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This paper argues that the defining feature of the contemporary trans-
atlantic exchange is the political acceptability of institu-
tional changes. The diffusion of ideas and methods poses
the problem of complementarities between the existing
practices and the new ones. Complementarities are not
simply determined by technology, but are influenced 
by cognitive and cultural factors and by politics.
Complementarities mean that countries will differ in what
they can adopt. Sometimes, new practices are not compa-
tible with old ones. More interestingly, even when there
are no conflicts in practices, institutions may not be com-
patible. These problems can be analyzed as a combinato-
rial problem that can be represented by a simple Boolean
algebra. Using these ideas, the paper argues that the cur-
rent debate in France over such issues as compensation
poses broad political and cultural questions regarding the
future of French society and the viability of the French
national system. In contrast, the United States is an open
international system, where its deficits in worker training
are compensated by a highly crafted immigration policy
to attract foreign labor. The French and American systems
can co-exist and each can achieve a set of goals compa-
tible with their national aspirations.
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The New American Challenge
European Corporate Strategies and Policies*

“Legions, raw materials and capital are no longer the marks or
instruments of power. And factors themselves are only an external
sign thereof. Nowadays, strength means capacity for invention,
i.e. research; and the capacity to incorporate inventions in pro-
ducts, i.e. technology. The deposits to be tapped are no longer in
the earth, in numbers or in machinery. They are to be found in
minds, more specifically in the aptitude of men to reflect and
create […]. In this notion of profit, which it is good form to praise
indiscriminately today, […] real profit for both companies and
society consists of the fruits of innovation”.

Jean-Jacques Servan-Schreiber, Le défi américain,
Denoël, 1967, p. 293.

At the end of the 60s, the American challenge that Jean-Jacques Servan-
Schreiber and his team had identified was already that of innovation.
Moreover, computers were already at the heart of this challenge, that of
the emergence of the “post-industrial society”. Yet Europe had taken up
the challenge of growth after the Second World War. The major Euro-
pean countries, like Japan, had done a remarkable job of catching up,
with productivity growing at a faster pace than the US for many years.

The building of Europe was a fundamental element of the catching-up
process, as was forecast by Servan-Schreiber, who urged the Euro-
peans to step up their integration. Moreover, European benefited from
its status of follower; European companies adopted the organizational
and managerial principles that American groups had developed in
between the two world wars. The presence of US companies in Europe
facilitated the transfer of knowledge and practices by both stimulating
competition and providing models.

7
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In the 80s, the American challenge gave way to the Japanese one,
which in turn was also successfully taken up by both American and
European companies. Once again, the challenge was organizational in
nature, and companies were often able to adapt Japanese organiza-
tional principles, in order to boost productivity and quality simultane-
ously.

The new American challenge appears different in nature. This time
around, as far as companies are concerned, it is institutional rather than
organizational, and implies changes in the economic and social orga-
nization. The aim is to take advantage of the wave of Schumpterian
innovation underlying the innovation-driven growth which the US has
witnessed during the 90s. Thus, the debate on the determinants of com-
petitiveness has been enlarged and enriched during the beginning of
the 80s and the diagnosis of Euroschlerosis which had stimulated the
plan for a single market.

The aim of this series of the series of “Notes de l’Ifri” on The New
American Challenge is to better appreciate its nature and to examine
the means which Europe employs, or could employ, to meet this chal-
lenge. Some contributions focus on corporate strategies, which differ
significantly from previous decades in the context of globalization.
Other papers provide a complementary analysis of public policies. In
particular, they stress that promotion of innovation and new technolo-
gies does not depend solely on innovation policies, but rather on what
one could call the policies of change. The issues tackled, ranging from
technological innovation to work organization, make it possible to take
up a major topic in the context of globalization, that of convergence –
or lack thereof – with regard to national systems.

Frédérique Sachwald
September 2000
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Le nouveau défi américain
Stratégies d’entreprises et politiques européennes*

« Ni les légions, ni les matières premières, ni les capitaux ne sont
plus les marques, ni les instruments de la puissance. Et les usines
elles-mêmes n’en sont qu’un signe extérieur. La force moderne,
c’est la capacité d’inventer, c’est-à-dire la recherche ; et la capa-
cité d’insérer les inventions dans les produits, c’est-à-dire la tech-
nologie. Les gisements où il faut puiser ne sont plus, ni dans la
terre, ni dans le nombre, ni dans les machines. Ils résident dans
l’esprit, plus précisément dans l’aptitude des hommes à réfléchir
et à créer.[…] Dans cette notion de profit, dont il est de bon ton
de faire l’éloge indiscriminé aujourd’hui, […] ce qui est le profit
réel pour l’entreprise comme pour la société, c’est le fruit de l’in-
novation ».

Jean-Jacques Servan-Schreiber, Le défi américain,
Denoël, 1967, p. 293.

À la fin des années 60, le défi américain que Jean-Jacques Servan-
Schreiber et son équipe avaient identifié était donc déjà celui de l’in-
novation. De plus, l’informatique était déjà au cœur de ce défi, celui de
l’émergence de la « société post-industrielle ». Pourtant l’Europe a
relevé le défi de la croissance après la Seconde Guerre mondiale. Les
grands pays européens, comme le Japon, ont opéré un remarquable rat-
trapage, avec une croissance de la productivité qui a longtemps été
supérieure à celle des États-Unis.

La construction européenne a constitué un élément fondamental du
rattrapage, comme le prévoyait d’ailleurs Jean-Jacques Servan-
Schreiber qui exhortait les Européens à accélérer leur intégration.
L’Europe a d’autre part bénéficié de son statut de suiveur ; les
entreprises européennes ont notamment adopté les principes d’organi-
sation et de gestion que les groupes américains avaient mis au point
dans l’entre-deux-guerres. La présence d’entreprises américaines en

9
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Europe a facilité les transferts de connaissances et de pratiques, à la
fois en stimulant la concurrence et en offrant des modèles.

Dans les années 80, le défi japonais a succédé au défi américain. Lui
aussi a été largement relevé, à la fois par les entreprises américaines et
par les entreprises européennes. Il s’agissait à nouveau d’un défi
organisationnel, et les entreprises ont souvent été en mesure d’adapter
les principes d’organisation japonais pour accroître simultanément la
productivité et la qualité.

