only “loose linkage between actual quality
and perceptions of individual producers” (Podolny 1993: 837). Hence, the rewards for a
firm with perceived higher status are not necessarily the outcome of actual quality dif-
ferences. In this sense the social structure of the market has an independent effect on
prices. This relationship has also been found on other markets studied by Podolny, for
instance the wine market (Benjamin/Podolny 1999).

Uzzi and Lancaster (2004), who are similarly critical of the economic assumption that
status differences reflect actual quality differences, build upon Podolny’s theoretical in-
sights. Based on their investigation of the market for corporate law, they see the rel-
evance of status not in lower production costs, but rather in the symbolic value it offers
the customer. They argue that customers derive “the ‘emotional part’ of a purchase”
from the perception of a law firm as having high status (Uzzi/Lancaster 2004: 328). The
influence of status on the price charged by the law firm is based on two mechanisms: the
desire of the client firm to improve its own image by associating itself with a high-sta-
tus law firm, and a logic of appropriateness. Hiring a high-status law firm protects the
inside counsels responsible for the decision “from potential criticism and raises their
worth in the eyes of others” (ibid.: 328). This additional value deriving from status al-
lows high-status firms to charge higher prices for their legal services.

The market for lawyers has also been the subject of a study by Lucien Karpik (2010,
1999), who investigates price setting strategies of lawyers in France. According to Kar-
pik, prices reflect the position of a law firm within the professional hierarchy. Setting
an hourly fee is connected with substantial uncertainty for the firm because it needs to
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assess its position in the hierarchy. This it can induce partly from public social judgment
of its performance. However, the most important source of information is the practi-
tioner network. Law firms observe the prices charged by their colleagues, which enables
them to make realistic comparisons of their prices (Karpik 2010: 213). In addition, they
rely on informal rules prevailing in the field when setting their prices.

While the studies by Karpik (1999), Podolny (1993), Uzzi (1999), and Uzzi/Lancaster
(2004) draw substantially on economics by proceeding from information problems and
the influence of information asymmetries on market price, the mechanisms they iden-
tify differ from economic assessments. The focus is on the structure of social relations
within the market field and how network position influences costs, provides private in-
formation used for product differentiation, and creates the basis for “legitimate choices”
by reducing the risks that organization members encounter when making decisions.

Two further insights derived from studies on the impact of network structures on mar-
ket prices should be mentioned. One refers to the influence of network size on prices
— or, more precisely, on price volatility. In an early sociological network study on price
formation, Wayne Baker (1984) investigates the volatility of stock options and demon-
strates that price volatility depends on the size of networks in which traders operate. In
the open outcry market he investigates, Baker analyzes the option volatility of a stock
with lower volatility and one with higher volatility. The stock with lower volatility at-
tracted a smaller crowd of traders than the one with higher volatility because fewer
profit opportunities existed. Baker demonstrates that the size of the commodity trader
networks (i.e., the number of traders trading in a particular stock) affected the setting
of market prices. Price volatility in the options market is higher in the market with a
larger trading crowd, even when the higher volatility of the underlying stock is taken
into account. The explanation for this is the changing communication opportunities
among traders in the larger network. “Growth affects the pervasiveness of communica-
tion similarly; as a market grows, actors are increasingly unable to communicate with
one another. The decline in the pervasiveness of communication, induced by large size
and growth, causes market makers’ bid-ask spreads to widen and diverge, resulting in
an increase in option price volatility” (Baker 1984: 786). This finding runs counter to
the economic assumption that markets with larger numbers of buyers and sellers will
show less price volatility.

The second insight is that the social structure of the market stands front and center
in the explanation of price differences in Harrison White’s (1981) conceptualization
of markets as reproducible role structures. Also influenced by Spence’s signaling ap-
proach, White develops a theory of market differentiation that assumes that firms make
decisions on prices and the production volume based on the observation of the price
and volume decisions of the other firms in the market. Firms seek out a niche, which
is a unique position in the market with reference to price and production volume. The
niche in which a firm positions itself depends on the positioning of the other firms in
the market, which limits options reciprocally. Given the positioning of the other firms,
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competitors decide on a price and volume that allow them to maximize revenue. Hence,
it is the given market structure that determines firms’ pricing strategies. Emerging from
this is what White calls the “market schedule,” that is, a social topography of the market
field in which each producer is differentiated by a different price and production vol-
ume.

An application of this theory is offered by Uzzi and Lancaster (2004), who observe in
their study on pricing strategies of law firms that such firms often sit on the board of
companies. One crucial payoff that law firms receive from this membership is access to
private information on the prices that other law firms charge their clients, what clients
value about legal work, and where future business opportunities are emerging (Uzzi/
Lancaster 2004: 327). This allows law firms “to locate their place in the market schedule
by identifying peer and non-peer firms that provide a basis for strategic differentiation
into areas where their product encounters the lowest level of competition or highest
degree of demand” (ibid.: 340). The additional information makes it possible for the
law firm to position their product in price-enhancing niches.

