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As was pointed out in earlier chapters, the presence of
the exit option can sharply reduce the probability that the
volice option will be taken up widely and effectively. Exit
was shown {o drive out voice, in other words, and it began
to look as theugh veice is likely to play an important role
in organizations only on condition that exit is virtually
ruled out. In a large number of organizations one of the
two mechanisms is in fact wholly dominant: on the one
hand, there is competitive business enterprise where per-
formance maintenance relies heavily on exit and very
little on voice; on the other, exit is ordinarily unthinkable,
though not always wholly impossible, from such primor-
dial human groupings as family, tribe, church, and state.
The principal way for the individual member to register
his dissatisfaction with the way things are going in these
organizations is normally to make his voice heard in some
faghion.?

As an aside, it is worth noting that, with exit either im-
possible or unthinkable, provision is generally made in
these organizations for expelling or excommunicating the
individual member in certain circumstances. Hxpulsion
can be interpreted as an instrument—one of many—
which “management”. uses in these organizations to re-
strict resort to voice by members; a higher authority can
then in turn restrict the powers of management by pro-
hibiting ezpulsion, as is for example done to protect con-

1. There is no intention here to associate absence of exit with
“primitiveness.” Edmund Leach has noted that many so-called
primitive tribes are far from being closed societies. In his classic
study Political Systems of Highland Burma (1954) he traced in
detail the way in which members of one social system (gumsha)
will periodically move to another {(gumlas) and back again, Exit
may be more effectively ruled out in a so-called advanced open
society than among the tribes studied by Leach.
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sumers when a public service is supplied in conditions of
menopoly. But when exit is a wide-open option and voice
igs largely nonexistent, as in the relations between a firm
and its customers in competitive markets, expulsion of a
member or customer is a pointlegs affair and does not need
to be specifically prohibited. One way of catching that
somewhat rare bird, an organization where exit and voice
both held important roles, may be to look for groupings
from which members can both exit and be expelled. Politi-
cal parties and voluntary sssociations in general are ex-
cellent examples.

The Activation of Voice as a Function of Loyalty

A more solid understanding of the conditions favoring
coexistence of exit and voice is gained by introducing the
concept of loyalty. Clearly the presence of lovalty makes
exit less likely, but doeg it, by the same token, give more
scope to voice? :

That the answer is in the positive can he made plausible
by referring to the earlier discussion of voice. In Chap-
ter 3 two principal determinants of the readiness to resort
to voice when exit is possible were shown to be:

(1) the extent to which cusiomer-members are willing
to trade off the certainty of exit against the uncertainties
of an improvement in the deteriorated product; and

(2) the estimate customer-members have of their abil-
ity to influence the organization.

Now the first factor is clearly related to that special
attachment to an organization known as lovalty. Thus,
even with a given estimate of one’s influence, the likeli-
hood of voice increases with the degree of loyalty. In addi-
tion, the two factors are far from independent. A member
with a considerable attachment to a product or organiza-
tion will often search for ways to make himself influential,
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especially when the organization moves in what he be-
lieves is the wrong direction; conversely, a member who
wields (or thinks he wields) considerable power in an
organization and is therefore convinced that he can get it
“hack on the track’ is likely to develop a strong affection
for the organization in which he is powerful.?

As a rule, then, loyalty holds exit at bay and activates
voice. It is true that, in the face of discontent with the
way things are going in an organization, an individual
member can remain loyval without being influential him-
self, but hardly without the expectation that someone will
act or something will happen to improve matters. That
paradigm of loyalty, “our country, right or wrong,” surely
makes no sense whatever if it were expected that “our”
country were to continue forever to do nothing but wrong.
Implicit in that phrase is the expectation that “our” coun-
try can be moved again in the right direction after doing
some wrong—after all, it was preceded in Decatur’s toast
by “Our ceuntry! In her intercourse with foreign nations,
may she always be in the right!” The possibility of influ-
ence is in fact cleverly intimated in the saying by the use
of the possessive “our.” This intimation of some influence
and the expectation that, over a period of time, the right
turns will more than balance the wrong ones, profoundly
distinguishes loyalty from faith. A glance at Kierke-
gaard’s celebrated interpretation of Abraham’s setting
out to sacrifice Isaac makes one realize that, in comparison

2. In terms of figure 3 of Appendix B, a person whose influence
(that is, the likelihood that he will be able to achieve full gquality
recuperation) is correctly expressed by a point as high as V, will
be willing to trade off the certainty of the competing product against
even a little hope of recuperation for the traditional product. Thus
he will choose voice. He who has little influence and knows it, on the
other hand, is not likely to take kindly teo such a trade-off. If he is to
opt for voice rather than exit, he will normally require the certain
availability of the competing product to be matched by the near-cer-
tainty of recuperation for the traditienal variety.

78

A Theory of Loyalty

to that act of pure faith, the most loyalist behavior retains
an enormous dose of reasoned calculation.

When ig loyalty functional?

The importance of loyalty from our point of view is that
it can neutralize within certain limits the tendency of the
most guality-conscious customers or members to be the
first to exit. As has been shown in Chapter 4, this ten-
dency deprives the faltering firm or organization of those
who could best help it fight its shortcomings and its diffi-
culties. As a result of loyalty, these potentially most in-
fluential customers and members will stay on longer than
they would ordinarily, in the hope or, rather, reasoned
expectation that improvement or reform can be achieved
“from within.” Thus lovalty, far from being irrational,
can serve the socially useful purpose of preventing de-
terioration from becoming cumulative, as it so often does
when there is no barrier to exit. _

As just explained, the barrier to exit constituted by loy-
alty is of finite height—it can be compared to such bar-
riers as protective tariffs. As infant industry tariffs have
been justified by the need to give local industry a chance
to become efficient, so a measure of loyalty to a firm or
organization has the function of giving that firm or orga-
nization a chance to recuperate from a lapse in efficiency.
Specific institutional barriers to exit can often be justified
on the ground that they serve to stimulate voice in deterio-
rating, vet recuperable organizations which would be pre-
maturely destroyed through free exit. This seems the most
valid, though often not directly intended, reason for the
complication of divorce procedures and for the expendi-
ture of time, money, and nerves that they necessitate. Sim-
ilarly the American labor law sets up a fairly complex and
time-consuming procedure for one trade union to take
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over from another as the sole certified bargaining agent at
the plant level. Conseguently, when workers are dissatis-
fied with the services of a union, they cannot switeh easily
and rapidly to another and are that much more likely to
make an effort at revitalizing the union with which they
are affiliated.

