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Summary. This largely methodological paper focuses on how to define the social economy and its
governance at the local and especially the urban neighbourhood level. A distinction is made
between essentialist and holistic definitions. The second section appraises the potential
contribution of various current ideas in institutional economics and economic sociology to the
definition of the social economy and its governance. It is found that ‘old’ and ‘new’
institutionalism in particular offer useful tools, including the holistic methodology as applied by
John Commons. The third section elaborates on the analytical elements required for defining the
social economy from a holistic perspective, stressing the role of essentialist abstract categories,
the role of local culture and articulation between spatial scales. First, we show how the notion of
social capital defined through a ‘holistic approach’ can enrich the definition of the social
economy. Secondly, we stress the importance of empirical investigations in feeding into the
holistic definitional work. The fourth section concludes the paper by enhancing the necessary
dialogue between an abstract-essentialist and a contextualised holistic definition of the social
economy at the neighbourhood level.

Moulaert et al., 1992; Nussbaumer, 2002;
Moulaert et al., 2000). Yet both pillars are
intimately related.

Institutional innovation has a purpose of
its own. It includes and vehicles cultural
emancipation, interpersonal and intergroup
communication, preference revealing and
decision-making mechanisms, systems deve-

1. How to Define the Social Economy:
Methodological Stance

The purpose of this paper is to define the
social economy at the local level, especially
from a holistic perspective. The social
economy is considered as part of social inno-
vation—see the introduction to this Special
Topic. According to Moulaert et al. (2002),

social innovation at the local level rests on
two pillars: institutional innovation (inno-
vation in social relations, innovations in gov-
ernance including empowerment dynamics)’
and innovation in the sense of the social
economy—i.e. satisfaction of various needs
in local communities (Schmoller, 1905;

lopment and co-ordination, all basic elements
of community dynamics, empowerment and
organisation of the local (social) economy,
including its employment relations. Relevant
sub-systems of the economy at the community
level belong to the production and allocation
spheres and are continuously or recurrently
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in search for institutional innovation (Moulaert
et al., 2000).

But institutional innovation, especially in
revealing preferences, in decision-making and
in systems co-ordination, is a conditio sine
qua non for basic needs satisfaction. Without
these types of institutional innovation, new
(social economy) production and allocation
initiatives cannot be grounded in community
dynamics and will be alienated from commu-
nity needs; from this perspective, institutional
innovation is connected to evolution and crea-
tivity in facing collective demands.

Generally speaking, satisfaction of ‘basic’
needs not only covers food, clothing, good
health and shelter, but also the autonomy or
self-determination of individuals who require
education, health and good governance.
From this point of view, institutional inno-
vation belongs to the core agenda of social
innovation through the satisfaction of basic
human needs. How significant a role it plays
will depend on a number of factors such as:
the contextual hierarchy of needs (place of
materiality in preference scale, absolute char-
acter of primary needs—“Erst kommt das
Fressen, dann kommt die Moral”—citing
B. Brecht’s ‘Ballade vom Angenehmen
Leben’), the democratic content of local
culture.

How then are we to define the local social
economy, taking into account this intrinsic
interweaving of needs satisfaction and insti-
tutional innovation? To this end, the paper
addresses at least two challenges.

First, it presupposes awareness that any
definition of the local social economy should
account for the varying generic features dis-
covered in the survey of the literature dis-
cussed earlier in this issue (Moulaert and
Ailenei, this issue): institutional-political
dimensions (from an historical perspective);
property and control relations; type of
‘core’ agent; market orientation; model of
co-operation; needs satisfaction system
(production, allocation). In addition, as we
are concerned with the ‘local’—and in many
cases the ‘neighbourhood’ economy—spatial
scales and their articulation should be
included in this list of generic features.
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Secondly, there is the question of paradig-
matic choices. Which are the most relevant
research questions? Which theoretical tra-
ditions should be mobilised? Although, «a
priori, we keep an open mind on all theories
which integrate social justice within their
view of human and economic progress, we
highlight institutional paradigms and theories.
These attach more value to contextual and his-
torical analysis, which Moulaert and Ailenei
(this issue) believe to be essential in any
relevant conceptualisation of the social
economy. In addition, and aware of significant
differences between them, there is room for
analysing norm-setting within institutional
theories.