Network studies on price formation set out to explain prices based on the morphol-
ogy of market fields. The studies discussed here show that network relations can lower
transaction costs by introducing trust; that they can be a mechanism for effective sanc-
tioning and thereby for compliance with established prices; that they provide power re-
sources used to influence institutional rules; and that they stratify markets into a status
order among firms which influences market prices and the pricing strategies of firms.

3 Prices from institutions

Institutional approaches to the explanation of price formation are certainly much older
than network approaches, and they are hardly limited to the field of economic soci-
ology. Institutional economics and political economists have studied the influence of
institutional regulation on economic outcomes, including prices. Indeed, there is an
extensive literature on price formation in institutional economics, mostly from the first
part of the twentieth century (Hamilton 1938).

In economic sociology, the institutional influence on market prices was primarily an
issue discussed by the founders of the field, but it has drawn only limited attention in
contemporary economic sociology. Karl Polanyi (1992) argued that the system of fluc-
tuating prices characteristic for the modern market economy could only develop based
on institutional regulations. Polanyi’s interest, however, was not to understand the con-
nection between specific institutional rules and their impact on prices, but rather to
demonstrate that the flexible price mechanism itself has institutional underpinnings
and does not emerge spontaneously: “Acts of exchange on the personal level produce
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prices only if they occur under a system of price-making markets, an institutional setup
which is nowhere created by mere random acts of exchange” (Polanyi 1992: 36).

Discussions focusing on the patterning of prices by institutional regulation are more
prominent in the works of Emile Durkheim and Max Weber. Durkheim (1992) viewed
the institution of contract as influencing the price level of goods by forcing actors to
agree upon prices that are considered to be just by society. It is, according to Durkheim,
only under this condition that contracts have moral legitimation and will be enforced
(see also Beckert 2001). Max Weber discussed the regulation of markets, which he de-
fines as the “substantive restriction ... on the marketability of certain potential objects
of exchange” (Weber 1978: 82). The regulation of markets is part of the price struggle
among market actors who attempt to influence “the market situation of objects of ex-
change,” which in turn is determined either by tradition, convention, law, or voluntary
action arising from the interests of actors in the field.

To the extent the relationship between regulatory institutions and prices is discussed in
contemporary economic sociology, it is done primarily in historical studies and with or-
ganizational development (not prices!) as the dependent variable. An example for this is
William Roy’s “Socializing Capital” (Roy 1997), in which he investigates the emergence
of the oligopolistic manufacturing firm as the dominant organizational structure of
American industry in the twentieth century. Roy’s argument refers to the possibilities
big firms have to set prices. He points out that the initial enforcement of antitrust law in
the United States in 1897 had an unanticipated effect on the balance of power between
small and large firms. Antitrust law aimed to prevent the concentration of economic
power by stopping collusion among firms. Thereby it gave big firms an advantage over
small enterprises because a group of small firms could no longer set prices together. But
if they merged, the resulting large firm could set a single price. As a consequence, large
firms bought smaller competitors or else threatened their existence by initiating price
wars (see Dobbin 2005: 30f.). Indirectly this assessment confirms Max Weber’s sugges-
tion that price policies of firms are an instrument of domination in market struggles.
Prices are set not at the equilibrium level but are rather determined by firm strategies
to secure or establish a position of dominance in the market field. At the same time, the
ability to set prices depends on the institutional set-up of the market field.

It is not quite clear why the new economic sociology pays relatively little attention to the
influence of institutional regulation on prices. One contributing aspect might be that
institutional approaches play a secondary role in the new economic sociology in gen-
eral, while networks and cultural explanations prevail. Even in studies that are informed
by institutionalism, the concept of institution that is being used leans toward the new
sociological institutionalism (DiMaggio/Powell 1991; Scott 2008) and focuses on ques-
tions of legitimacy and diffusion of institutional models. Institutions are primarily un-
derstood as cultural scripts providing orientation for actors under conditions of uncer-
tainty. The alternative concept of institutions, conceived as state-devised formal rules
that regulate and constrain the behavior of economic actors (Streeck/Thelen 2005: 10),



Beckert: Where Do Prices Come From? 11

forms the conceptual background of historical institutionalism and comparative politi-
cal economy but finds limited attention in the new economic sociology.’

Despite this lacuna in the new economic sociology’s scholarship on the influence of
formal market regulation on prices, I will allude to five mechanisms and instruments
through which institutional rules impact prices.® They deserve much more intensive
study by economic sociologists. Their investigation would also provide an entry point
for economic sociology to devote more attention to the state and its role in shaping
economic outcomes through institutional design.

1. Institutional influences on competition. The first mechanism through which institu-
tional rules affect market prices is to influence competition by either directly altering
the supply on markets or influencing product costs. The supply on markets can be in-
fluenced by confining the mobility of goods and production factors. Restrictions on
immigration are as much an example of this as are import tariffs or subsidies. These in-
stitutional regulations reduce competition for some producers and thereby shield them
from price competition stemming from additional supply in the market.