The previcus discussion of the alternative between exit
and voice makes it possible to say something about the
conditions under which specific instituticnal barriers to
exit, or, in their absence, the greneralized, informal barrier
of loyalty are particularly desirable or “functional.” It
wag shown, for one, that in the choice between voice and
axit, voice will often lose out, not necessarily because it
would be less effective than exit, but because its effective-
ness depends on the discovery of new ways of exerting in-
fluence and pressure toward recovery. However “easy”
such a discovery may look in retrospect the chances for
it are likely to be heavily discounted in ex ante estimates,
for creativity always comes as a surprise. Loyalty then
helps to redress the balance by raising the cost of exit. It
thereby pushes men into the alternative, creativity-requir-
ing course of action from which they would normally re-
coil and performs a function similar to the underestimate
of the prospective task’s difficulties. I have elsewhere de-
scribed how such underestimates can act as a beneficial
“Hiding Hand” in just this manner.® Loyalty or specific
institutional barriers to exit are therefore particularly
functional whenever the effective use of voice requires a
great deal of soclal inventiveness while exit is an avail-
able, yet not wholly effective, option.

Secondly, the usefulness of loyalty depends on the close-
ness of the available substitute. When the outputs of two
competing organizations are miles apart with respect to
price or quality, there is much scope for voice to come into

3. Development Projeets Observed (Washington: Brookings In-
stitution, 1867), ch. 1.
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play in the course of progressive deterioration of one of
them before exit will assume massive proportions. Thus,
loyalty is hardly needed here, whereas its role as a barrier
to exit can be constructive when organizations are close
substitutes so that a small deterioration of one of them
will send customer-members scurrying to the other. This
conclusion is a little unexpected. Expressed as a paradox,
it asserts that loyalty is at its most functional when it
looks most irrational, when loyalty means strong attach-
ment to an organization that does not seem to warrant
such attachment because it is s¢ much like another one
that is alsc available. Such seemingly irrational loyalties
are often encountered, for example, in relation to clubs,
football teams, and political parties. Even though it was
argued in Chapter 6 that parties in a two-party system
are less likely to move toward and resemble each other
than has sometimes been predicted, the tendency does as-
sert itself on occasion. The more this is so the more irra-
tional and outright silly does stubborn party loyalty look;
vet that is precisely when it is most useful. Loyalty to
one’s country, on the other hand, is something we could
do without, since countries can ordinarily be considered
to be well-differentiated products. Only as countries start
to resemble each other because of the advances in com-
munication and all-round medernization will the danger of
premature and excessive exits arise, the “brain drain’ be-
ing a current example, At that point, a measure of loyalty
will stand us in good stead. Also, there are some countries
that resemble each other g good deal because they share a
common history, language, and culture; here again loyalty
is needed more than in countries that stand more starkly
alone as was precisely implied by the comparison between
Latin America and Japan, which was cited above (Chap-
ter 5.

Finally, what was said in Chapter 4 about the danger of
losing influential customers when a higher-quality, higher-
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price product is available “nearby,” pcints to another
conclusion on the comparative need for loyalty. If organi-
zationg can be ranked along a single scale in order of qual-
ity, prestige, or some other desirable characteristic, then
those at the densely occupied lower end of the scale will
need loyalty and cohesive ideology to a greater extent than
those at the top. There is much evidence that this need
is being appreciated both among various “left behind”
groups of American society and, in the international
arena, among the countries of the Third World. In the
next chapter it will be shown that the most prestigious
organizations and groups might, to the contrary, benefit
from a decline in the level of loyalty they command.

The loyalist’s threat of exil

Loyalty is a key concept in the battle between exit and
voice not only because, as a result of it, members may be
locked into their organizations a little longer and thus
nse the voice option with greater determination and re-
sourcefulness than would otherwise be the case. It is help-
ful also because it implies the possibility of disloyalty, that
is, exit. Just as it would be impossible to be good in a world
without evil, so it makes no sense to speak of being loyal
to a firm, a party, or an organization with an unbreakable
monopoly. While loyalty postpones exit its very existence
is predicated on the possibility of exit. That even the most
loyal member can exit is often an important part of his
bargaining power vis-&-vis the organization. The chances
for voice to function effectively as a recuperation mecha-
nism are appreciably strengthened if voice is backed up by
the threat of exit, whether it is made openly or whether
the possibility of exit is merely well understood to be an
element in the situation by all concerned.

In the absence of feelings of loyalty, exit per se is essen-
tially costless, except for the cost of gathering informa-
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tion about alternative products and organizations. Also,
when loyalty is not present, the individual member is
likely to have a low estimate of his influence on the orga-
nization, as already explained. Hence, the decision to exit
will be taken and carried out in silence. The threat of exit
will typically be made by the loyalist-—that is, by the mem-
ber who cares—who leaves no stone unturned before he
resigns himself to the painful decision to withdraw or
switch. :

"The relationship between voice and exit has now become
more complex. So far it has been shown how easy availa-
bility of the exit option makes the recourse to voice less
likely, Now it appears that the effectiveness of the voice
mechanism is strengthened by the possibility of exit. The
willingness to develop and use the voice mechanism is
reduced by exit, but the ability to use it with effect is
increased by it. Fortunately, the contradiction is not in-
soluble. Together, the two propositions merely spell cut
the conditions under which voice (a) will be rasorted to
and (b) bids fair to be effective: there should be the pos-
sibility of exit, but exit should not be too easy or too at-
tractive as soon as deterioration of one’s own organization
sets in.

