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Abstract 
Processes of international development are determined by the atomistic behaviour of 
economic agents, as conceptualised by neoclassical approaches to economics, but 
are also significantly determined by processes that are possible within the system of 
constraints determined by formal and informal institutions.  This paper considers the 
relative contribution of institutional theory and power theory to the explanation of 
patterns of trade relations.  The importance of relationships in international trade is 
reinforced by the deliberate manipulation of the trade system by national 
governments and international financial institutions.  Due to the relative imbalances 
of participants in the negotiation of these trade systems, it is important to use a 
power-based analytical approach to provide a realistic account of certain elements of 
the process of international trade and, due to its redistributive implications, the 
patterns of international development.  The paper uses the case of the negotiation of 
Economic Partnership Agreements to illustrate the relevance of an Old Institutional 
Economics approach to the problem, largely based on the work of John R. 
Commons. 
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international trade relationships'  
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Introduction 
 
Attempts to explain the nature of international trade negotiations are often hampered 
by the adoption of limited assumptions regarding the nature of interactions between 
parties in negotiation, largely based on assumptions closely linked to those of 
neoclassical economics.  Whilst these models may form some ‘essence’ of the 
negotiation or exchange that occurs between international parties, the resulting 
model’s lack of realism makes it likely that the conclusions produced are limited or 
widely misleading.  To move from abstract to realistic, and from atomistic to 
aggregate models of behaviour brings in the challenge of incorporating disparate real 
world factors that neoclassical economics excludes through either a Walrasian 
conscious simplification for ‘scientific’ reasons, or through a process of editorial 
control on the elements of the modelling process in order to influence its 
development and conclusions in a particular favoured direction.  The process of 
simplification into ‘tractable’ form makes it impossible to distinguish the motive behind 
such decisions.  Regardless of motive, the ‘damage’ is done and through its 
widespread adoption has negative consequences for expectations of the process of 
international negotiation. 
 
The problem of group action has been addressed both by Keynes and his followers, 
and also by groups within economics such as the Old Institutional economists 
following the tradition of economists such as Veblen, Mitchell and Commons.  The 
Keynesian model’s radical approach using analyses of national aggregates 
revolutionised economics and its success may in a large part be blamed for the 
decline in the possibly less ambitious attempts of the general members of the OIE 
such as Commons to mitigate the failings of the mainstream economics, just as 
North’s New Institutional school has done in more recent years.  Whichever 
constitutes the better radical approach to analysis, both experimented with modes of 
aggregation that altered the perceptions of economic processes and the conclusion 
of economic models.  The application of some elements of the Old Institutional 
approach may be useful in the analysis of a ‘Bretton Woods’ problem that would have 
demanded the attention of a modern-day Keynes – that of international negotiations 
in the presence of asymmetries between bargaining parties. 
 
The issue of asymmetry and relative power in international trade negotiation has 
been discussed recently by authors such as Lawson (2007), using international 
relations models to examine the likelihood of backwards power being applied from 
lower down the supply chain to compensate the strength of richer countries in trade 
negotiations, and has concluded that such distant sources of ‘countervailing power’ 
can be useful for the analysis of many bargaining positions.  This paper, whilst 
recognising such potential roles for global civil society or other global ‘connections’ 
examines the related area of the importance of institutions in both forming reciprocity 
in the direct trade relationship and also the likelihood of lock-in.  This recognition of 
interdependence reflects the fundamental interdependence exhibited in basic 
Keynesian models, and also the work of institutional economists in the Old 
Institutional tradition. 
 



Fitzsimons PKSG 16Nov07 

 3 

Power and Institutions 
 

What is the relationship between power and institutions?  Both concepts appear 
difficult to define and equally difficult to observe, whether directly or indirectly by their 
effects.  North (1990), gives a now widely used definition for institutions that they are 
‘the formally devised constraints that shape human interaction’ (pp.3).    It suggests 
that institutions are results of formal, or explicitly defined processes of collective 
action, despite the view of Old Institutionalists, and some New Institutionalists (often 
including North himself) that institutions may also (or even predominantly) be 
informal, or implicitly defined or understood.  It suggests, secondly, that all institutions 
are deliberately devised, when Menger (1883) states that there are ‘pragmatic’ 
institutions that are susceptible to conscious manipulation by individuals or groups of 
economic agents, but also ‘organic’ institutions that are not and so instead evolve as 
unintentional consequences of other economic behaviour (Mulberg, 1995, pp.131).  
Finally, North here defines institutions as purely being constraints, when many 
institutions are seen by both Old and New Institutionalists as extending the scope of 
potential action (Commons, 1931; Coase, 1988) 
 
Table 1 Classification of Institutions 
 Constraint Extension 

Organic 
 

Social taboo 
Conventional behaviours 
 

Cultural ‘trust’? 