Market prices are not only institutionally influenced through the alteration of supply
but also through the direct regulation of competition. Antitrust law is intended to pre-
vent firms from undermining price competition by forming cartels. Quality standards
influence market competition institutionally by excluding certain producers from the
market because of non-compliance. Minimum wages set a minimum price for labor
and thereby interfere with the price mechanism. The regulation of the rights of unions
to organize labor determines the strength of labor in industrial conflict and thereby in-
fluences the price for labor. Intellectual property rights provide (temporal) monopolies
to firms on the use of these rights, thus shielding them from market competition and
thereby influencing product prices (Troy/Werle 2008).” The protection of appellations
of origin limits supply in markets where quality differences are largely symbolically
constructed (Karpik 2010). The dramatic rise of executive compensation during the last
thirty years can be explained by the introduction of institutional rules like the compen-
sation of executives with stock options (Godechot 2007; Murphy 2002), implying that

5  The consequences deriving from institutional regulations on prices play a significant role, at
least indirectly, in the work of Neil Fligstein (2001a, 2008). Fligstein sees an important precon-
dition for the stable reproduction of markets in the ability of firms to reduce price competition
and thereby to maintain stable profit opportunities.

6 A sixth mechanism, the direct setting of prices by the state, is not discussed since I am focusing
on the role of institutional rules within the context of market economies.

7 The influence of intellectual property rights can be seen ex negativo in illegal markets which
sell the same (or very similar) products under violation of intellectual property rights. Music
recordings can be purchased for a fraction of what the indistinguishable original costs; cloth-
ing with a fake brand label can be purchased for much less than the original. The high prices
for these products in the legal market do not, of course, only reflect monopoly profits in highly
differentiated markets, but serve to recover the production costs, including marketing costs to
position the product on the market. The imitators free ride on these costs.
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a “market price” emerges not so much from market forces as from institutional struc-
tures. In academic labor markets, competition is often regulated through institutional
rules that limit or even exclude negotiations on the salaries of professors (Musselin
2005: 223ff.). Salaries are determined by payment schemes or benchmarks applied to all
candidates. These factors are weaker in the case of senior faculty at American universi-
ties in which supply and demand have larger influence (ibid.).

All these forms of regulating competition through institutional rules affect distribu-
tional outcomes in markets and are therefore contested between market participants.
Hence, the institutional regulation of markets is subject to a power-laden “market
struggle” (Max Weber) between competitors and between the supply side and the de-
mand side in the market. This struggle aims at influencing prices for production factors
or finished goods through the alteration of institutional rules.

2. Regulations on the externalization of costs. A second way in which institutional regula-
tions influence market prices is by limiting opportunities for producers to externalize
costs. Rules requiring firms to comply with environmental standards or labor safety
laws in production force them to bear costs they would otherwise avoid because they
do not contribute to the market value of the product. This influences production costs
and market prices of products. A current example is the regulation making firms pay for
their carbon emissions. Polluting the environment becomes commodified through the
political introduction of a market for emission permits (Engels 2006).

3. Reducing market uncertainty. A third way in which institutional regulation influences
market prices is by means of protecting potential customers from defection that arises
from asymmetrically distributed information between suppliers and customers. George
Akerlof (1970) has shown that, under conditions of asymmetrically distributed informa-
tion, the fundamental assumption of economic price theory, i.e., that flexible prices lead
to market-clearing equilibria, cannot be maintained because the only achievable market
equilibrium under such conditions is no trade at all. Hence, price information alone
does not provide adequate information for markets to function efficiently. Since Akerlof,
information economics has focused on the ways information asymmetries among mar-
ket actors can be reduced through market institutions. Regulatory institutions influence
prices by reducing uncertainty with regard to product quality. This is done through war-
ranties and other forms of consumer protection policies (Trumbull 2006).

4. Taxation and accounting. A fourth institutional influence on the regulation of prices
is taxation and accounting rules. Taxes on corporate profits, social security, value-added
taxes, and consumption taxes, such as gasoline taxes or alcohol taxes, as well as the ac-
counting rules by which they are calculated influence product prices institutionally. The
selective taxation of products is used by political actors as an instrument to provide
incentives or disincentives for the production or purchase of specific goods.
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5. The price for money. A fifth instrument of institutional regulation of prices is the
monetary policy of the Federal Reserve. The interest rate set for banks to borrow money
from the Federal Reserve regulates the price for money and influences product prices
through the price of credit. One of the causes of the steep increase in housing prices in
the United States and some European countries during the 2000s — which led subse-
quently to the financial crisis of 2007 — can be found in the policy of the Federal Reserve
to keep interest rates low.