The correctress of this proposition can be illustrated by
the extent to which parties are responsive to the voice of
the membership. The parties of totalitarian one-party sys-
tems have been notoriously unresponsive-—as have been
the parties of multi-party systems. In the former case, the
absence of the possibility of either voice or exit spelled
absolute control of the party machinery by whatever lead-
ership dominated the party. But in the second case, with
hoth exit and voice freely available, internal democracy
does not get much of a chance to develop either because,
with many parties in the field, members will usually find
it tempting to go over to some other party in case of dis-
agreement. Thus they will not fight for “change from
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within.” In this connection it may be significant that
Michelg’s “Iron Law of Oligarchy” according to which
all parties {and other large-scale organizations) are in-
variably ruled by self-serving oligarchies was based on
first-hand acquaintance primarily with the multi-party
systems of Continental Western Europe. The best possible
arrangement for the development of party responsiveness
to the feelings of members may then be a system of just 2
very few parties, whose distance from each other is wide,
but not unbridgeable. In this situation, exit remains pos-
sible, but the decision to exit will not be taken lightheart-
edly. Hence voice will be & frequent reaction to discontent

-~ with the way things are going and members will fight to

make their voice effective, This prediction of our theory is
confirmed by the lively internal struggles characteristic
of parties in existing two-party systems, however far they
may be from being truly democratic. Even in parties in
nontotalitarian almost-one-party systems, as for example
the Congress party of India and the PRI (Partido Revo-
jucionario Institucional) of Mexico, voice has been more
in evidence than in many of the often highly suthoritarian
or oligarchic parties of multi-party svstems.*

In two-party systems, exil can happen not only as a re-

* A related point of considerable importance is suggested to me
by the recent article of Michael Walzer, “Corporate Authority and
Civil Disobedience,” Dissent (September—QOctober 19669), pp. 396~
466, The strict democratic controls to which supreme pelitical au-
thority is subjected in Western democracies are contrasted in the
article with the frequently total absence of such conireols in cor-
porate bodies functioning within these same states. Ag the author
shows, this absence or feebleness of voice in most commercial, indus-
trial, professional, educational, and religious organizations is often
justified by the argument that “if [their members] don’t like it
where they are, they can leave” (p. 397), something they cannot do
in relation to the state itself. Walzer argues strongly that this argu-
ment is a poor excuse which should not be allowed to stand in the
way of democratization; but as a matter of positive political science,
it is useful to note that the greater the opportunities for exit, the
easler it appears to be for organizations to resist, evade, and post-
pone the introduction of internal demoeracy even though they func-
tion in a demccratic environment.
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sult of a member or group of members of one party going
over to the other, but because it is always possible to
launch a third party. Hence, if voice iz to be given a fair
try by the members, such launching must not be too easy
—a condition that is usually fulfilled by the very existence
and tradition of the two-party system, as well as by the
institutional obstacles ordinarily placed in the way of
third parties. On the other hand, if voice is fo be at its
most effective, the threat of exit must be credible, particu-
larly when it most counts. In American presidential politics
this set of conditions for maximizing the effectiveness of
voice means that a group of party members should be able
to stay within the party tp to the nominating convention
and still be zble to form a third party between the end of
the convention and election time. If exit is made too diffi-
cult by requiring the group to qualify as a party at g date
prior to the convention, the dissenting group must either
exit before the convention or go to the convention without
heing able to make an effective threat of exit. More strin-
gent conditions for exit fail here fo strengthen voice;
rather they make for either premature exit or for less
effective voice. The point is well put by Alexander Bickel:

The characteristic American third party . . . consists
of a group of pecple who have tried te exert influence
within one of the major parties, have failed, and later de-
cide to work on the outside. States in which there is an
eayly qualifying date tend to force such groups to forego
major-party primary and other prenomination activity
and organize separately, early in an election year. For if
they do not they lose all opportunity for action as a third
party later.t

The author adds that this is counterproductive from
the point of view of the two-party system; the same judg.
ment can be made from the point of view of achieving

4. Alexander M. Bickel, “Ig Electoral Reform the Answer?” Com~
mentary {(December 1968), p. 51.
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party responsiveness to its members through the most
effective mix of voice and exit.

Two conclusions stand out from this discussion: (1) the
detail of institutional design can be of considerable im-
portance for the balance of exit and voice; (2) this bal-
ance, in turn, can help account for the varying extent of
internal democracy in organizations.

Boyecott

Boycott is another phenomenon on the border line be-
tween voice and exit, just like the threat of exit. Through
boycott, exit is actually consummated rather than just
threatened; but it is undertaken for the specific and ex-
plicit purpose of achieving a change of policy on the part
of the boycotted organization and is therefore z true
hybrid of the two mechanisms. The threat of exit as an
instrument of voice is here replaced by its mirror image,
the promise of re-entry: for it is understood that the
member-customer will return to the fold in case certain
conditions which have led to the boveott are remedied.

Boycott is often a weapon of customers who do not have,
at least at the time of the boveott, an alternative source
of supply for the goods or services they are ordinarily
buying from the boycotted firm or organization, but who
can do temporarily without them. It is thus a temporary
exit without corresponding entry elsewhere and is costly
to both sides, much like a strike. In this respect also it
combines characteristics of exit, which causes losses to
the firm or organization, with those of voice, which is
costly in time and money for the member-customers.

Elements for a model of loyalist behavior

It may be helpful to set up a more formal model of what
happens when choice between two competing goods or
organizations is affected by loyalty. For the purpose of
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this inquiry, it will be assumed once again that the nor-
msalily bought product or the organization to which one
belongs begins to deteriorate. The focus will now be on
organizations and their policies, rather than on firms and
their products. Quality detericration must therefore be
redefined in subjective terms: from the member’s view-
point, it is equivalent to increasing disagreement with the
organization’s policies.