Le nouveau défi américain apparaît d’une autre nature ; non plus
organisationnel pour les entreprises, mais institutionnel impliquant des
changements dans l’organisation économique et sociale. Il s’agit en
effet de réussir à tirer parti de la vague d’innovation schumpeterienne
qui sous-tend la croissance fondée sur l’innovation qu’ont connue les
États-Unis depuis les années 90. Les débats sur les déterminants de la
compétitivité se sont donc élargis et enrichis depuis le début des
années 80 et le diagnostic d’eurosclérose qui avait stimulé le projet de
marché unique.

L’objectif de cette série de « Notes de l’Ifri » sur Le nouveau défi
américain est de mieux apprécier sa nature et d’examiner les moyens
que l’Europe met en œuvre, ou pourrait mettre en œuvre, pour le
relever. Certaines contributions se concentrent sur les stratégies des
entreprises, qui diffèrent sensiblement des décennies précédentes dans
le contexte de la mondialisation. D’autres « Notes » analysent de façon
complémentaire les politiques publiques. Elles soulignent notamment
que la promotion de l’innovation et des nouvelles technologies ne
relève pas des seules politiques de l’innovation – mais plus de ce que
l’on pourrait appeler des politiques de changement. Les questions
étudiées, de l’innovation technique à l’organisation du travail, permet-
tent d’aborder un thème majeur dans le contexte de la mondialisation,
celui de la convergence – ou non – des systèmes nationaux.

Frédérique Sachwald
Septembre 2000
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Abstract

The Transatlantic Exchange
of Ideas and Practices:

National Instiutions and Diffusion

This paper argues that the defining feature of the contemporary
transatlantic exchange is the political acceptability of institutional
changes. The diffusion of ideas and methods poses the problem of
complementarities between the existing practices and the new ones.
Complementarities are not simply determined by technology, but are
influenced by cognitive and cultural factors and by politics. Comple-
mentarities mean that countries will differ in what they can adopt.
Sometimes, new practices are not compatible with old ones. More
interestingly, even when there are no conflicts in practices, institutions
may not be compatible. These problems can be analyzed as a combi-
natorial problem that can be represented by a simple Boolean algebra.

Using these ideas, this paper argues that the current debate in France
over such issues as compensation poses broad political and cultural
questions regarding the future of French society and the viability of the
French national system. In contrast, the United States is an open inter-
national system, where its deficits in worker training are compensated
by a highly crafted immigration policy to attract foreign labor. The
French and American systems can co-exist and each can achieve a set
of goals compatible with their national aspirations.
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Résumé

La diffusion transatlantique
des idées et des pratiques :

le rôle des institutions nationales

L’acceptabilité politique du changement est actuellement l’un des
thèmes qui définissent le dialogue transatlantique. La diffusion inter-
nationale des idées et des méthodes pose le problème de la complé-
mentarité entre les pratiques nationales actuelles et nouvelles. Les
complémentarités ne sont pas uniquement déterminées par la tech-
nologie, mais sont aussi influencées par des facteurs cognitifs et 
culturels, ainsi que par le contexte politique. L’existence de telles 
complémentarités implique que les pays diffèrent dans leur capacité à
adopter de nouvelles pratiques. En effet, des innovations en matière
d’organisation du travail par exemple peuvent être souhaitables, mais
incompatibles avec des pratiques nationales existantes. De plus, alors
même que les pratiques seraient compatibles, les institutions peuvent
ne pas l’être. Ces questions sont analysées comme un problème de
combinatoire, qui peut être représenté grâce à une application élémen-
taire de l’algèbre de Boole.

Cette « note » s’appuie sur cette approche et suggère que le débat en
France sur des questions telles que l’évolution des rémunérations pose
des problèmes politiques et culturels très larges touchant à la viabilité
du système national français. À l’opposé, les États-Unis constituent un
système ouvert, où les déficits en matière de main-d’œuvre qualifiée
sont compensés par une politique de l’immigration parfaitement adap-
tée à l’attraction des travailleurs étrangers. Les systèmes français et
américain peuvent-ils co-exister et atteindre un ensemble d’objectifs
compatibles avec les aspirations nationales ?
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Introduction

The re-emergence of the US economy in the world economy at the
close of the 20th century is coupled closely with the resurgence of its
high technology industries. The structural adjustments in the older
industries of steel, textile, and mining having been made in the 80s and
90s, US productivity growth boomed in the new information sectors,
especially in computers.1 This growth has served as an engine for
increasing corporate profitability that has, in turn, funded new invest-
ments and job creation. In all, the effects of this new economy have
followed a classic economic pattern common to all countries.

The stunning productivity growth, low unemployment, and leadership
in the new technologies are the features that characterize the new
American challenge. Why the US should lead in the developed world
economy in these areas is a question that is not at all well explained by
the usual aggregates of labor and physical and human capital. It is not
surprising, therefore, that the discussion of the sources of American
growth has led to a search for the institutions, rather than factors of
production, that foster high productivity and technological leadership.

There are several institutional facets peculiar to the United States that are
widely believed to have stimulated the growth of the new economy.
These facets of flexible labor markets, venture capital, and porous
boundaries between universities and research have permitted new indus-
tries, largely in technology intensive sectors, to be created in the United
States more rapidly than elsewhere. In France, for example, there have
been important efforts to increase venture capital and new firm equity
listings and to allow scientists and research centers to commercialize
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themselves their scientific findings. The American resurgence is, far
more so than in the 60s, understood to be an institutional challenge.

This attention on the US resurgence strikes a familiar note sounded in
the celebrated book of the late 60s by Jean-Jacques Servan-Schreiber
(1967). Yet, the comparison is also misleading. He proposed that
American economic dominance stemmed from the operating effi-
ciency of large multinational corporations. He cited above all that
American strengths derived from efficient practices that the large
multinational corporation brought to Europe. The most radical insight
of this book—which is still sorely neglected in current discussions on
the US resurgence—is that organizing principles, not technologies,
drove the success of the American company.

This book had the effect of re-enforcing a trend already long underway
in Europe, namely, the move toward the amalgamation of smaller
enterprises into large corporations. In fact, in many European coun-
tries, the largest firms came to dominate their national industries in
larger proportion than the American case.2 Large firms are, or so was
the implication, simply a shorthand way of saying better practices.