This brief discussion on institutional influences on prices does not challenge an eco-
nomic price theory that proceeds from the notion of perfect markets assuming per-
fect information of market actors and full rationality. However, such a theory of price
formation is empirically pointless given the dense institutional regulation of markets,
making institutional rules (and other social macrostructures) the actual explanatory
factor in price formation. The mechanism of supply and demand stands at the very end
of along chain of price-determining factors that are largely shaped through political in-
fluences, market structures, and cultural frames constituting the perception of the value
of goods. Since institutions have distributive effects, they are contested between market
actors. An economic sociology of price must pay close attention to the market strug-
gles surrounding institutional regulations. The institutional influences on prices also
provide evidence that market fields are political and social entities, not self-referential
subsystems of the economy detached from other social realms (Beckert/Streeck 2008).

4 Prices from meaning

Network approaches and institutional approaches focus on the social and political in-
fluences on market competition. Cultural approaches to the explanation of prices in
economic sociology partly take up the concern of institutional approaches with the
regulation of competition by showing how competition between firms is shaped by
“conceptions of control” (see also Bandelj 2008; Fligstein 2001a, 2008), i.e., the struc-
turing of competition by actors’ dominant understanding of how competition in the
field operates. Cultural approaches to pricing address four main questions. First, they
deal with the development of the calculative tools that market actors use to evaluate
goods to be exchanged. Second, they deal with the formation of expectations regarding
events in the future. Third, they deal with the normative preconditions necessary for
goods or services to become legitimate objects for market exchange and thereby to have
prices attached to them. Fourth, they deal with the social constitution of preferences for
certain goods.
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Pricing technologies

One of the preconditions for prices to emerge is that actors must be able to assess the
value of the products offered. Markets depend on social technologies that make it pos-
sible to assess and to compare objects in terms of their monetary value. The investiga-
tion of calculative tools and their relevance for the pricing of goods has become an im-
portant topic in economic sociology in recent years (Callon 1998; MacKenzie/Muniesa/
Siu 2007; Karpik 2010; Preda 2006). In this article, pricing technologies are subsumed
under the notion of meaning because they are part of the cognitive formatting through
which actors interpret the situation they confront.

In one study Donald MacKenzie and Yuval Millo (2003) argue that the market for fi-
nancial derivatives was strictly limited until the early 1970s, partly because of the lack of
knowledge on how to price the derivatives traded on future markets. Only advances in
options pricing theory, especially the development of the Black-Scholes model, and the
emerging computer technologies that allowed traders to make the theoretical insights
from finance theory operational in their trading practices, provided an intersubjectively
shared understanding of the “correct” calculation of prices. The developments of fi-
nance theory allowed for the constitution of the market and “performed” it at the same
time. The more the model was used by traders in the market, the closer the actual op-
tion prices moved to the prices predicted by the model. “Increasing use of models seems
to have begun to have direct effects on prices” (MacKenzie/Millo 2003: 126). Hence,
prices on this market can be understood as the outcome of a specific cognitive frame of
market participants that became diffused over time and thereby set shared standards on
how to calculate the “right” price for the derivative.

In another study, Fabian Muniesa (2007) investigates how calculative devices were de-
signed and introduced by the Paris stock exchange to determine the closing price for
stocks. The closing price in a continuous trading session is the price set for the last
trade at closure. Since this price is also widely used as a reference for other calculations,
market actors are interested in manipulating this price in ways favorable to them. If the
closing price is simply the last price set, it is quite easy to manipulate it, which brings
up the issue of how representative this price really is. The Paris Bourse resolved this
problem by introducing an algorithm called “closure call auction,” which prevents price
manipulations and generates a closing price considered far more representative. This
is yet another example of how the algorithms of calculating devices and the associated
cognitive frames enter into the pricing of commodities. In more general terms, this im-
plies that technologies are an important element in price formation.
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Expectations and pricing

Another particularly interesting aspect of the social formation of prices is investigated
by Caliskan (2007) in a study of price formation on the Cotton Trading Pit of the Izmir
Mercantile Exchange. Caliskan shows in detailed ethnographic work a sequence of three
different prices emerging in the course of a trading day from the encounters between
traders on the cotton exchange. These encounters are pit trading, post-pit trading, and
the subsequent setting of a closing price by a committee which establishes the daily
market price of Turkish cotton traded in Izmir. In the course of events, the previously
established price becomes the reference point for the next encounter between traders:
the price emerging from the pit trading is taken as a reference point for justifying prices
in post-pit trading, while the committee, setting the daily market price, takes into ac-
count prices generated in pit trading and post-pit trading. Quite accurately, Calskan
refers to pit trading — in which only about 10 percent of the cotton is traded — as the
“rehearsal price” (Caliskan 2007: 248).