In figure 1 the horizontal axis measures quality of an
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Figure 1. Loyalist behavior in the face of increasing disagree-
ment with an organization

organization which is moving from the point where the
member finds himself in complete agreement with its poli-
cies to the point of total disagreement. The vertical axis
measures the amount of effective voice that is forthcoming
in response to various degrees of disagreement.
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At some point in the process of the organization's head-
ing in the “wrong” direction, members will begin attempts
to use their influence to correct and reverse the process,
and these attempts will become stronger as disagreement
widens. There comes a point in this process at which exit
would take place in the absence of loyalty (XAIL—point
of eXit in the Absence of Loyalty)}. Loyvalty now acts as a
brake on the decision to exit. The loyal member does
not exit, but something happens te him: he begins to be
acutely unhappy about continuing as a member, contracts
qualms or PBauchschmerzen (bellyaches) as the phrase
went among German Communist party members dissatis-

- fied with the party line. Normally he will make stronger
attempts than hitherto to change the line and will inten-
sify the use of voice in its various forms for this purpose;
hence we show a kink in the voice function at this point,
and a steeper slope after if. Then, as disagreement widens
further, the member will have thoughts of exit and
threaten it (TX—point of Threat of eXit) if that action
call be at all expected to enhanece the effectiveness of voice.
The threat of exit means a discontinucus increase in the
amount of voice that is forthecoming ; thig explains the ver-
tical slope of the voice function at this point. Finally, loy-
alty reaches its breaking point and exit ensues (at point
XWIL—point of eXit With Loyalty). The strength of the
grip which loyalty has on the customer or member can be
measured either by the distance between XAZL and TX or
by that between X AL and XWL. These two distances define
two different varieties of loyaity. The former represents
loyalty with no thought of exit—in many basic organiza-
tions, exit is normally entirely outside the horizon of the
member, even though he may be quite unhappy about his
condition as member. The distance between XA and XWL
represents a more inclusive concept of loyalist behavior.
The distance TX-XWL represents the portion of the
process of deterioration during which the member thinks

88

A Theory of Loyalty

about exit and ig liable to use the threat of exit for the pur-
pose of changing the policies of the organization. This
threat being in some situations a particularly potent
weapon, the total volume of effective voice that is generated
in the course of the process of deterioration may be more
closely related to that distance than to the total stretch
of loyalist behavior (XAL-XWL).

With the help of this model, speculation about the loyal-
ist’s behavior can be carried a little further. Suppose he
has exited {exit from a product means ordinarily “entry”
into a competing product, whereas exit from an organiza-
tion can mean simply passage from the set of members to
the set of nonmembers) and the product or organization
ha has left achieves recovery: At what point of the orga-
nization’s “road back™ will he re-enter? It seems quite
unlikely that he will do so as soon as recovery reaches
point X WL at which he exited. Just because he suffered
between XAL and XWL he will now wait af leqst until
the product or the organization has returned to point AL
at which previously he began to have gualms. He may very
well require higher guality as an extra margin of insur-
ance that renewed slippage will not immediately saddle
him with BRauchschmerzen onece again; in many cases, of
course, the whole process may have left behind such scars
that re-entry is altogether inconceivable. Thus the points
of exit and re-entry will be far from identical; the distance
between them, if it could be measured, would yieid another
way of measuring the strength of loyalty for different
products and organizations.

If progressive deterioration and then improvement of
quality in the above model is replaced by successive de-
clines and then increases in the prices of assets, loyalist
behavior is seen to be akin to that of the naive, small, odd-
lot investor who typically sells stocks cheap to stop his
losses and buys back dear after stock values have risen
considerably beyond those at which they were sold. Unlike
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such investors, however, the loyalist is not necessarily a
“sucker”; his sticking with the deteriorating product or
organization should have as counterpart an increase in the
chances of their recovery. It is only if such recovery fails
to occur that he looks like, and turns out to be, a sucker.
But in that case he has lost the bet on recovery that is im-
plicit in loyalist behavior,

An observation of interest to the economist: loyalist
behavior as sketched out here leads to a breakup of the
traditional demand curve which establishes a one-to-one
relationship between price (or quality) and quantity
bought into two distinet curves. When a loyalty-command-
-ing product first deteriorates and then improves, there will
be one demand schedule for the downward movement in
quality, with low demand elasticities at the beginning and
high ones eventually as intolerable deterioration finally
does lead fo exit of the loyalists, and quite another one as
quality recovers. During the improvement phase, elastici-
ties will be low in the low-quality ranges and will only
eventually become higher as improvement is confirmed.b

5. This proposition is easily diagrammed. The figure below shows

quantity bought on the horizontal axis and quality (deterioration)
on the vertical axis. Suppose quality first stands =t &4, then de-

Quality
I

@3

a, g

Deterioration

o 4

Quantity bought

teriorates gradually to €5 and thereafter recovers slowly back to Q-
Curve ABC then shows the demand schedule for the deterioration
phase while curve CDA portrays demand for the recovery phase,
Depending en the phase of the decline-recovery eycle, demand for
quality Q, is either Q,B or @,D.
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Demand is of course always likely to be a function not only
of current, but to some extent also of previous, quality be-
cause of Inertia and lags in perception. Loyalty strongly
reinforces this influence of past performance of the firm
or organization on present behavior of the customers or
members. :

These remarks make it tempting to introduce the con-
cept of unconscious loyalist behavior. A situation similar
to the one in which the points of exit and of re-entry do
not coincide has been described by psychologists. If, say,
the likeness of a cat is made to change gradually inte that
of a dog through a succession of images shown to a subject
and if later the same series is shown in reverse order, the
eye behaves ag though it were “loyal” to whatever figure
it started with: when the sequence is shown in the cat to
dog direction, a majority of images will be labeled “cat,”
and vice versa.® To this extent then, the general difficulties
of recognizing change are a breeding ground for uncon-
scious loyalist behavior in case of deterioration, as well as
for prolonged reluctance toward entry or re-entry in case
the organization improves.” Since unconscious loyalist be-
havior is by definition free from felt discontent, it will not
lead to voice. This behavior whose onset is marked by point