In retrospect, this Transatlantic diffusion did not challenge the domi-
nant institutional frameworks that developed in many European States.
It was a diffusion that largely left its legacy in the legitimation of the
large corporation, on the one hand, and in the adoption and re-working
of practices. These practices consisted of accounting, divisionaliza-
tion, pay incentives, and the rationalization of materials, among many
others. The rise of the American consulting firms, and their inculcation
in Europe, rode upon this rising sea of operating practices that swept
eastward from the US.3 It were these practices, such as swept under the
rubric of “Fordism”, that provided firms with the capabilities to com-
pete effectively in world markets. Thus, American practices, if
adopted, lead to American capabilities. At least such was the claim.
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In the minds of many commentators, these practices were linked to the
institution of the large corporation. Only in this regard did American
practices become linked to an institutional challenge. In fact, for many
contemporaneous with Servan-Schreiber, the post-war period pre-
sented the increasing powers of the State and economic planning
across all industrial countries. If there were to be an equifinality
towards which all countries converge, it would be the powerful Key-
nesian State that regulated and managed the economy.4

This belief in the large firm and State appears anachronistic, and yet
this is perhaps the enduring lesson. It is this ambiguity in the efficacy
of institutions and practices that is the outstanding feature of the diffu-
sion of economic knowledge. As a consequence, the diffusion of
knowledge is always accompanied by a debate among competing ideas.

The new American challenge poses concretely the problem of identi-
fying complex causality and competing explanations. The desire to ape
the technological and economic performance of the United States has
called for the creation of more entrepreneurship, which in turn is
believed to be the outcome of venture capital and mobile labor mar-
kets. Largely independent of this particular challenge, European finan-
cial markets have increasingly confronted pressures from large Amer-
ican institutional investors to create greater transparency, to restructure
large holding companies, and to reduce fiscal impediments to devel-
oping equity markets.

This new American challenge is then a composite of two forces. It con-
sists on the one hand of financial market pressures for institutional
change that fall under the rubric of globalization. On the other hand,
the new American challenge is embodied in the commercial competi-
tion driven by new technologies that induces indirectly a call for
changes in labor and educational institutions. In both cases, the debate
over practices and institutions is reflected in a debate over ideas about
the causal relationship between new institutions and performance and
the political ramifications. Thus, integral to the ideological debate is
the inherent ambiguity over what are the better practices and over the
politics of change.

15
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institutional analysis. To a surprising extent, the varieties of national
system approaches return to an older body of ideas associated with
functionalism. What this analysis shows is that ambiguity is inherent in
deciphering causal effects. Even in the case of bootstrapping from
what is known, many possible evolutions are feasible. Politics and ide-
ology are not so much the consequence as the necessary components
to stabilize national institutions into believed coherent systems. Adap-
tation is possible exactly because these systems are coupled not by
technological givens, but by nominal beliefs.

I illustrate this approach by considering the diffusion of practices,
institutions, and people. I show that the United States stands out as a
particularly unusual national configuration of institutions, because it
represents an “open system” that serves as a source for world innova-
tion, while being deficient in some of its own institutions. This analy-
sis raises the issue of whether the American model can, and should, in
fact be imitated by other countries. France, in turn, is currently
engaged in a deep debate over such practices as stock options. This
debate is lodged within the ideology of the importance of adopting for-
eign practices to improve performance, but in the peculiar form that
certain factors, namely managers, clearly benefit. Whether adopting
such practices constitute Pareto improvements are very unclear.

� 1. A Boolean primer on institutions and
practices

The literature on the varieties of capitalism varies widely in approach.
Some approaches consist of the claim that countries are different in
their business systems and offer a list of factors by which to make
comparisons. Or sometimes an approach simply claims that institu-
tions matter and countries differ in their political ideologies and econ-
omy in how they achieve social consensus.

More ambitious approaches ride upon notions of complementarities
and institutional equilibria. In one version of this approach, a country
is characterized by a number of actors who are institutionally repre-
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sented. They achieve a political balance that also permits effective
coordination in the workplace. It is this coupling between institutions
that permit the political entente among corporatist actors that support
the coupling in better practices.

A good example of this latter approach is the work of David Soskice
on Germany. Soskice (1990) proposes that the institutions of labor,
enterprise hierarchies, banking, and business associations characterize
Germany as an ideal type of “corporatist” solution to social coopera-
tion. Each of these institutions are represented by formal institutions or
dominant actors (the Central Bank and governments also play a role.)
These institutional actors bargain to create a “high equilibrium” that
supports the coordination of work to produce quality export-oriented
products.

Thus, the national systems approach poses a theory that explains the
composition of institutions and their relation to economic performance.
These theories are often fitted to rich country cases and suggest that the
observed institutions are complements, that is, the bundling of specific
institutions are sufficient for explaining the economic performance.

To validate such claims, some comparative studies try to isolate an
effect by quasi-experimental design. For example, Bendix (1956) in
his study on the relationship of authority systems to national develop-
ment chose Russia, the UK, Germany, and the United States as four
countries, each which occupied a single cell in his two-dimensional
framework. Since he had two causes and four countries, he effectively
created a 2 by 2 factorial design.

The construction of experimental design using a small number of cases
is a common template used in comparative research. Charles Ragin
(1987) offers the most rigorous treatment of this approach that can
serve as a canonical model in comparative international business
research. Ragin formalizes and extends the comparative method of
John Stewart Mills by using a few simple rules of Boolean algebra.

Consider the argument of Masahiko Aoki (1990) that the strength of
the Japanese firm relies upon three duality principles that can be sum-
marized as the joint presence of the main banking system, vertical
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ranks for promotion, and horizontal control among workers and sup-
pliers.8 He argues that when these three elements are present, they pro-
duce a truth condition of a high performing economy. We can repre-
sent this by the following claim:

Main Bank Vertical Rank Horizontal Control
Truth Condition:

Performance

1 1 1 1

The ones indicate that these conditions are present. Aoki proposes in
other words a 3 factorial design. To consider all the possible cases (that
is, combinations), we would need to look at 23 or 8 combinations. Of
course, Aoki does not engage in this comparison and is content to pro-
pose his theory as “fitting” the Japanese case. Most of the studies con-
ducted in relation to his theory have looked at variations within Japan,
especially between firms that belong and do not belong to business
groups. Of course, these studies run into a selection bias (they are
already chosen to be members or not prior to looking at performance).
Nor do they test at all adequately the claim that all three principles
must be present in order to achieve high performance. Yet these stud-
ies are reasonable first approaches to look at how institutions influence
performance within a country.