Pragmatic 
 

Sanctions of disapproval Collective action 

 
John R. Commons typically recognised a broader concept of the ‘institution’ defining 
it as:  “collective action in control, liberation and expansion of individual action” 
(Commons, 1931, p.648).  This appears to include many characteristics that might 
otherwise be defined as elements of ‘power’ or influence.  This concept is more 
‘reciprocal’, recognising explicitly the restrictive but also extensive nature of the 
institution.  Even this broader definition would not necessarily meet with the approval 
of Veblen, who observed the nature of institutional processes that appeared to 
achieve benefits to the interest of particular classes in the absence of any clear or 
conscious mechanism of deliberate creation.  Both Commons and North appear to 
place some emphasis on the action of constraint rather than a more passive 
manipulation or subversion of the economic process which Veblen addressed. 
 
The basic nature of power is an ability, coming from the Latin ‘posse’ (be able).  It 
can be generally defined as ‘the production of intended effects’ (Russell, 1986, p.17) 
and is more specifically defined as ‘1 the ability to do something or act in a particular 
way. 2 the capacity to influence other people or the course of events.’ (Compact 
Oxford English Dictionary).  As this suggests, a fundamental distinction can be made 
between the power to act oneself and the power to influence the actions of others.  
The latter is perhaps the more interesting form of power, depending as it does on a 
range of both direct and indirect mechanisms for its effect, and much of the analysis 
of power in sociology, political theory and international relations has concentrated on 
this aspect.  Concepts of power have been the subject of significant contests 
between groups of scholars from different approaches due to the implications of a 
definition of power for political theory and the nature of ‘democracy’ (Haugaard, 
1997).  If democracy is a mechanism for the equalisation of the power of interests in 
a society, the scope of a definition of power equally determines the scope of the 
‘legitimate’ scope of political action and analysis.  In both power theory and 
institutional theory, then, broadly ‘liberal’ academics tend to use narrow definitions 
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that consequently constrain the nature and scope of analysis within political theory or 
institutional economics. 
 
The examination of power is made difficult by its often indirect influence on actions 
and the fact that the mechanisms of power have no physically testable 
characteristics, being more abstract in their nature.  Despite this difficulty, the nature 
of society and the importance of collective group culture, co-operation and social 
capital suggest that the actions and opinions of one may influence the actions of 
another considerably.  As Weber stated, ‘in most of the varieties of social action 
domination plays a considerable role, even where it is not obvious at first sight’ 
(Weber, 1986, p.28). 
 
Power is often, therefore, discussed in a broad sense but, perhaps due to its nature, 
the method of its operation is less commonly examined, and yet this analysis is key 
to the function of power and also to attempts to counter it.  As Galbraith states 
‘Unmentioned in nearly all references to it is the highly interesting question as to how 
the will is imposed, how the acquiescence of others is achieved… In any meaningful 
reference to power, this should be known.’  (Galbraith, 1986, p.212)  The nature of 
mechanisms of power may of course be known, but those with knowledge of such 
mechanisms would through self-interest be expected to restrict others’ access to that 
information, in order to protect its value in use in interaction with others.  It is because 
of this aspect of power that information is not widely available to examine its 
operation, other than in the broadest sense.  Concepts of power are intrinsic to the 
nature of politics and political theory, however, and some measure of the nature and 
operation of power can be gleaned through the examination of political institutions 
that grow up around the operation of power, and through the changes in and 
behaviour of these institutions.  In this way, indirect indicators of the operation of 
power may be obtained that give an imprecise indication of the underlying processes. 
 
Anthropological examinations of the operation of power have been attempted by 
institutionalists such as Veblen or sociologists such as Weber, both of whom 
examined the culture and processes of economic systems.  In the institutional 
approach, the nature of institutions is thought to be determined by interests in order 
to direct or mediate individuals’ choice of behaviour in a particular direction.  Whether 
such institutions are consciously created or naturally evolved such due to the 
psychology of individuals, they act as a continuous reinforcement to the efforts of 
particular groups in the economy to redistribute resources, or otherwise alter the 
balance of economic power.  This approach is therefore quite compatible with more 
recent ‘conflictual’ theories of power such as that of Lukes (1974) which examines 
the forms of power that enable control of the behaviour of others.  It also has clear 
connections, however, with other elements of power theory such as that of Talcott 
Parsons, that recognise the scope for both consensus and also opposition or 
compulsion.  Parsons’ and other theorists such as Arendt, appear to believe that 
power as a form of compulsion involves inherent processes of consensus.  Lukes 
(1986b) cites Parsons’ suggestion that power depends on “the institutionalization of 
authority and hence the rights of collective agents to mobilize performances and 
define them as binding obligations” (cited in Lukes, 1986b, p.3).  The approach of 
institutionalists is clearly tied up with such mechanisms of power, in both the Old and 
the New Institutionalist traditions1.  
 