The paper weighs up the potential of insti-
tutional-economic theories in particular for
facing these challenges and for conceptualis-
ing the social economy in both its intercon-
nected dimensions: institutional innovation
and innovation in needs satisfaction. To this
end, the following methodological position
is adopted. A fundamental distinction is
made between an essentialist and a holist defi-
nition. An essentialist definition uses abstract
categories only, claiming generality for a
variety of specific situations (i.e. historical
epochs, territorial dynamics, institutional
contexts). It is typical of idealist-positivist
paradigms, such as neo-classical and neo-
institutional economics or sociology. A holis-
tic definition in contrast does not pursue
generality, but inclusiveness. A holistic
theory focuses on the dialectics of general
mechanisms and factors of explanation on
the one hand, and specific situations on the
other. And as the holistic approach is indebted
to the American pragmatist school, it recog-
nises the intimate relationship between
theory building and the views (including
norms) and practice of agents (Ramstad,
1986). A holistic definition looks more like a
dialectal argument between generality and
specificity, taking into account history,
institutions and territorial context, than
an omni-valuable formula as is provided in
an essentialist definition. Holism is typical of
specific currents in institutional economics
(for example, old American institutionalism,
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and in particular John Commons’ work).
Therefore, institutional economics and the
related economic sociology may be significant
contributors to the definition of the °‘local
social economy’.

We do not treat both types of definitions as
‘mutually exclusive’ but as complementary,
each having its specific analytical role. The
essentialist definition provides a guideline for
contextual analysis, whose result (the holistic
definition) is intended in its turn to reshape
the former, while offering a richer source for
comparative analysis of typical cases.

2. A Contemporary Approach to the
Definition of the Social Economy

Essentialist definitions distil a number of
categories needed to determine the greatest
common denominator of phenomena or
concepts that are identified as being similar
or, in a limited number of cases, even identi-
cal. In the case of the social economy, these
could be: satisfaction of basic and sustainable
needs, the democratic institutionalisation and
organisation (governance) of production
systems, reciprocity and redistribution in
production and exchange relationships (see
Moulaert and Ailenei, in this issue). But the
inconvenience of essentialist definitions is
that they are context-alienated and therefore
detached from real situations, with a tendency
to impose path-independent norms for the
social economy; norms that are often rejected

by the community that 1is seeking
development.
Holistic definitions, in contrast, take

context and trajectories of development into
account. Their rationale is inherently insti-
tutional with

—institutions as contexts of development and
development action;

—culture as a mode of communication and
collective behaviour;

—and also institutions as the building blocks
of a governance system, institutions in
their various meanings of habitus, legal
and administrative systems, formal and
informal behavioural rules.
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Therefore, holistic definitions more than
essentialist definitions stress the role of insti-
tutions and governance in defining the social
economy. A holistic approach will also
address the historical context of the contem-
porary social economy and possibly compare
it with that of, for example, the social
economy within the welfare systems as
observed in co-operative pre-Fordist or mutu-
alist Fordist Europe. But the methodological
inconvenience of a holistic definition is that,
because of its iterative nature, it becomes
lengthy and, for positivist social scientists, a
boring or ‘non-scientific’ narrative. Therefore,
in scientific practice, a confrontation between
complex holistic and simple—methodologi-
cally disciplining?—essentialist definitions
could be quite relevant, for pedagogical and
analytical reasons.