However, this approach is not adequate for deriving any solutions
regarding whether these three duality principles have an effect on per-
formance in other countries. This point is not minor, as there has been
a significant amount of policy advice given to countries to adopt for-
eign institutions as a whole because of their jointness and their proven
value in producing high performance outcomes.

The extrapolation of these findings to other countries is stymied by
four problems. The first one is easily treated and is an example of spu-
rious causality as delineated by Simon (1957). This problem is easily
treated by Ragin’s comparative Boolean methodology. In particular,

20
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we will utilize the following Boolean rule. A cause A can be present
(denoted as “A”) or absent (denoted as “a”). In one case AB are two
factors that are both present and are associated with a truth condition
of high performance. In a second case, factor A is still present but fac-
tor B is not, and yet the outcome is still high performance. By Boolean
algebra, given that the truth condition is the same, AB + Ab = A. In
other words, only cause A is causally related to the outcome of high
performance. Indeed, for this comparison, A is sufficient to cause high
performance. In the absence of other causes, A also appears as a nec-
essary factor.

Let us reconsider the Aoki formulation more carefully. Using now our
binary symbols of 1 and 0 rather than upper and lower case letters, we
can represent Aoki’s claim, as we saw, as mapping the combination of
{1 1 1} to the condition of high performance. What if we found a sec-
ond country, say Korea, that had only two of these conditions but still
had high performance? Comparing the two cases, we have

Japan: 1 1 1

Korea: 1 0 1

We can now conclude that only the first and third causes are causal;
condition two is eliminated by Boolean algebra.

The second problem falls under the label of functional equivalence, as
first analyzed and studied by Merton (1949). To illustrate this problem,
consider a case where we compare Korea to a third country, say
France, both of which are high performing (if it seems unfair to com-
pare rich France to moderately rich Korea, keep in mind that there are
much poorer countries than Korea. Sample selection issues remain
critical to this methodology too!). By assumption, these two countries
have the following configurations:

Korea: 1 0 1

France: 0 1 0

We cannot reduce these expressions further. They represent func-
tionally equivalent institutional configurations to achieve high per-
formance.
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Now this conclusion might be troubling to our penchant to want mat-
ters to be more precise, such as there is one configuration that domi-
nates all others. But as we have learned from the literature on the vari-
eties of capitalism (e.g. Berger and Dore 1996), there are many ways
by which countries can achieve similar performance outcomes despite
different institutional configurations.

The problems of spuriousness and functional equivalence are easily
dispatched by the application of a Boolean methodology. However,
our third and fourth problems are not fully resolvable. The third is the
problem of insufficient variety in the empirical data. As noted earlier,
Aoki’s three factorial design implies 8 distinct configurations. These
are {0 0 0} {1 0 0} {1 1 0} {0 1 0} {0 0 1} {1 0 1} {0 1 1} {1 1 1}.
What if history does not provide all these experiments? Or what if the
research design did not generate a fully saturated model by the force of
its sampling methodology?

It is easy to see that we can make an error. Consider the case in which we
have sampled Japan and Korea as before in the first two rows and then
subsequently consider the case of a third rich country called the US:

Japan: 1 1 1
Korea: 1 0 1
US: 0 1 0

Clearly, we can no longer decide to eliminate the second cause. In fact,
this second cause appears as sufficient, but not necessary in order to
have a rich outcome. We have now two configurations that are sug-
gested by Boolean reduction. This analysis reduced the complexity of
the three cases to two configurations.

Of course, we can in some cases generate “what if” cases based on the
empirical data. We know by de Morgan’s law that these two state-
ments are equivalent: both France and Germany do not like wine and
neither France nor Germany likes wine. We can use this rule on the
empirically-observed configurations to generate unobserved cases.

The last problem is the perennial obstacle of omitted variables. It is
always the case in empirical research (and in theorizing) that we have
neglected variables that not only do not matter but also interact with
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the variables we have chosen. In econometrics, there are statistical
treatments to eliminate unobserved heterogeneity (as discussed ear-
lier), but these treatments are themselves guesses about the distribution
of the unobserved error; they do not handle issues of complex interac-
tions.

The effect of the problem of complexity is easily represented by
Ragin’s Boolean approach. Consider a comparison of Japan and Chad;
Chad looks the same as Korea but is poor. We could conclude that the
absence of the second factor is causally responsible for poverty by ana-
lyzing the following configuration.

Japan: 1 1 1
Chad: 1 0 1

But we already know that Korea has the same configuration as Chad
and it is relatively rich. The contradiction indicates that there is a prob-
lem due to an omitted variable and an incomplete theory. If we add in
a fourth condition, we might have:

Japan: 1 1 1 1
Korea: 1 0 1 1
Chad: 1 0 1 0

Now we see that the fourth variable is causally responsible. But we
discovered this only because there was a logical contradiction, and
because we expanded our theory to look at a variable in which Japan
and Korea agree but Chad differs. It almost looks as if we cooked the
books. Theorizing country differences that do not permit testing is
indeed an exercise in exotic and imaginary cuisines. Yet theorizing is
indisputably required in order to guide the choice of variables and to
prevent the list-like presentation of country differences that is often to
be found in the literature.

Boolean algebra does not eliminate all inherent complexity in causal
relationships. It does provide, however, a methodology by which to
sample countries (i.e. saturate the design) and to characterize the fac-
torial combinations as necessary, sufficient, or causally unrelated. This
approach has always been implicit in country comparisons, but yet
rarely explicit as a template for conducting comparative research.
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1.1. Boolean algebra of diffusion

The national system literature presents countries as independent exper-
iments, sometimes precariously balanced in an equilibrium in which
all actors must continue to agree to perform. However, it is also clear
that practices and institutions diffuse across borders. How can we
understand the study of Eleanor Westney (1987) on the importation of
organizational forms into Japan if we contend that organizational
effectiveness is contingent upon rigid institutional configurations?
Similarly, the work of John Paul MacDuffie (1993), indicates that
American factories can adopt Japanese practices (in configurations)
and achieve high performance productivity in the US despite different
institutions?