                                                
1
 Douglass North focussed on the process of institutionalisation of power structures in his 

earlier work, and the impact of transactions costs on changes in the institutions created – see 
for instance North (1971; 1974). 
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An influential approach to power developed by Lukes (1974) is the three-dimensional 
power theory that recognises the operation of power in three different ways 
(Haugaard, 1997).  Power may exist in a number of ways:  it generally conveys the 
ability to create changes, often in the circumstances or actions of others, acting or 
being demonstrated by abilities to make decisions (overt power); influence decisions 
or alter the structure of influences and incentives for decisions (covert power); or 
shape the preferences of individuals, and therefore subvert choices in a favoured 
direction (Lukes view of complex power) 
 
It appears to follow from much of the analysis that institutions are in some cases 
consciously created instruments of control (and therefore convey power), in the 
various forms discussed above.  John R Commons view of institutions, whilst 
underpinning the work of New Institutionalists such as Williamson, was quite different 
from the standard view of ‘constraints on individual action’.  He focussed specifically 
on negotiation and the nature of economic power:  “At the close of the negotiations, 
one of the sellers, by operation of law, transfers title to one of the buyers, and one of 
the buyers transfers title to money or a credit instrument to one of the sellers. Out of 
this double alienation and acquisition of title arises the issue of equality or inequality 
of bargaining power, whose decisions create the rules of fair and unfair price, or 
reasonable and unreasonable value.” (p.653)  His analysis tended to favour the view 
that such overt processes constituted exercise or contests of power, whilst other 
forms of manipulation were outside the sphere of ‘power’ analysis, reflecting the 
views of several power theorists.  As Carlin states, Commons view was that 
‘economic and moral power might be used by private individuals and groups, and 
while sovereign power might also be expressed in the moral and economic sphere, it 
was the "monopolization of violence" which was truly characteristic of sovereignty.’ 
(Carlin, 1952, p.383) 
 
Asymmetry and interdependence in bargaining 
 
The recognition of asymmetry problems in economics has gone some way to 
mitigating the general shortcomings of neoclassical analysis which too often 
assumed atomistic behaviour and ignored such problems as aggregation or collective 
action.  In practice many economic problems involve elements of asymmetry in the 
positions of the agents involved, and there has been a widespread adoption of the 
term within modern economics.  Institutional analysis has been key in integrating 
asymmetric concepts of bargaining processes, dependent on power theories, into the 
mainstream analysis.   The focus of authors such as Commons on economic power 
in labour negotiations, and Galbraith on countervailing power within American 
Capitalism and other economic systems has demonstrated the importance of 
asymmetries in the determination of the relative influence of institutions on individual 
and collective action.  Information asymmetry has been widely recognised due to its 
impact on the ability of economic agents to calculate accurate expectations in 
bargaining and other economic processes, and this has lead to some recognition of 
the relative power of agents within particular institutions. 
 
Asymmetries have been more widely assumed in political theory and international 
relations.  ‘Community power theorists’ developed analyses of the distribution of 
power within nations such as the US and concluded that there was little democracy in 
such systems.  Scholars such as Robert Dahl, on the other hand, developed a 
definition of power processes that depended crucially on a distinction between power 
such as demonstrated by conflict, where outcomes for one party were significantly 
affected by the other party, and power resources which had the potential to be 
brought to bear on a situation (Haugaard, 1997).  This appears to have close 
parallels to neoclassical economic theory that viewed market processes as fair 
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without particular analysis of the distribution of resources that facilitated market 
participation for actors. 
 
INERTIA in relationships - LOCK IN and trade switching 
The analysis of Dahl may be useful in explaining the outcome of international trade 
negotiations, but the importance of the theory only emerges when incorporated into a 
more general model including asymmetries of resources, and recognising the broad 
range of such resources that may be brought to bear on bargaining arrangements in 
trade.  The overall significance of a power resource lies in the ability of one side of a 
conflict to affect a change in outcome, and clearly cases of armed conflict can 
illustrate this position.  Nye’s (1990) emphasis on the importance of ‘soft power’, or 
indirect rather than direct power influences, has become popular in recent analysis 
and has helped raise the profile of alternative sources of power and influence that 
may come to play in international relations.  The approach of institutional economics 
might be used to clarify the nature of a range of ‘soft’ influences that might previously 
have been ignored. 
 