Caliskan highlights a fourth institutional structure influencing cotton prices which adds
an important general insight to price formation. Cotton is a futures market where price
depends crucially on the expectations market actors have concerning the future supply,
which depends itself on the harvest. Since the amount and quality of cotton available
can only be known after the harvest, traders must base their decisions on assessments
of future supply. How are these expectations shaped? In a political process! The supply
of the coming cotton season is “established” by a permanent working group composed
of bureaucrats from the ministry of agriculture, traders, economists, agricultural engi-
neers, and representatives of landowners and farm cooperatives (Caliskan 2007: 253).
The figure published on the expected supply of cotton is negotiated in this group and, as
Caliskan shows, is ultimately the result of power struggles between the different inter-
est groups. Of course, expectations on future events do not need to be determined by
committees, but they can be. The general point Caliskan alludes to is that, in markets in
which the justification of current value depends on unknown future events, prices are
based on contingent expectations that are shaped politically.

Legitimacy and pricing

The influences of cultural scripts on prices are also demonstrated in sociological stud-
ies that investigate the cultural preconditions underlying the legitimation of evaluat-
ing objects in terms of prices. MacKenzie and Millo (2003) touch upon this subject in
their study regarding the Black-Scholes model. By calculating the prices for derivatives
“rationally,” the Black-Scholes model made it possible to categorize futures trading as a
transaction based on rational decision making rather than as a form of gambling, which
was how it was widely viewed until then. The “scientific” calculation of prices gave le-
gitimacy to the market in a social context in which gambling was strongly objected to
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and legally prohibited. This can be expressed in more general terms: for prices to be
legitimate, they must conform to social norms that are not the product of the economic
system, but instead put constraints on it.

The cultural preconditions for the pricing of objects have been especially the focus of
the work of Viviana Zelizer (1979, 1981). While the approval of prices seems morally
unproblematic for most exchanges, there is a class of “objects” modern societies con-
sider to be highly problematic with regard to their assessment in monetary terms. “Ob-
jects” associated with human life and, of course, human life itself embody sacred human
values and are to remain strictly separate from the profane sphere of exchange by not
attaching a price to them. There is social disapproval of treating them as marketable, a
point made already by Max Weber (1978: 83).

Zelizer studies the cultural tensions between money and human values in several his-
torical studies on the development of insurance markets. In a study on the develop-
ment of life insurance in nineteenth-century America (Zelizer 1979), she shows how
this insurance first failed because potential purchasers and potential beneficiaries saw
it as a blasphemous gamble with God’s will. Moreover, to benefit from the death of a
loved one was seen as morally objectionable because it would mix the priceless value
of human life with the profane sphere of monetary valuation. The consequence was an
initial blockage of the market. Only by repositioning the product in ways that framed it
in terms of loving and caretaking — i.e., made it compatible with the moral convictions
of customers regarding the sacredness of life — could the industry become successful.

In her study on children’s insurance during the late nineteenth and early twentieth cen-
turies, Zelizer (1981) shows a reverse process. This insurance was initially justified by the
compensation it would provide to parents for the economic loss they suffered with the
death of a child. It was perfectly legitimate to put a price on children in terms of their
economic contribution to family welfare. However, this economic valuation of children
increasingly gave way to their “sacralization,” in which they were seen as an emotional
asset and thereby removed from the sphere of the market and the language of prices. The
industry reacted to this cultural development by reframing the rationale for the insur-
ance. It sold children’s insurance now primarily as burial insurance for poor children and
later as savings plans, where the endowment, once matured, could be used to pay for the
child’s education. The sacralization of children, i.e., their removal from the economic
sphere, forced the industry to hide the monetary valuation of a child’s life that was origi-
nally essential to the product it offered. “Christianity sacralized and absolutized human
existence, setting life above financial considerations” (Zelizer 1981: 1037).

Marion Fourcade-Gourinchas (2004) has scrutinized this topic further and argued that
the activity of pricing things is not at all natural but emanates from a certain identifiable
set of institutional conditions and cultural assumptions about the world. In particular,
pricing emerges in cultural environments where calculability, money, and economics
are highly legitimated. Fourcade-Gourinchas’ empirical case comprises the damage
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compensation lawsuits connected to the oil spills of the Exxon Valdez in Alaska and the
Amaco Cadiz in Brittany. On the one hand, she shows how the method of contingent
valuation that assesses “non-use damages” was established in the legal system as a valu-
ation technology for pricing damages to the natural environment. The invention of this
pricing technology was a precondition for the attachment of monetary value to the
environmental damages. Like the Black-Scholes model, contingent valuation is a tech-
nology that makes the assessment of an “object” in terms of its monetary value possible.