Diffusion presents thorny issues to national systems. The problem is
that there has been a failure in theory at two levels. The first is to sep-
arate the effects of genesis from diffusion. It is perhaps true that certain
institutional configurations gave rise to particular practices; this is his-
torical causality. But once such practices are known, they may diffuse
to other institutional conditions.

The second level is a failure to understand that actors are far more
adaptive than implied by these comparisons and that these practices
themselves undergo radical re-interpretations. Within the corporatist
balance of Germany, practices at the firm or factory level may change,
sometimes by diffusion, but in the context of a discursive search
among actors to adapt these practices. It is surely more complex to
adapt when practices challenge existing categorizations of work
encoded in an existing division of labor, such as skill categories that
are tied to prestige and to wages. Yet even here, the political balance
among corporatist actors at the macroeconomic level need not be
tightly coupled with the changes in work practice adaptations at the
microlevel of work and industrial organization.9

Work on diffusion is still pretty much trapped in fairly crude analyses
that once characterized national comparisons, that is, studies look at
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how a practice diffuses and by what channels. There is a growing lit-
erature on the difficulty of adopting certain kinds of knowledge (e.g.
Zander 1991) and a fledgling body on institutional and political resis-
tance to the adoption of these practices (Kogut and Parkinson 1993,
Boyer 1996, Berger and Dore 1996). These studies need to be joined,
but they are theoretically quite distant.

As a first pass, let us consider the case of the adoption of a practice by
a French firm that is institutionally neutral. In this case, the problem is
largely cognitive, for the adopting firm needs now only to understand
the right causal combination and to adopt the various elements. The
French firm is organized as a hierarchy, with banking investors, and
internal recruitment of top managers. We can characterize this system
then by the following summary:

Hierarchy Internal Recruit
Truth Values:

Performance and Quality
1 0 1 0

Consider now an American firm that has a different organizational
structure of

0 0 1 1

In other words, the American firm produces at the same level of effi-
ciency as the French firm but at better quality. What can the French
firm do? It has control, subject to its negotiations with its managers,
over the degree of hierarchy and its internal recruitment (indeed, the
80s revolution in American corporate life resulted in flatter hierarchies
and more external recruiting [Useem 1996]). Given this, the French
firm can make three changes.10

Hierarchy Internal Recruit
Truth Values:

Performance and Quality

1 0 ? ?
0 1 ? ?
0 0 ? ?
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It becomes transparent right away that there are many experimental
outcomes, as each configuration can take on four different combina-
tions of truth values. This is complicated, so we can make our lives
easy by assuming that productivity does not decline.

Of the three possible changes two cases represent hybridization, very
much in the sense of Boyer (1998), by recombining American and
French practices. These two recombinations represent feasible paths
from the French system. It is possible, of course, that these hybrids are
superior to the American configuration, in which case there might be
reverse diffusion. The third case (in bold) is Americanization, with the
wholesale adoption of the American configuration. If the two first
cases both lead to high quality and high productivity, then they are
functionally equivalent. If neither works, then the firm is constrained
to choose the American configuration.

It should be clear that even in this easy case, finding the right solution
is not easy. We have restricted the choice to two factors. Of course,
there might be more elements. In addition, a firm might be unable to
run all these experiments. As a consequence, it might observe other
firms that have experimented, or it might hire consultants. Of course,
even then, borrowing might be too inclusive and practices might be
borrowed that have little to do with performance. They are like the
hitch-hiking genes in genetics, bits of practices that have no clear
causal outcome.

1.2. Institutional influences

Even in the third case, the new configuration may not do well because
of interactions with French institutions. This is the problem of omitted
variables discussed above. In this case, the initial configuration might
have to include the influence of institutions, e.g. the type of external
financial market. In effect, we are now combining practices with insti-
tutions and are considering two levels of analysis. In this wider con-
sideration, the initial configuration is the following:

Hierarchy Internal Recruit Bank Finance Truth Values:
Performance and Quality

1 1 1 1 0
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Here, a value of 0 for bank finance means that the firm relies upon
equity markets. If the external financial institution is a fixed constraint,
there are three possibilities:
1. how a firm finances does not matter to performance;
2. finance matters in conjunction with some configurations but not all;
3. how a firm finances is a necessary condition (with equity finance
required in order to achieve quality).

The first possibility represents a null hypothesis. The second possibil-
ity suggests that French firms can adopt hybrid forms that suit the
national conditions. For different countries, there will be different con-
figurations of practices that generate both high productivity and high
quality. An obvious point is that there is not a single best set of prac-
tices. But the more important point is that what gets diffused, or should
be diffused, from a source country (e.g. the US) varies from country to
country. In Italy, given its small firm structure, the adoption of Amer-
ican corporate organization might well decrease productivity. At the
same time, external recruiting of managers might help performance.
The idea of core practices is, then, possibly wrong, for it presumes that
there are necessary practices. As we have seen, diffusion of practices
from one country to the next can be compatible with multiple configu-
rations.

The last possibility poses the problem of institutional change. For if
French firms wish to achieve both quality and productivity, then there
will have to be changes in financial markets. Institutional change is
different than adopting practices, for it concerns the social and politi-
cal agreements among diverse actors. In this wider consideration, not
only cognition is a problem (that is, do managers and workers recog-
nize the evidence for a better practice) along with the internal politics
of the firm, but also the credible commitments made by various parties
to institutions.

Institutional change poses, then, particular problems for diffusion of
practices. Of course, the example of superior American quality might
seem anachronistic—if it was ever valid. But if we switch the truth
value to radical innovation, and the financial system under considera-
tion to be venture capital (or its absence), we have indeed posed pre-
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cisely the contentions in the popular press that financial markets are
critical for the new economy success of the United States. And in fact,
France, Germany, and other countries have introduced new stock mar-
kets to provide incentives (through initial public offerings) for venture
capitalists.

Yet even the simple idea of introducing a stock market for small firms
can pose complex institutional interactions. We have not, therefore,
entirely treated the problem of institutional change. For the problem is
rarely simply altering a single institution, but rather the consideration
of a change on the ensemble of interacting institutions.

Again, an illustration might help. If we return to Soskice’s description
of Germany, the corporatist economy is a fragile balance between
competing interests. German financial institutions interact with central
bank powers and with national and sectoral unions that bargain for
wages. The logic of adopting new practices might require changes in
an institution. However, changing a given institution might itself cause
national agreements to decay.