Institutional constraints may constitute a significant source of power in bargaining 
between groups that differ in ‘position’.  It is likely, based on the work of the Old 
Institutional school, that a wide range of ‘deep’ institutional factors may play a part in 
directing or mediating international negotiation from a fundamental level.  
Williamson’s (2000) review of the elements of the institutional system recognises the 
complex and often intractable elements of institutional structure that underpin activity. 
 
Table I Economics of Institutions (NIE view) about here 
 
The use of such ‘deeper’ sources of power resources is complex, and the extent to 
which particular resources may be influential may be highly relationship specific, 
such as in the case of countries with a ‘shared history’.  The possibility exists that 
strong connections at the social or cultural level may strongly influence the 
negotiation at international level, presenting as it does unexpected sources of 
‘negotiating capital’ that can be brought to bear on particular contests between 
countries. 
 
There may be a tendency of institutional ‘lock-in’ to power such as in trade 
relationships, however. 

• Sociological theories of power recognise that power is a relationship that is 
two-way – and that the dominant power exerts more force but that this 
relationship provides the dominated with some counter-power: loss of 
‘relationship capital’ creates a risk factor to decisions to change trade 
orientation.  This may perhaps constitute a form of negotiating ‘capital’ in the 
‘outside factors’ surrounding economic negotiations for weaker countries 

• The asymmetric nature of power can be seen easily in areas of international 
trade.  Negotiations are dependent on relative power, which in many cases is 
related to the country size and trade dependence of parties 

• Enforcement mechanisms are ‘legal’ in nature and therefore susceptible to 
manipulation (North’s early work).  Individual countries may be faced with 
economies of collective action that lock them into present negotiating 
arrangements and discourage switching (network analogy) 

• The context of negotiations may be an evolving set of informal institutions 
supporting the formal institutions and may endow smaller economic partners 
with relatively better power – the Belgian example in the EU (more votes than 
they ‘deserve’, ‘because its Belgium’…) 
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These constitute both overt and covert mechanisms of redistribution – or mechanism 
that exert power 
 
In essence, we can distinguish between the sources of power suggested by the work 
of Old Institutionalists such as Commons (his ‘economic power’) and a more general 
set of sources examined in the more recent debate on the role of institutions as 
endogenous determinants of economic behaviour.   
 
CASE:  The curious case of services 
Evidence on the ‘naked abuse of position’ is unlikely to be publicly available, but 
evidence of the ‘real politik’ that operates in ‘negotiations’ is much more visible.  The 
negotiation of trade deals is likely to favour large countries who may find global 
agreements strategies are dominated by bilaterally negotiation strategies – such as 
in US case in recent years (and USSR in the CMEA era).  A particularly interesting 
case is that of the European Union’s Economic Partnership Agreements – and the 
position of services within these agreements. 
 
The EU have been keen to push ‘updated’ trade agreements that are much more 
wide ranging than any previously in existence, and to standardise the approach taken 
in these.  Whilst aid reciprocity is now supposed to have ‘softened’, trade 
negotiations appear to have remained an area through which more general principles 
are forced onto less developed countries that become involved with EU negotiations.  
A particular problem has been the clear desire of EU negotiators to secure access for 
EU companies to developing markets in the service sector.  Whilst this may reflect 
the general shift in focus of European industry away from a manufacturing base, the 
evidence does not support the EU line that these liberalisation measures are key to 
the economic growth and success of African, Latin American and Caribbean states. 
 
The question of the ‘symmetry’ of power cannot easily be analysed, but by a curious 
coincidence, the willingness of European states to introduce openness within service 
sector markets is already a matter of public record.  Since the signing of the 1957 
Treaty of Rome, members of the European Economic Community and later 
European Union have been committed to the maintenance of an open market  
 
The reluctance of European states to liberalise the internal market has been one of 
the most distinctive features of the European communities.  The 1957 Treaty of 
Rome & 1958 ‘common market’ was intended to increase economic prosperity and 
contribute to an ‘ever closer union’ by: 
 

• Creating a customs union (no internal duties + CET) 

• Removing quotas so that free movement was possible 

• Allowing free movement of ‘persons…, services and, to a certain extent, capital.’  
(Source:  European Parliament, 2007) 