Because of the affinity of holism with insti-
tutional analysis, and its concern with the
interplay between normative and analytical
approaches (as in pragmatism), the definitions
of the social economy provided here focus
very strongly on the governance dimension
of the social economy, which involves both
democratic control and associative forms of
co-operation of production and allocation
systems. Various questions are examined

—What is the definition of governance
and good governance in economics, and
especially in institutional economics and
economic sociology—i.e. the only (sub)
fields in the economic discipline that
really deal with governance?

—How can the definition of the social
economy benefit from the more essentialist
analysis in neo-institutional economics and
the way it treats governance (market,
hierarchy or in between)??

—Which normative and analytical dimen-
sions should be included in essentialist
and holistic definitions of the social
economy and its governance?

2.1 The Problems
Governance in Economics

with Defining

Governance is a central issue for social
economy because of its particular focus on
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the articulation of socioeconomic relations.
If the economy is to be analysed not only
through market mechanisms, but also in
consideration of the institutional setting of
social relations, it means that the search for
co-ordinated coherence and interaction
between the various agents and agencies
involved in economic life is of the utmost
importance. The concept of governance
reflects this concern. As a start, we provision-
ally define socioeconomic governance as the
social relations which govern the functional
organisation of an (socio) economy or some
of its components.

There are two important streams of litera-
ture dealing with governance problems in
economics

—institutional economics; and
—economic sociology.

These approaches are analysed in this section
because they offer particular views on socio-
economic relations and their co-ordination.
The guideline for reading both these litera-
tures is in particular the need to consider the
diversity of organisation principles and types
of social relation, as they will be relevant to
defining the governance of social economy
agents and structures.

Institutional ~ economics. Without  being
exhaustive, institutional economics is a very
broad field that is historically, ideologically,
theoretically and methodologically divided
(Villeval, 1995; Moulaert and Lambooy,
1996). Among mainstream economists, the
best-known line of thought is the so-called
neo-institutional or new institutional econ-
omics (for a survey, see Eggertsson, 1990),
whose main exponent is Oliver Williamson
with his transaction cost theory. This contem-
porary theory wrongly attributes its foun-
dations to the work of John Commons who
provided a socially embedded approach to
various types of transaction (Commons,
1934/1961), which is totally different from
neo-institutional economics. The main merit
of Williamson’s transaction cost theory is
that it has abandoned the full-information
rational economic behaviour assumptions in
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favour of a model of individual economic
behaviour based on bounded-rationality and
transaction cost control. However, the
institutional theory that is built on the basis of
the transaction cost paradigm is only partially
capable of explaining the collective dimensions
of the development, building and destruction of
institutions; for example, it does not take into
account the rise and destructive influence of
power relations on the development of insti-
tutions as well as on society as a whole.

Other lines of thought in institutional econ-
omics, however, are of greater relevance to
our definitional work. The German Historical
School laid the ground for the contemporary
theories of the state, for the theories of
stages of development and for the role of
culture and institutions in local development
(Nussbaumer, 2002). The German Historical
School (and in particular Schmoller, 1905) is
considered as one of the founders of methodo-
logical holism or collectivism, and in this
respect contrasts with the Austrian School
that is considered as the main centre of
methodological individualism. The content
of the Methodenstreit or methodological
quarrel between Schmoller (1905) and
Menger (1883) is still today a useful
mirror highlighting the difference between
methodological holism and methodological
individualism and how they relate to
the various currents in institutionalism
(Hodgson, 2001).

Today, in economics, neo-institutional
economics is often presented in contrast to
contemporary institutional economics or new
institutionalism, with G. Hodgson as its
best-known international scholar. This ‘close
labelling” of both neo-institutionalisms (neo-
institutional economics versus new institu-
tionalism) becomes quite confusing, but
the distinctions between both approaches are
very significant. Table 1 provides an eclectic
comparison of neo-institutional economics
and new institutionalism. It is important to
point out that the new institutionalism is
the descendant of the old US institutional
school and the German Historical School,
because of its historical approach, its histori-
cal and contextual definitions of institutions
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Table 1. Analytical and methodological features of institutional economic theories relevant to social
economy and governance debate: an essentialist summary!