Thus, it is not simply an issue of whether a firm should equity finance,
but how this affects the strategic behaviors of other economic actors.11

However, the external shareholder representatives of American finan-
cial institutions still must sit on supervisory boards consisting of 50%
worker and managerial delegates. Whether such piecewise institu-
tional changes are possible have yet to be fully observed. Clearly, such
proposals are rejoined with an active debate among the institutional
actors.

1.3. Learning to like root beer

This scenario of the crisis of institutions is a common feature to the
current debates in many countries regarding the impact of globaliza-
tion and the new economy. In part, this debate is about power; and in
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part it is about persuading each other what needs to be adopted and
changed. Given the causal complexity, these debates will be decided
not on the technical proof of what matters, but by the power of ideas in
politicized contexts.

However, the characterization of national systems as complementary
institutions that support production and innovation within a political
equilibrium begs the underlying question of when practices and insti-
tutions are complements. It is obvious that there are sometimes techni-
cal complements. An example is the integer problem in production
planning: if a steel blast furnace works optimally at 4 million tons
capacity and the iron foundary at 3 million tons, then the optimal con-
figuration is 3 blast furnaces and 4 foundaries. Of course, technical
complements do not seem to cover many of the practices discussed in
the work practice literature. Hence, complements are sometimes seen
as sociotechnical (MacDuffie 1993) or cultural such as in payment sys-
tems (Ichinowski, Shaw and Prennushi 1997). Game theory thinks of
complements in terms of strategies, or in the credible commitments
required to render credible a course of action.12 Clearly, the term is
more flexible than that suggested by the national systems literature or
our Boolean algebra.

In this regard, it is important to remember that complements are often
issues of tastes in the sense of aesthetics or proper behavior. This con-
sideration may seem to stretch the meaning, but it is critical to under-
standing the potential for adaptability. In cuisine, we clearly accept
that complements are cultural. White wine is not drunk with most
cheese in France but is in California; corned beef and mayonnaise is
possible I am told in the US Midwest but not in New York.

Similarly, debates on the virtues of paying stock options are often
couched in arguments regarding complements (e.g. to motivate our
managers in decentralized hierarchies we have to pay them options—
the italics indicate the complements). Yet the opposition to stock
options often argues that they are tasteless or unfair. Accordingly, in
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this complex space of culture, technologies, and strategies, there are
far more possibilities for adaptation within national systems than pre-
sumed. For surely the attitudes towards money and other economic
transactions have changed over the centuries (see the wonderful study
by Zelitzer (1978) regarding life insurance policies in the late 19th cen-
tury America). In this regard, Boltanski and Chiapello (1999) are right
to stress the importance of the transformations in the artistic and social
critiques of capitalism for understanding the adaptive potential of cap-
italist economies and their variations and national varieties. To a large
extent, adopting complementary practices is a matter of making cul-
turally acceptable what had been anathema before.

� 2. Empirical cases of diffusion
The national systems models provide the starting-point for under-
standing diffusion within varying institutional contexts but understate
the adaptive potential of economic and political actors to re-interpret
practices and institutions. The relationship between institutions and
practices is fundamental to understanding the diffusion between the
United States and Europe. In this exchange of knowledge between the
continents, the diffusion of practices and institutions are often but not
always linked. When they are linked, the diffusion of practices not
only may be impeded; their adoption may lead to effects quite differ-
ent than the home country.

2.1. Diffusion of practices: the multidivisional structure

An excellent illustration for the diffusion of a practice and its relations
to institutions is the diffusion of the multidivisional structure.13 The
history of the diffusion of this organizational structure reflects pre-
cisely Servan-Schreiber’s observations that the American firm is more
productive because it is better organized. The multidivisional structure
was invented in the United States just after World War I by Dupont
and quickly spread throughout the American economy. The initial dif-
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fusion showed a strong sectoral pattern, and imitation effects strongly
characterized its diffusion (Kogut and Parkinson 1998). Teece (1981)
showed that its diffusion resulted in increased profitability for early
adopters. The Armour and Teece (1978) calculated that early adoption
in the oil industry led to over a 2% increase in return on assets, a size-
able profit for the capital-intensive oil companies.

As is well known now, the multidivisional structure was taken to
Europe not only by American multinational companies but also by the
active agency of consulting companies, especially McKinsey (Chan-
non 1970, Kipping 1998, McKenna 2000). Moreover, there had been
some early experimentation with this form in the UK and in France
prior to World War II. In the case of Japan, interestingly, the multidi-
visional form was discovered by indigenous efforts and its diffusion
was quite rapid (Suzuki 1991).

Figure 114 shows the diffusion of the multidivisional structure in some
European countries and in Japan15 (the chart is normalized for differ-
ences in sample sizes among the countries; exact numbers should not
be taken seriously.) There are two observations to be made from this
chart. The first is the more rapid diffusion of the form in the UK and in
Japan. One might hypothesize that the differential adoption of the mul-
tidivisional structure reflected the larger size and greater diversifica-
tion of companies in the leading countries. However, a glance at tables
1 and 216 shows that size and diversification do not seem to be related
to the country patterns in adoption. Differences in adoption speed do
not seem to be related to the factors found to be important in the US
(Kogut and Parkinson 1996).

The second, and more interesting observation, is that by the 80s, this
form had diffused widely in all of these countries. Why had this form
diffused so widely? Most studies on the diffusion of Taylorism show
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16. See page 33.



remarkable differences across countries and large debates regarding its
introduction (see Kogut and Parkinson 1993). Clearly, an important
possibility is that the adoption of the multidivisional structure was
largely institutionally neutral. It did not challenge the institutional bal-
ance in the adopting countries. Often, divisionalization did not even
lead to restructuring of assets, merely reflecting changes in the hierar-
chical relationships and accounting rules inside the firm. Indeed, in
countries such as Germany, the liquidation of companies and their
reintegration into the firm not only posed tax liability issues but also
removed labor from supervision over the absorbed companies. Thus, it
is not surprising that German divisionalization often maintained the
fiscal and juridical identity of the companies, while assigning them to
reporting lines within the divisionalized holding structure.