On the other hand, the comparison between an American case and a French case allows
Fourcade-Gourinchas to go beyond the reconstruction of the development of this cal-
culative device and point also to the cultural and institutional preconditions for the de-
velopment and use of this technology. In the two cases investigated, the compensation
paid for the damage done to the environment in America was much higher than that
paid for the damage to the French coastline. Fourcade-Gourinchas argues that this can
be explained by the fact that, compared to the Americans, the French are much more
reluctant to value their environment in terms of prices:

Cultural assumptions about the legitimacy of monetary exchange and institutional legacies
about the prerogatives of economists and economic technologies in the legal process help un-
derstand why dramatically different values were ultimately attributed to ‘nature’ in the two in-
cidents. (Fourcade 2004: 25)

Hence, prices do not only have a cognitive precondition in the development of eco-
nomic theories, “but depend on cultural representations and social institutions that
allow the discipline and its instruments to perform the market economy” (Fourcade
2004: 36).°

Prices and preferences

A fourth realm in which studies in economic sociology have made the connection be-
tween prices and cultural meaning is the explanation of actors’ preferences. In sociolog-
ical reasoning, preferences are not considered to be the expression of individual tastes,
but are rather seen as reflecting culturally infused meanings that products have for ac-
tors in the concrete historical space in which the exchange takes place. In this sense,
products are intersubjectively framed (Beunza/Garud 2005; Fiss/Kennedy 2007), and
it is from these frames and their changes that actors establish “what is valuable” (Stark
2009). To trace preferences to social macrostructures instead of viewing them as ran-
dom individual tastes does not contradict economic price theory per se, because it does

8  Anadditional critical point is made by Fourcade-Gourinchas when she describes a self-fulfilling
logic emerging from the practice of pricing the “priceless”: measuring the environment eco-
nomically actually helps to commodify it “by creating an implicit, virtual market for it” (Four-
cade 2004: 33).
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not question the mechanism of supply and demand for the determination of prices. It
helps explain why certain products are in demand and how demand changes.

Studies that investigate the social preconditions for product demand focus rather on
the concept of value than on the notion of price. While the value of a product can be
assessed independently from its price (and indeed, the two can stand in contradiction
to each other), value is a precondition for prices, because the desire to purchase a prod-
uct —i.e., the willingness to pay a price for it — is rooted in the value associated with it.

One way in which preferences are socially shaped is through social norms. This became
evident above in the discussion of the cultural preconditions for the pricing of goods,
but it is a much more general phenomenon that also refers to the relative value of prod-
ucts whose legitimacy, in terms of monetary exchange, is not in question. The most
obvious example for the normative influencing of demand is the case of products for
which customers are willing to pay a higher price because their production and distribu-
tion conforms to ethical standards of fair trade, environmental sustainability, or higher
labor standards. These markets have gained much attention in recent years (Aspers 2006;
Zick-Varul 2009). The additional value customers assign to these products is not based
on material qualities relevant to the use of the product, but on the way it was produced,
which is evaluated under ethical criteria (Gourevitch 2011 [forthcoming]).

However, studies in economic sociology on the social character of the valuation of
products go much beyond the recognition of social norms. Most of them actually fo-
cus on the role of cognitive categorizations that have a taken-for-granted status in the
market field. A crucial type of market is one in which prices for products are based on
quality differences that are hardly definable or discernible in an objective sense, but
emerge as social constructions of contingent assessments of quality. Two examples for
such markets are the wine market and the market for contemporary art (Beckert/Ros-
sel 2004; Diaz-Bone 2005; Velthuis 2005), where qualities are judged based on aesthetic
criteria. While the wine market is characterized by its complexity resulting from the
thousands of different wines being sold and the limited ability of consumers to rank
wines according to differences in the sensory qualities of the product, the market for
contemporary art is even more radical in the sense that quality assessments have no
objective basis at all.

In these markets — and this can be generalized to all markets where quality differentia-
tion is symbolically constructed (Beckert 2010b) — quality assessment relevant for the
formation of price differences takes place along classification schemes which distin-
guish products according to certain characteristics of the product and its production
that are interpreted in the field as constituting quality differences. Products are classi-
fied in relation to these “judgment devices” (Karpik 2010). In wine markets there are
several institutionally sanctioned systems to measure quality differences (in the French
wine market, for instance, the distinction between vins de table, vins de pays, and AOC
wines) and informal classification systems that are interpreted by consumers as signals
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for quality differences. The region of origin of a wine, its age, and the domaine where
it is bottled are pieces of information that can be read from the bottle label and are in-
terpreted as indicators for the quality of the wine (Chiffoleau/Laporte 2006). Domaines
and regions each have a specific reputation in the market and define the status of a wine.
By corresponding to characteristics ranked high in the status order of these quality
markers, the wine becomes “legitimized” (Garcia-Parpet 2007) and its price increases.