6. K. R. L. Hall, “Perceiving and Naming a Series of ”m,wmﬁwmm.:
Quarterly Journal of Experimental Psychology, mnmmm!.wmw Akue.
Similar results have been obtained in experiments designed wo. in-
vestigate how diverse bits and pieces of mﬁwowgmﬂop‘m are o.oggﬂ,mnw
and integrated. When, for example, several personality trait ﬁmumo-
tives are read to the subjects of the experiment, the over-zll judg-
ment about the person described by the adjectives @mﬁmﬁmm on ,ﬂ;m
order in which the adjectives have been named, é_\nw.ﬁ.:m earlier-
named cnes apparently receiving a higher weight. For instance, the
sequence “intelligent, prudent, moody, self-centered” mHowﬂomm a het-
ter over-all impression than the reverse sequence. This Huw@seﬁmwon
ig known as “primacy effect.” See Norman H. Anderson, :”mwﬁﬁm.c%
Effects in Personality Impression Formation,” Journal of Social
Psychology, 2:1-9 (June 1965), and literature ‘there noted. L

7. Robert Jervis, “Hypotheses on Misperception,” World Politics,
20:439-458 (April 1968), and Albert O. Hirschman, “Underdevelop-

ment, Obstacles to the Perception of Change, and Leadership,”
Daedalus (Summer 1968}, pp. 925-936,
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ULE (Unconscious Loyal Behavior) is loyalist only from
the point of view of an outside observer who feels that
voice- or exit-justifying deterioration has indeed set in.
The member is simply unaware of the degree of deteriora-
tion that is taking place.

The model which has been outlined will be useful in
considering now certain variants of loyalist behavior.

Loyalist Behavior as Modified by Severe Initiation
and High Penalties for Exit

Loyalty has so far been hailed as'a force which, in the
act of postponing exit, strengthens voice and may thus
save firms and organizations from the dangers of exces-
sive or premature exit. Something has already been said,
however, about situations in which loyalty does not play
so providential a role. The varicus institutions designed
to foster loyalty have obviously not been established with
the purpose of elaborating an improved mixture of voice
and exit; when they do so, it is unwittingly, “as a result
of human action, not of human design.” &

It is always pleasant for the social scientist to discover

such hidden and unintended harmonies, but the discovery

carries with it an obligation to look out for situations that
fall short of harmony. In the present case, the opportuni-
ties for a nonoptimal outcome are numerous. It is possible
for loyalty to overshoot the mark and thus to produce an
exit-voice mix in which the exit option is unduly neglected.
Secondly, it must be realized that loyally-promoting insti-
tutions and devices are not only uninterested in stimulat-
ing voice at the expense of exit: indeed they are often
meant to repress voice alongside exit. While feedback
through exit or voice is in the long-run interest of oYga-

8. This phrase, used by F. A. Hayek as the title of an essay in
Studieg in Philosophy, Politics, and Economics {Chicago: Univer-
sity of Chicago Press, 1967), is traced by him to Adam Ferguson’s
Hssay on the History of Civil Society (1767).
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nizatiocn managers, their short-run interest is to entrench
themselves and to enhance their freedom to act as they
wish, unmolested as¢ far as possible by either desertions
or complaints of members, Hence management can be re-
lied on to think of g variety of institutional devices aiming
at anything but the combination of exit and voice which
may be ideal from the point of view of society.

High fees for entering an organization and stiff penal-
ties for exit are among the main devices generating or re-
inforcing loyalty in such a way as to repress either exit or
voice or both. How do these devices affect our model of loy-
alist behavior? The concept of unconscious loyalist be-
havior can serve to open up the subject. As was just shown,
this type of behavior cannot give rise to voice; and because
like all loyal behavior it also postpones exit, it will be
prized by organizations whose mansgement wishes mem-
bers to refrain from both exit and voice. Such organiza-
tions will be locking for devices converting, as it were,
conscious inte unconscious loyvalist behavior.

Actually there often is no clear dividing line between
these two types of behavior, because the customer or mem-
ber of the organization may have a considerable stake in
self-deception, that is, in fighting the realization that the
organization he belongs to or the product he has bought
are deteriorating or defective. He will particularly tend to
repress this sort of awareness if he has invested a great
deal in his purchase or membership. In organizations en-
try into which is expensive or requires severe initiation,
recognition by members of any deterioration will there-
fore be delayed and so will be the onset of voice. By the
same token, however, it may be expected that once deteri-
oration is adverted to, members of an organization that
requires severe initiation will fight hard to prove that they
were right after all in paying that high entrance fee. Thus
while the onsef of voice will be delayed by severe initia-
tion, resort fo it is likely to be wmore active than is ordi-

narily the case during a subseguent phase of loyalist
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behavior. The high cost of entry will change the time-
pattern of voice, but may well not reduce its aggregate
volume,®?

This finding implies & modification of the theory of cog-
nitive dissonance. The theory has normally shown how
people will alter their cognitions and beliefs so as to make
them more consistent with some “discrepant” act or be-
havior they have engaged in and which is difficult to recon-
cile with these beliefs. In the case just noted, the act is
more or less severe initiation and the cognition, in one
well-known experiment, was the boring nature of the ac-
tivities of the organization of which one has become a

-member. The theory predicted—and the experiment con-
firmed—that the severer the initiation the higher will be
the degree of self-deception, that is, the more fascinating
will the boring activities seem to the member.’® Assume
now, that there is not only some limit to self-deception
but, and this is more important, reom for making the ac-
tivities of the organization more interesting as a result of
members’ initiative: then the same basic experimental
constellation would lead to the prediction that severe.
initiation members will display more tnitictive and will
be more aetivist than the rest after having at first been

more complacent and passive. Hence, a situation of dig--

sonance may produce not only slterations of beliefs, atti-
tudes, and cognitions, but could lead to actions designed
to change the real world when that is an alternative way
(and particularly when it is the only way) of overcoming
or reducing dissonance.’t

8. As is shown by the curved line in figure 1.

Ho.. m Aronson and J, Mills, “The Effects of Severity of Initiation
on Liking for a Group,” Journal of Abnormal and Social Psychol-
ogy, 39:177-181 (1959). See also, for further refinement of the ex-
perimental results of Aronson-Mills and rebuttal of some criticizmg,
H.H.. w .ﬁmu.mu.m and G. C. Mathewson, “The Effects of Severity of
HEW.Honﬂ on Liking for a Group: A Replication,” Journal of Foa~
pverimental Social Psychology, 2:278-287 (July 1966). See Appendix
E for a fuller statement on these papers.