Of course, the other possibility is that the introduction of the multidivi-
sional form often reflected a “paper” change rather than deep restruc-
turing. There is no question of an element of superficial changes. And
there was also an element of cultural preference, as revealed by a
British executive who thought the linking of pay to results was “rather
tasteless” (cited in Channon 1973). Yet the historical record of many of
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~ 1915 ~ 1950 ~ 1970

France
16% 25% 40%

(1912) (1955) (1970)

Germany
22% 45.6%

(1949) (1966)

Japan
39% 34%

(1950) (1980)

United Kingdom
16% 21% 41%

(1909) (1949) (1968)

United States
22% 30% 33%

(1909) (1954) (1970)

Sources: For France, Daviet (1988); for Germany and Japan, Suzuki (1991, 1992); for
U.K. and U.S., Prais (1976).

Table 1
Share of industrial output by 100 largest firms

Single Dominant Related Unrelated
products products products

France 20% 28% 43% 8%

Germany 27% 17% 37% 19%

Japan 19% 32% 49% 0%

United Kingdom 6% 30% 58% 6%

United States 7.6% 31% 45.2% 16.2% 

Sources: For France and Germany, Dyas and Thanheiser (1976); for Japan, Suzuki
(1991); for U.K., (1973); and for U.S., Rumelt (1974).

Table 2
Product diversification strategies by country, 1969-1970

these firms shows consistent efforts to reorganize their companies
through rather strenuous efforts. In all, the multidivisional structure dif-
fused because it was a practice that was institutionally neutral in these
countries. Where it posed problems—such as in Germany, local adap-
tations sufficed to render it politically harmless.



It is, however, a different issue to ask whether the multidivisional
structure was causally responsible for better performance. Whereas the
US studies are fairly clear in showing increased profits to adoption, the
European studies are ambiguous at best. The most intriguing study is
that of Cable and Dirrheim (1984) that showed no effect on profits for
German firms that adopted.

Is it possible that German firms spent fortunes on restructuring and con-
sultancy with little effect on improved performance? This conclusion
reflects the possibility that divisionalization had little meaning in the
institutional context of Germany. With extensive crossholdings among
firms and banks, divisionalization surely did not play the same role as in
the US in increasing transparency for the shareholder or in increasing
shareholders’ representation in corporate decisions. The many studies on
divisionalization in the US never identified the source of the increased
profitability. Was it improved accounting, better incentives, or better
governance? With such blurred causality, it would not be surprising that
the adoption of the divisional structure should have ambiguous results
that depend upon the national location of the adopting firm.

2.2. Diffusion of institutions: private enterprise

The diffusion of practices is a permanent feature of the world econ-
omy. With the spread of multinational corporations and their domina-
tion of world trade and investment, the diffusion of practices travel
these international arteries more quickly. Whereas their adoption
always confronts problems of re-interpretation and re-combination
with existing practices, diffusion is surely better facilitated today by
the increased economic integration.

Institutions, however, do not travel by the arteries of multinational cor-
porations. They reflect patterns of behavior that are inscribed in legal
code and in political and economic relationships. Outside the power of
any one actor to change, institutions are social agreements that guide
and coordinate the interdependent acts of economic actors in a country.

The thesis of Douglass North and his co-authors is that institutions
change if the costs of maintaining them are too relative to the benefits
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of change. For example, feudalism collapsed when the plague deci-
mated the labor supply, bidding wages up and encouraging workers to
break their feudal bonds (North and Thomas 1973). Sometimes change
happens by micro-steps, in which institutions corrode by the many
decisions of individuals. Thus, feudalism did not collapse by revolu-
tion in most cases, but by the increased power of labor to negotiate its
liberation during a period of labor shortage. Yet in other circum-
stances, institutional change occurs through the reconstitution of coali-
tional support for their maintenance. It is not surprising, then, that
institutional change is often motivated by ideological challenges to
notions of what is best and right.

One of the most important sea changes in the post-war period has been
the curbing of the power of the State in national economies. In the first
decades after World War II, the State grew in power and authority in all
European countries, as well as in the United States. This growth was due
partly to the military tension of the post-war period that called for large
defense budgets, as well as to meet the demands of social benefits.17

The role of the State, however, varied dramatically by country. State
ownership of key enterprises has been an important influence in
France, somewhat less in the United Kingdom, and even less so in
Germany and Japan. With little prior history of government owner-
ship, France experienced two waves of nationalization, just after the
war and with the ascendancy of Mitterrand to the presidency. The UK
experimented for thirty years with direct ownership of steel companies
as well as public utilities, before reversing the policy in the 80s. The
German government owned large industrial enterprises inherited from
the Nazi period, principally Volkswagen and Salzgitter, as well as pub-
lic utilities, such as the Bundespost or Lufthansa. Influenced by the
American model, Japan did not nationalize enterprises after the war,
and has also privatized many of its utilities.

Given these different traditions, it is not surprising that countries dif-
fered dramatically in the participation of the government in the owner-
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ship of companies. Shephard (1976) estimates the shares of public
ownership in major economic sectors to show Germany at 9% in 1950;
Japan at 10% in 1960; the US at 15% in 1960; France at 17% in 1954;
and the UK at 25% in 1962. Thus, despite different regulatory regimes,
the State took substantial positions in all of these countries.

This role has been greatly curtailed in the past 10 years. Figures 2
and 318 show that privatization started in the United Kingdom but
quickly diffused to other countries. Thus, in this case, Transatlantic
change started in the UK, even if the ideology has a distinctive Amer-
ican flavor.19 Of course, the value of privatizations reflects how much
the State had to sell, as well as the type of assets being sold. Yet the
picture shows fairly clearly that privatization diffused widely in
Europe in the 80s. It has not been a prominent feature of the US, where
deregulation has been the dominant policy to remove the State from
economic influence.

The effects of these institutional policies have been quite different
across countries. The case of France is instructive, because State own-
ership has had two consequences. The first is the impact on the career
paths of the elites. French government policy has been implemented
not only through indicative planning and fiscal incentives but also
through close personal ties. In 1990, 45% of the CEOs of the 200
largest French corporations began their careers inside the government,
many of them with degrees from the elite schools (Fridenson 1996) 20

(see also the sociometric study of Kadushin (1995) that confirms the
importance of top school diplomas on subsequent friendship among
financial elite. As a consequence of the privatizations, the career paths
of the French elite are less certain now that they have been since the
end of World War II.
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19. Yergin and Stanislaw (1998) provide an engaging history of the ideological ori-
gins of privatization during the Thatcher administration in the UK.
20. This pattern of movement from government to industry is known as “pantou-
flage”, in reference to house slippers; one need not put on shoes to make the transi-
tion. It is interesting to compare this pattern to the Japanese. Schaede (1995) finds
that the Japanese practice for bureaucrats to descend into private firms plays a simi-
lar role. More than 50% of the bureaucrats hired by the ministries graduate from the
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law school of the University of Tokyo. In 1991, of the 177 former government
bureaucrats that were directors in the 100 largest Japanese firms, 40% were either
CEO, chairman, or executive director; 5% of all directors were former bureaucrats.
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21. It is instructive to note that the evidence for the economic efficiency of priva-
tized companies is mixed. See (Coffee 1999) for a terse review.