 
The 1985 Milan summit, almost twenty years after the estimated completion of this 
12 year, graduated process of implementation discussed the extent to which it had 
failed to materialise, despite the legislative commitment of members to these 
principles into domestic law.  This discussion produced the 1986 Single European 
Act (approved 1987) with targets that repeated the initial commitments with concrete 
proposals to enforce these in all European countries, to be completed by December 
1992.  Article 13 of the Maastricht Treaty (on European Union) stated ‘the internal 
market shall comprise an area without internal frontiers in which the free movement 
of goods, persons, services and capital is ensured according to the provisions of the 
Treaty.’ (McDonald and Dearden, 2004, p.50) 
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Services and the Internal Market – the problem of Bolkestein 
The absence of integrated markets within the EU services sector has been a long-
running problem.   
The Single European Act failed to bring about a single market 
The 2004 ‘Bolkestein directive’ attempted to solve the problem – in 2006 an 
emasculated form of the directive was adopted, but with most ‘flexible competition’ 
arrangements, such as the ‘country of origin principle’ removed. 
And even if it had remained, this would have had little impact on FINANCIAL services 
Services and the International Market – the problem of EPAs 
Europe has, externally, been keen to promote the virtues of the free competition 
which it has protected against internally 
The Economic Partnership Agreements negotiated with Africa countries  contain 
strong provisions to ensure the free access of European Services firms to African 
markets! 
 
Whilst the tussle has not been violent enough to reveal the ‘bulldogs’ of Churchill’s 
political analogy, African negotiators have clearly become desparate to use external 
pressures and relationships – seeking to activate an external power base that might 
support their negotiation of value in the agreements (see Lawson, 2007) 
 
“On negotiations in services, we have noted the intention of the European 
Community to seek extensive opening of African services sectors. We re-commit 
ourselves to pursuing the architecture under the WTO General Agreement on Trade 
in Services, of a positive-list approach, and underscore the absolute need for a 
carefully managed sequencing of services liberalisation in line with establishment of 
strong regulatory frameworks. We therefore shall not make services commitments in 
the EPAs that go beyond our WTO commitments and we urge our EU partners not to 
push our countries to do so. We expect and call upon the European Community to 
open up its services sectors in favour of African countries to satisfy, as the barest 
minimum, the requirements under Article V of GATS of substantial sectoral coverage 
and elimination of substantially all discrimination.” African Union (2006) Nairobi 
Declaration on EPAs,p.4 
Overall 
The attempts at EPA negotiation show significant power asymmetries 
The African countries are not seeking to break trade negotiations 
African states are attempting to mobilise third-party support to expand the negotiation 
beyond a standard bilateral negotiation, utilising ‘institutional constraints’ such as 
external political support and civil society 
 
 
 
Conclusion 
 
The lack of symmetry between internal and external EU negotiations reveals the 
extent of their bargaining power 
 
 
The issue of asymmetry and relative power in international trade negotiation has 
been discussed recently by authors such as Lawson (2007), using international 
relations models to examine the likelihood of backwards power being applied from 
lower down the supply chain to compensate the strength of richer countries in trade 
negotiations, and has concluded that such distant sources of ‘countervailing power’ 
can be useful for the analysis of many bargaining positions.  This paper, whilst 
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recognising such potential roles for global civil society or other global ‘connections’ 
examines the related area of the importance of institutions in both forming reciprocity 
in the direct trade relationship and also the likelihood of lock-in.  This recognition of 
interdependence reflects the fundamental interdependence exhibited in basic 
Keynesian models, and also the work of institutional economists in the Old 
Institutional tradition. 
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Table I Economics of Institutions (NIE view) 

Level  Frequency 
(years) 

Purpose (NIE view) 

L4:  Neoclassical 
economics/agency 
theory 

Resource allocation 
and employment 
(prices and quantities; 
incentive alignment) 

Continuous Get the marginal conditions 
right.  3

rd
 order economizing 

L3:  Transaction cost 
economics 

Governance:  play of 
the game – esp. 
contract (aligning 
governance structures 
with transactions) 

1 to 10 Get the governance 
structures right.  2

nd
 order 

economizing 

L2:  Economics of 
property rights/positive 
political economy 

Institutional 
environment:  formal 
rules of the game – 
esp. property (polity, 
judiciary, 
bureaucracy) 

10 to 100 Get the institutional 
environment right.  1

st
 order 

economizing 

L1:  Social theory Embeddedness:  
informal institutions, 
customs, traditions, 
norms, religion 

100 to 1000 Often noncalculative; 
spontaneous 

Source:  adapted from Williamson (2000) p.597.  Each level determines the institutions of that level 
above, and is in turn susceptible to feedback effects from those institutions above.  North (1971) calls 
levels 1&2 fundamental/primary and level 3 secondary institutions.  The classification of the formal, 
hierarchical and market levels as ‘economizing’, and the social level ‘non-calculative’ reflects the NIE, 
and particularly not the OIE, view of social institutions. 