11. H.ﬁ spite of superficial resemblance, the hypothesis here pro-
posed iz fundamentally different from the one put forward and
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This hypothesis is to be tested experimentally by Fro-
fessor Philip Zimbardo of Stanford University and hig
associates.l? Pending the outcome of these efforts, it is
perhaps permissible to appeal to scattered historical evi-
dence for illustration. Take the well-known and well-tested
maxim that “revolution, like Saturn, devours its own chil-
dren.” Why this should be so is now easily understood: in
“making the revolution” revolutionaries have paid a high
personal price in risk-taking, sacrifice, and single-minded
commitment. Once the revolution is made, a gap between
the actual and the expected state of affairs is only too
likely to arise. To eliminate that gap those who have paid
the highest price for bringing about the new reality will
be most strongly motivated to change it anew. In the
process, they will take on some of their fellow revolution-
aries who are now in positions of authority and a large
number of the revolutionaries on either the one side or the
other or on both will come to grief in the ensuing fight.

Anocther illustration of the same principle, drawn from
the American experience, will be given in Chapter 8.8

tested in When Prophecy Fails by Leon Festinger, . W. Riecken,
and Stanley Schachter (Minneapolis: University of Minnesota
Press, 1856). In this classic of the literature of cognitive dissonance,
the authors investigated the effects on a group of believers of an
unequivoeal disconfirmation of their belief. In line with the theory’s
predictions, the believers became more vigorously engnged in pros-
elyting activities than before, This activity, however, must be in-
terpreted 2s an attempt to eliminate dissonance by “forgetting® the
disconfirmation, by drowning out the dissencnt cognition, rather
than by changing it. Both the Aronson-Mills and the Prophecy situ-
ationg are so constructed that the disgonant cognitions (boring
nature of the activities of the group, nonoccurence of predicted
flood) are unchangeable, once-and-for-all events, In the real world,
many situations are of course iterative and are subject to change,
“the next time around.”

12. See Appendix E for a detailed statement on the scope and
design of the proposed research.

13. See pp. 113-114. I arpgued elsewhere in a similay vein that
efforts to rescue development projects from difficulty will be most
vigorous when those responsible for the project are fully committed
to it as a result of prior expenditures. Hence the later the difficulty
appears the better, provided of course that it can be successfully
solved. See Hirschman, Development Projects Observed, pp. 18-21.

9b



Exit, Voice, and Loyalty

Payment of a high price of entry thus does not lead neces-
sarily to acquiescence with that for which the price has
been paid, but may result in an even more determined and
outspoken use of voice. It is also possible, of course, that
by the time the member ig no longer able to close his eyes
to what is going on, deterioration has become such that
exit appears as the only possible reaction to the sud-
den revelation of rottenness. Hence severe initiation may
eventually activate exit as well as voice.!* “You can ac-
tively flee and you can actively stay put’—this phrase of
Erik Erikson is again most pertinent. It was quoted once
before, in connection with the likely behavior of the qual-
ity-conscicus consumer. The coincidence is not accidental,
for severe initiation no doubt makes for quality-conscious-
ness.

A different kind of distortion of the model of loyalist be-
havior occurs when an organization is able to exact a high
price for extit {(over and above the forfeit of the price for
entry which ccenrs inevitably with exit). Such a price can
range from loss of life-long associations to loss of life,
with such intermediate penalties as excommunication, de-
famation, and deprivation of livelihood., Organizations
able to exact these high penalties for exit are the most
traditional human groups, such as the family, the tribe,
the religious commmunity, and the nation, as well as such
more modern inventions as the gang and the totalitarian
party.t® If an organization has the ability to exact a high
price for exit, it thereby acquires a powerful defense
against one of the member’s most potent weapons: the
threat of exit. Obvigcusly, if exit is followed by severe
sanctions the very idea of exit is going to be repressed

14. The activation of exit is shown in figure 1 through the loca-
tion of point XSJF (eXit of members having received Severe Initia-
tion) ahead of XWL.

15. For an account of the terror of leaving the Commmunist party,
see Gabriel A. Almond, The Appeals of Communism (Princeton,
1954), ch. 12,
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and the threat will not be uttered for fear that the sanc-
tion will apply to the threat as well as to the act itgelf. In
terms of the model, point T'X will be moved to the left and
is in fact likely to disappear altogether, that is, merge
with XWL, the point of exit when loyalty is present. Thisg
point itself may of course also be moved to the left: to
deter exit is indeed a major purpose of imposing & high
price for it. But in comparison with organizations that
can command strong spontanecus loyalty while being
unwilling or unable to impose stiff penalties for exit, the
main change in members' behavior under conditions of
progressive detericration of the organization is likely to
be the omisgion of the threat of exit rather than the post-
ponement of exit itself.

What happens to veice in erganizations where the price
of exit is high? Some tentative suggesiions can be ad-
vanced by distinguishing between those high-exit-price
organizations where the price of entry is zerc (because,
ag in the case of the family or nation, one enters them as
g result of ong’s birth) and those where this price is high
as well. For the latter organizations it has just been shown
that the onset of felt discontent and therefore of voice will
be delayed. Since the high price of exit does away, on the
other hand, with the threat of exit as an effective instru-
ment of wvoice, these organizations (gangs, totalitarian
parties) will often be able to repress both voice and exit.
In the process, they will largely deprive themselves of
both recuperation mechanisms.?®

The gituation is quite different for the traditional
groups, such as family and nation, which exact a high
price for exit, but not for entry. Here the fact that one
fully “belongs’ by birthright may nurture voice and thus

16, This is a special case of the proposition, put forward by David
Anpter, that any increase of coercion in a society will have a price in
terma of the flow of information te the powerholders, See his Politics
of Modernization {Chicago: University of Chicago Press, 1965},
p. 40.
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compensate for the virtual unavailability of the threat of
exit. By itself, the high price or the “unthinkability” of
exit may not only fail to repress voice but may stimulate
it. It is perhaps for this reason that the traditional groups
which repress exit alone have proved to be far more viable
than those which impose a high price for both entry and
exit.