A further social influence on the valuation of products whose qualities are primar-
ily aesthetic is exercised through the assessments of experts who act as intermediaries
in the market (Beunza/Garud 2005; Podolny 2005). This has been observed in both
the wine market and the art market. The uncertainty of wine consumers is reduced
by the judgments of wine critics and especially their classification of wines. By clas-
sifying wines along a unidimensional ranking system, wine critics, those people highly
regarded for their ability to judge quality differences in this market, serve to reassure
wine consumers. The role of experts is even more pronounced in the art market, where
not only critics but also galleries, museum curators, and collectors play important roles
in the valuation of an artist (Becker 1982; Beckert/Rdssel 2004; Velthuis 2005). A mu-
seum’s decision to purchase a work of art by a specific artist or a gallery’s decision to
represent her are interpreted by other market actors as signals for the quality of an artist
and thereby establish a status order in the field. In addition, a higher price can itself be
interpreted as a quality signal for the artist (Velthuis 2005: 158ff.). The same holds true
for the wine market, where tests show that the same wine is judged as being of higher
quality if the subject knows that it has a high Parker score (Siegrist/Cousin 2009). It is
important to note that the reputation an artist or a wine receives by being singled out
by intermediaries depends on the reputation that the expert himself has in the field. An
exhibition in an internationally renowned museum has quite different reputational ef-
fects than an exhibition in a local bar.

Expert opinions provide a mark of orientation for quality assessment. Their signifi-
cance is not limited to consumer markets but extends to all markets characterized by
high uncertainty with regard to the value of their products, because valuation in such
markets is “necessarily an interpretative exercise” (Zuckerman 1999: 1431). An impor-
tant aspect of the role of experts in the explanation of market prices is offered by Ezra
Zuckerman (1999), who uses a study of the stock market performance of firms to inves-
tigate the consequences that ambivalent categorization has for stock prices. As Zucker-
man discovers, firms that combined different product categories present an incoherent
economic categorization to stock market analysts, leading to less coverage by analysts
and discounted stock market prices.

What we learn from the sociological investigation of the cultural frames relevant for
product prices is that the conventions for establishing the value of a product in markets
do not follow universal laws, but depend on local cultures and collective behaviors in
the market fields (Smith 1989; Zuckerman 1999:1432). This is also the subject of stud-
ies drawing on convention theory (Boltanski/Thévenot 2006; Diaz-Bone 2008), which
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asserts that the valuation of products takes place on the basis of different conventions
that provide socially shared interpretative schemata to market actors. The social con-
struction of value influences prices by increasing demand for some products and mak-
ing others less desirable. This is compatible with economic price theory in the sense
that price depends on supply and demand. Economic sociologists, however, make the
attempt to understand how preferences emerge and change in the social context of the
market field, instead of treating preferences either as fixed or random.

While most approaches to prices in economic sociology that take cultural frames into
account investigate them in terms of the resolution of coordination problems in market
exchange, the French sociologist Pierre Bourdieu (1984) has introduced a perspective
that goes beyond this by connecting preferences to social stratification. Prevalent in-
terpretative schemes differ, depending on the social position of the agents and the as-
sociated habitus. According to Bourdieu, agents’ “preferences and tastes are the product
of their positioning and movements within social space, and hence of collective and
individual history” (Bourdieu 2005: 84).

5 Pricing in firms

A further field of empirical research in which economic sociologists have highlighted
the role of institutional and political structures for the determination of prices is that
involving the pricing decisions of business firms. While market prices emerge in “price
struggles” (Weber) in the exchange process, companies must also decide the prices they
will ask for their products on the market. But how do companies make these decisions?
How do they calculate their offering prices? Viewed from the perspective of economic
price theory, the firm would set prices at the point where marginal revenue equals mar-
ginal costs. This, however, bears little resemblance to the pricing decisions that have
been observed empirically.

Pricing decisions of firms have been studied empirically by economists and sociologists.
In an influential paper, Hall and Hitch (1939) found that, rather than using marginal
utility theory, firms would set prices at full costs plus a markup to account for profits.
Studies in economic sociology on the issue (Velthuis 2005; Zbaracki 2004) focus on the
influence of micropolitics in the firm on pricing and the impact of “pricing scripts.”®

9  Ido not discuss the very interesting study by Eccles and White (1988) on pricing conventions
in multidivisional firms for setting transfer prices that help to organize the exchanges between
profit centers. The study shows how pricing strategies are shaped by being market relations and
authority relations at the same time. I will not discuss the study in detail because it does not ad-
dress price formation on markets or pricing strategies of firms for determining offering prices
on markets but looks at pricing within firms for the purpose of setting prices for transactions
within the firm itself.
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In a study on price-setting practices at an industrial firm manufacturing parts used to
maintain machinery, Mark Zbaracki (2004) finds that price-setting practices are highly
contested processes within the firm. Pricing strategies are the outcome of negotiations
between different groups within the firm, each attributing different meanings to prices
and pricing strategies. Hence, price setting is based on the social dynamics of organiza-
tional practices.