The second consequence of the nationalizations and privatizations
has been to upset the financial ties between French firms. While the
Balladur privatization policy of allocating “noyaux durs” shares to
French companies insured a core of French ownership, French own-
ership links has dissolved in the past 10 years. The deux etoiles of
Paribas and Suez no longer are important in French ownership pat-
terns. In Germany, the dense intercorporate structures has facilitated
a German resistance to the in-roads by foreign equity investments
(Kogut and Walker 2000). In France, loss of bank control and pene-
tration of foreign equity capital are the highest of the major European
countries.

Thus, changes in the French institution of State ownership disequili-
brated a national system.21 With decreasing State influence, ownership
patterns, career paths and educational training lack a critical comple-
ment to their institutional logic. The growing importance of equity
investment has opened the door to the discussion of new “complemen-
tary” practices, e.g. pay for performance, stock options, that have yet
to be re-interpreted in the French context or to be proven in their effi-
cacy. No wonder that the arguments for such practices are deeply polit-
ical in the tenure of their debate.

2.3. Global systems: skilled labor and the American model

The instability caused by institutional change confirms the claim of the
national systems approach that these systems are tightly coupled sys-
tems. Yet the histories of the importation of foreign practices and insti-
tutions show a large plasticity in the ability of countries to adapt. How-
ever, sometimes adaptation is difficult and blocked. Then what
happens?

One of the most important adjustments made in blocked systems is
the exodus of people to other better performing systems or systems
that offer these type of individuals better opportunities. The United
States is, in this regard, a predatory system. Lacking the corporatist
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institutions of Europe, the United States underperforms in many
areas, especially in the education of sufficient numbers of skilled
technicians and engineers. However, as an open system, it provides
a career path for the educated world elite and arguably constitutes
a system that innovates for the benefit of the world economy.
Predatory behavior and innovation are the two sides of the Ameri-
can system.

There are two important elements to this system. The first are the very
close ties between universities, research centers, and business, often at
a regional level. In a fascinating comparative study of the French and
American biotechnology industries, Michelle Gittelman (2000) found
that France and the United States did not differ widely in the quality of
their basic science. Both French and American start-up companies
showed similar innovatory records; these companies performed better
in both countries than incumbent pharmaceutical firms. What explains
the better American record of getting science into patented innovations
was simply that there are very few French start-up companies and
many more American ones. The French scientific system created insti-
tutions for science (and for large-scale innovations) but not for radical
technological innovations.

The United States has suffered from the shortage of skilled labor due,
it is widely believed, to the poor quality of education in many geo-
graphical areas. The second important element to the open systems
of the United States is, then, its immigration policy. This policy
works through two mechanisms. The first is the important role
played by higher education in attracting the best students from
around the world, then providing them with work visas to stay in the
US for high-skill jobs. The second mechanism is the special visas
allowed for accepting highly skilled labor into the US, either for uni-
versity or industrial positions. In recent years, this type of visa has
been fully subscribed, with educational institutions complaining that
they are unable to fill academic posts with the best candidates in the
world as a consequence.22
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22. Other countries, especially Germany but also Singapore, have adopted similar
policies in recent years.



Figures 4 and 523 graph the number of skilled labor immigrants into the
US for the past few decades. Because of a change in law, the numbers
change in the early 90s, as do the reporting by individual countries.
Clearly, we see a rise in Asian migrants, but we also see political con-
siderations, such as the number of Polish and Irish immigrants – both
politically sensitive ethnicities in the US.

But the important point of this chart is the long tradition of the US in
accepting highly skilled labor into its economy as part of its techno-
logical strategy. As Saxenian has shown in her recent studies, expatri-
ate labor head over 25% of new start-ups in the Silicon Valley (Saxe-
nian 1999). The US national system is global in its premeditated
design to attract the best-educated and able, a design particularly
attractive given the high variance of primary and secondary education.

In this regard, the US succeeds not because it imports practices more
efficiently than other countries or because its institutions create the
high-skill domestic equilibrium that Soskice claims is the German
achievement. The US system succeeds because it identifies the knowl-
edge held by individuals to be the asset that it wishes to import from
the global economy. The United States is not a national system, it is a
global one.

It may well be hard for other countries, given their institutionalized
educational and labor markets – not to mention the frequent cultural
outbursts against immigrant populations – to replicate this aspect of
the US system. There is, clearly, a collective action problem, insofar
that the United States can be seen as predatory and free-riding on the
human capital investments of other countries. The term “brain drain”
appears to be a peculiarly unfair tax on the educational investments
of developing countries. Yet it can also be argued that this drain has
led to innovations that, though originating in the US, drive the inno-
vative frontier of the world economy through diffusion and higher
productivity.24
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23. See page 41.
24. My thanks to Pierre Jacquet for this observation.
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� Conclusions

These short histories of the diffusion of practices and institutions
across borders point to the importance of understanding the political
economy of national systems. Given the high ambiguity in causal rela-
tions among practices and institutions, the adoption of new ways of
doing things is rarely determined by transparent efficiency. Rather,
adoption of institutions or practices that impinge upon institutions are
accompanied by an ideological and cultural reconfiguration among
economic and political actors.

There is a cautionary inference from this analysis. It is hard to isolate a
causal factor in the success of another country which, if moved by
itself, would have the expected consequences. An example is the
believed importance of finance and venture capital in the technological
success of the US. Yet it is likely that functional equivalents exist in
other countries. The current importation of venture capital also pre-
sents institutional conflicts that may impede its efficacy. No doubt
there are interested parties to the diffusion of venture capital. It is
exactly in this microdynamic by which economic actors seek to decou-
ple and recouple institutions that national systems change, but rarely in
the direction that any actor expected.
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