I.oyalty and the Difficult Exit from
“Public Goods” (and Evils)

The reluctance to exit in spite of disagreement with the
organization of which one is a member is the hallmark of
loyalist behavior. When loyalty is present exit abruptly
changes character: the applauded rational behavior of the
alert consumer shifting to a better buy becomes disgrace-
ful defection, desertion, and treason.

Loyalist behavior, as examined thus far, can be under-
stood in terms of a generalized concept of penalty for exit.
The penalty may be directly imposed, but in most cases it
ig internalized. The individual feels that leaving a certain
group carries a high price with it, even though no specific
sanction is imposed by the group. In both cases, the deci-
sion to remain a member and not to exit in the face of a
superior alternative would thus appear to follow from a
perfectly rational balancing of prospective private benefits
against private costs. Loyalist behavior may, however, be
motivated in a less conventional way. In deciding whether
the time has come to leave an organization, members, espe-
clally the more influentiol ones, will sometimes be held
back not so much by the moral and material sufferings
they would themselves have to go through as a result of
exit, but by the anticipation that the organization fo which
they belong would go from bad to worse if they left.

This sort of behavior is the opposite of the one discussed
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in Chapter 4. It was shown there that under certain condi-
tions the most influentia] members might he the first to
exit. The reason for which this conclusion is reversed here
is that a wholly new and somewhat strange assumption
has just been introduced: the member continues to care
about the activity and “‘output” of the organization even
after he has left it. In most consumer-product and in many
member-organization relations this is of course not the
case. If I become dissatisfied with the brand of secap I usu-
ally buy, and consider switching to another, I do not ex-
pect such switching to cause a worsening of the guality of
my habitual brand; even if I did I presumably would not
care as long as I quit buying it.17 With the heip of this
counter-example, we can spell out the two conditions that
underlie the special loyzalist behavior now under discus-
gion :

In the first place, exit of a member leads to further
deterioration in the quality of the organization’s output;
secondly, the member cares about this deterioration
whether oy not he stays on as a member,

The first condition means that quality of a product is
not invariant to the number of buyers or to the amount
s0id. The withdrawal of some members leads to lower qual-
ity, hence presumably still lower “demand” from the re-
maining members and so on—g typical case of unstable
equilibrium, and of a cumulative sequence 3 la Myrdal
The consumer-member is here a “quality-maker” rather
than, as in perfect competition, a quality-taker. Situations
in which individual buyers are conscious of being price-
makers rather than price-takers are, of course, familiar
from the theories of monopoly and monopelistic compsti-
tion. What strikes the economist az weird here iz the
direction of the relationship: In the usual price-making

17. I may, in fact, entertain the opposite ..,mmwémm,gmg-ﬁm&w: re-
action if I hear that a firm which has disappointed me and with
which I have stopped deing business comes to grief,
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situation, withdrawal of a buyer (a downward shift of the
demand curve} will lead to price being lowered or, corre-
spondingly, to guality being {improved because the supply
curve is assumed to be rising. In the present case, on the

contrary, withdrawal of the quality-making “buyer” leads

to a quality decline. The reason is that the “buyer” is now
in reality a member and as such he is involved in both
the supply and the demand sides, in both production and
consumption of the organization’s output. Hence, if those
who have the greatest influence on quality of output are
aiso, as is likely, movre quality-conscicus than the rest of
the members, any slight deterioration in quality may set
off their exit, which in turn will lead to further deteriora-
tion, which will lead to further exits, and so on.

In this situation, utter instability is once again avoided
by the intervention of loyalist behavior and particularly
by members being aware of, and recoiling from, the pros-
pective consequences of their exit. In other words, in-
stability may be averted if members are aware that it
threatens, But there is a real question why a member
should care about the consequences of his exit on the qual-
ity of the organization, to the point where the prospective
decline in quality would keep him from exiting. The only
rational basis for such behavior is a situation in which
the output or quality of the organization matters fo one
even after exit. In othér words, full exit is impossible; in
sore sense, one remaing a consumer of the article in spite
of the decision not to buy it any longer, and a member of
the organization in spite of formal exit.

This Important class of situations can again be illus-
trated by the competition between private and public
schools. Parents who plan to shift their children from
public to private school may thereby contribute to a fur-
ther deterioration of public education, If they realize this
prospective effect of their decision they may end up by
not taking it, for reasons of general welfare or even as a
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result of a private cost-benefit calculation: the lives of both
parents and children will be affected by the quality of pub-
lic edueation in their community, and if this quality deteri-
orates the higher educational attainments of the children
to be obtained by shifting them to private school have a
cost which could be so large as to counsel against the shift.

The distinction made by economists between private
and public {or collective) goods is directly relevant to this
discussion. Public goeds are defined as goods which are
consumed by all those who are members of a given commau-
nity, country, or geographical area in such a manner that
consumption or use by one member does not detract from
consumption or use by ancother. Standard examples have
been crime prevention and mational defense as well as
other accomplishments of publie policies that are or ought
to be enjoyed by everyone such as high international pres-
tige or advanced standards of literacy and public health.
The distinguishing characteristic of these goods is not
only that they can be consumed by everyone, but that there
iz no escape from consuming them unless one were fo leave
the community by which they are provided. Thus he who
says public goods says public evils. The latter result not
only from universally sensed inadequacies in the supply
of public goods, but from the fact that what is a public
good for some-—say, a plentiful supply of police dogs and
atomic bombs--may well be judged a public evil by others
in the same community. It is also quite easy to conceive
of a public good turning into & public evil, for example,
if a country's foreign and military policies develop in such
a way that their “output’” changes from international
prestige into international disrepute. In view of this
book’s concern with deterioratien and resulting exit or
voice, this sort of possibility is of special interest.