The firm investigated by Zbaracki manufactures seven thousand different parts and sets
prices for these once a year in sessions held during a so-called “pricing season.” What
are contested between the groups involved in pricing decisions are not the goals to be
reached — growth and profitability — but the strategies to reach these goals. The uncer-
tainty regarding optimal strategies makes pricing a process of negotiation in which the
social order in the organization is “constructed in the ongoing interactions” (Zbaracki
2004: 3). In this process the rationale of economic price theory plays a very important
role. But rather than determining pricing practices, it exercises its influence by being
used by some actors as a reference point for legitimating certain decisions. “Price theory
may serve as a rational myth” (Zbaracki 2004: 17) used by actors to make sense of a situ-
ation. The interpretative logic of economic reasoning, however, conflicts with organi-
zational logics where social relations and meanings derived from the experiences of the
practitioners count, leading to the negotiation of order (Zbaracki 2004: 17). Prices are
shaped by interpretative processes within the organization through which actors make
sense of market signals.

In his study on prices for contemporary art, Olav Velthuis (2005: 116ff.) introduces the
notion of “pricing scripts” to conceptualize the pricing decisions of art galleries. By this
notion Velthuis refers to “a set of routines which function as a cognitive manual for the
variety of pricing decisions that a dealer needs to make at different stages of an artist’s
career” (Velthuis 2005: 117). The market for contemporary art is theoretically inter-
esting because prices stand in no correlation to the production costs of the product.
The uncertainty emerging from this apparent randomness of prices is reduced by art
dealers taking recourse to rules that are constituted and recognized in the market field
and shared by the actors. While such scripts have changed fundamentally throughout
history, at any given time there is a tacit understanding in the field as to how works of
art should be priced. One of the rules Velthuis identifies is that galleries price works
of art by the same artist strictly according to size, irrespective of quality differences
between the pieces offered. Another script frowns on galleries marking down the price
for an artist even if the works do not sell. Prices for a new artist are set according to
rules of thumb with reference to the prices charged for the works of other young artists
who produce work with similar materials and styles. All these decisions are anchored as
mental models in the cognitive frames of the actors in the field and allow for mutually
accepted practices. It is through scripts and the constitution of reciprocal expectations
that uncertainty in the market is reduced and prices are “understood” by the competent
members of the field. It is through understanding the social and cultural context of the
market field that prices become intelligible.
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In a study on the calculation of prices by big supermarkets in France, Sandrine Bar-
rey (2006) pays special attention to the role of legal regulations on pricing that exist
in France. In order to protect small stores, price calculations must follow specific legal
rules, which, for instance, forbid supermarkets to sell at a loss and which regulate price
reductions. This points to the role of institutional factors in pricing, as discussed in the
second part of the article. Barrey introduces the notion of “spaces of calculation” to al-
lude to the multiple forces that influence pricing decisions in a network of social actors
and information. These include the purchasing price, marketing data, price lists as-
sembled by the headquarters, and the competition situation of the specific supermarket
for which prices are determined.

6 Conclusion

This paper provides an overview of sociological studies on prices. My starting point
was Emile Durkheim’s assertion that prices are social facts. I did not interpret this in
Durkheim’s sense that prices are determined by moral considerations of social solidar-
ity. Instead, prices are shaped in a much more general way by the social macrostruc-
tures operational in market fields. The sociological studies reviewed show how social
networks, institutions, and cultural frames shape actors’ positions in market fields, the
instruments of calculation, expectations, and perceptions of what is valuable. Social
macrostructures influence prices through their impact either on market competition or
on the preferences of actors. To explain price formation based on the forces prevailing
in the market field can be seen as the core of the sociology of prices.

The sociological insights on price formation can be connected to economic studies if
these go beyond the standard assumption that prices are determined by supply and
demand under conditions of perfect markets. Economics deviated from orthodox price
theory especially in the fields of industrial economics (Carlton/Perloft 2005) and infor-
mation economics (Akerlof 1970; Stiglitz 2000). That the idealized images of markets
survive is rather “because the idea of self-regulating economic structures holds political
appeal” (Zbaracki 2004: 1) than because of their salience in economic research.

While questions of valuation and qualification of products have recently become an
important topic in economic sociology (Beckert/Aspers 2011; Callon 1998; Fourcade
2011; Karpik 2010; Stark 2009), the explanation of prices still plays only a limited role
(Swedberg 2003; Uzzi/Lancaster 2004; Yakubovich/Granovetter/McGuire 2005). Espe-
cially the influence of regulatory institutions on prices, a very obvious field to study
from the sociological perspective, has not received sufficient attention in economic so-
ciology. This may have to do with a general reluctance of the new economic sociology
—with the exception of historical studies in the field — to study the role of state influence
on regulating the economy.
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But it is not just empirical comprehensiveness that is missing from the sociological
investigation of price formation. Theoretical synthesis is also lacking. A sociological
theory of prices should account for “how market and organizational conditions in-
fluence prices” (Uzzi/Lancaster 2004: 342). Far from such a theoretical synthesis, the
studies reviewed here bear witness to an overly empiricist approach in economic sociol-
ogy and to theoretical limitations. Studies typically demonstrate how social networks,
specific institutional regulations, or cultural frames are relevant for price formation in a
specific market, but do not aim to take into consideration the simultaneous influences
and the interaction of different social macrostructures (Beckert 2010a) in the pattern-
ing of prices.
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