The concept of public goods makes it easy to under-
stand the notion that in some situations there can be no
real exit from a good or an organization sco that the
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decision to exit in the partial sense in which this may be
possible must take into account any further deterioration
in the good that may result. What becomes difficult to
grasp, in fact, once the concept of public goods is intro-
duced is how even a partial exit from such goods is pos-
sible.

Actually, of course, a private citizen can “get out” from
public education by sending his children to private school,
but at the same time he cannot get out, in the sense that
his and his children’s life will be affected by the quality of
public education. There are many ostensibly private goods
of this sort that one can buy or refrain from buying: but
they have a “public-good dimension” (often called “ex-
ternalities” by economists) so that their mere production
and consumption by others affects, ennobles, or degrades
the lives of all members of the community. While this is
perhaps not a very frequent or very important phenom-
enon for saleable commodities and services, it is a central
feature of many organizations in relation to their mem-
bers. If I disagree with an organization, say, a political
party, T can resign as a member, but generally T cannot
stop being a member of the society in which the objection-
able party functions. If I participate in the making of a
foreign policy of which I have come to disapprove, I can
resign my official policy-making position, but cannot stop
being unhappy as a citizen of a country which carries on
what seems to me an increasingly disastrous foreign pol-
icy. In both these examples, the individual is at first both
producer and consumer of such public goods as party pol-
icy and foreign policy; he can stop being producer, but
cannot stop being consumer.

It is thus possible to rationalize a wholly new type of
loyalist behavior. In line with common sense {and the
theory of demand), the propensity to exit has thus far
been presented as a rising function of discontent with
product quality, or of disagreement with the party line.
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Now it can be shown that an invariant or even inverse
relationship between these variables is possible. In the
case of public goods, the member will compare, at any one
point in the process of deterioration, the disutility, dis-
comfort, and shame of remaining a member to the pros-
pective damage which would be inflicted on him as a
prospective nonmember and on society at large by the ad-
ditional deterioration that would occur if he were to get
out. The avoidance of this hypothetical damage is now the
benefit of loyalist behavior, and if this benefit increases
along with the cost of remaining a member, the motivation
to exit need not become stronger as deterioration proceeds
although undoubtedly our member will become increas-
ingly unhappy. The ultimate in unhappiness and paradoxi-
cal loyalist behavior occurs when the public evil produced
by the organization promises to accelerate or to reach
some intolerable level as the organization deteriorates;
then, in line with the reasoning just presented, the deci-
sion to exit will become ever more difficult the longer one
fails to exit. The conviction that one has to stay on to pre-
vent the worst grows stronger all the time.

Usually this sort of reasoning is an ex-post (or ex-
nunc) justification of opportunism. But it must be re-
luctantly admitted that loyalist béhavior of this type—the
worse it gets the less can I afford to leave-—can serve an
all-important purpose when an organization ig capable of
dispensing public evils of truly ultimate proportions, a
situation particularly characteristic of the more powerful
states on the present world scene. The more wrongheaded
and dangerous the course of these states the more weé need
a measure of spinelessness among the more enlightened
policy makers so that some of them will still be “inside”
and influential when that potentially disastrous crisis
breaks out. Tt will be argued later that in these situations
we are likely to suffer from an excess rather than from a
shortage of spinelessness. It is nevertheless worth noting

103



Exit, Voice, and Loyalty

that the magnitude of public evils that can today be visited
upon all of us by the centers of world power has bestowed
“functionality” or social usefulness on protracted spine-
lessness (failure to exit) provided it turns into spine
(voice) at the decisive moment.

Organizations and firms producing public goods or
public evils constitute the environment in which loyalist
behavior (that is, postponement of exit in spite of dis-
satisfaction and qualms) peculiarly thrives and assumes
several distinctive characteristics. For one, there is the
possibility described in the last paragraphs in which we
saw “right or wrong, my country” change into a seem-
ingly perverse “the wronger the myer.” Moreover, when
exit does occur its nature is different from the type of exit
discussed up to now. In the case of exit from organizations
producing private goods, exit terminates the relationship
between the customer-member and the product-organiza-
tion he is leaving. True, by signaling to management that
something is wrong, exit may provide a stimulus toward
quality recuperation, buf this effect is wholly unintended
by the exiting custorner-member--he “couldn’t eare less.”
In the case of public goods, on the other hand, one con-
tinues {0 “care’ as it is impossible to get away from them
entirely. In spite of exit one remains a consumer of the
output or at least of its external effects from which there
is no escape. Under these conditions, the customer-mem-
ber will himself be interested in making his exit con-
tribute to improvement of the product-organization he is
leaving—an improvement which he may judge to be im-
possible without radical change in the way in which the
organization is run. To exit will now mean io resign under
protest and, in general, to denounce and fight the organiza-
tion from without instead of working for change from
within. In other words, the alternative is now not so much
between voice and exit as between voice from within and
voice from without (after exit}. The exit decision then
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hinges on a totally new question: At what point is one
more effective (besides being more at peace with oneself}
fighting mistaken policies from without than continuing
the attempt to change these policies from within?

The considerable difference between “proper” exit from
public goods and the kind of exit (from private goods)
thus far discussed is revealed when a eustomer-member
who exits from a public good behaves as though he were
exiting from a private one. In a society as dominated by
private goods and by styles of behavior acquired in react-
ing to them as the United States, such eonfusion may per-
haps be expected. Examples from recent history come
easily to mind. High officials who disagree with public
policies do not blast them when they resign, but present
this decision as a purely private one; one leaves because
a better offer has come his way, “in fairness to my fam-
ily.” Similarly young men and women who find American
society, its values, and the actions of its government not
to their tastes are “opting out” as though they could secure
for themselves a better set of values and policies without
having first changed the existing set. The malaise resuti-
ing from this confusion of the two kinds of exit can be
measured by the relief that would have been experienced
if at least one of the public officials “dropping out” of the
Johnson administration in disagreement over Vietnam
had thereupon publicly fought official war policies; and by
the relief that was so widely felt when the 1968 campaign
of Senator Eugene McCarthy made it possible for many
young Americans to do just that, instead of merely “cop-
ping out.”

105