Theory

Theoretical premises

Methodological observations

German Historical School Culture

Stages of development
Collective action—state

Austrian School Culture

Historicism: general laws versus
historical specificity
Methodological collectivism

Methodological individualism

Micro-economic foundations of
collective behaviour

Old US institutionalism Institutions

Habit of thought, role of praxis

Transactions as socially

constructed relation
Transaction as exchange between

Neo-institutional

economics individuals

Limited information
Endogenous consumption and

innovation economic dynamics

Evolutionist view of

New institutionalism
(evolutionism,
regulationist school)

development

Evolutionist metaphors
Pragmatism
Holism

Methodological individualism
Minimisation of transaction cost
in uncertain environments

Historically, institutionally and
territorially contextual analysis
of socioeconomic interaction

Role of institutions in
development and regulation
Culture, science and learning

(commons), its critical and pluralist use
of the biological metaphors on evolution
(evolutionary economics is part of the new
institutionalism) and the endogenous status
of innovation, preference scales and insti-
tution building (Hodgson, 1988; Moulaert
and Lambooy, 1996). In addition, new institu-
tionalism has a strong affinity with economic
sociology (Swedberg, 1987).

Another important line of thought in new
institutionalism is regulation theory, an
offshoot of structural Marxism (Althusser),
radical theories of the state and, indirectly,
‘old’” institutionalism and the German
Historical School (Boyer, 1987; Villeval, 1995;
Baslé, 1995; Moulaert and Swyngedouw,
1989; Jessop and Ngai-Ling Sum, 2006).
Recently there has been a rapprochement
between regulation theory, evolutionary econ-
omics and economic sociology, in the sense
that regulation theory has provided
appropriate vocabulary for other institutional
and socioeconomic approaches.

In any case, a theory and definition of
governance in new institutionalism encom-
passes many more dimensions than in new
institutional economics.

Neo-institutional — economics on  gover-
nance. Neo-institutional economics is
defined here as the broader transaction cost
and property rights school, that has tried to
complete or replace the price allocation
system theory by a broader allocation logic
based on the exchange of property rights
under a regime of minimising transaction
costs.® In this way, neo-institutional econ-
omics both compares and tries to integrate
the specific logic of various institutional
relations into a unifying theory of trans-
actions. The transaction becomes the elemen-
tary institutional exchange, the building-block
of all institutions; efficient institutions are
those that curb overall transaction costs.

In neo-institutional economics, the debate
on governance is focused on the tension
between market and hierarchy—and the
in-between form of ‘economic co—operation’.4
But to take this as the starting-point of the
co-ordination and governance debate, is mis-
leading, especially within a territorial context
(Grabher, 1993). For in neo-institutional
economic analysis, market, hierarchy and
co-operation are presented as comparable
categories of co-ordination and governance
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Table 2. Economic-functional organisations and their social structuring

Functional organisation

Structuring principle

Elementary social relation

Firm Division of labour Teamwork
Market Price system Exchange—transaction
Household Reproduction Teamwork

Mode of interaction

Power relations

Co-operation

Competition

Hierarchy

Free choice of entry—
equal power

‘Co-operative’

reciprocity

Principal —agents
Exploiter—exploited

Market exploitation
Unequal exchange
Economic rivalry
between partners in
household

... based Free market—~Fair trade

on solidarity and

Note: Entries in central boxes are illustrations, not mutually exclusive types.

of economic functions. In fact, they are not
because, as we will see now, they refer to
different functional logics.

Most economists will agree that a market is
an allocation system in which the price system
is the main discriminant. A market refers to a
particular type of economic function—i.e. the
allocation of goods and services through a
price system. Other economic functions are
production, consumption, etc.

Hierarchy, however, is a principle of organi-
sation of social/human relations, whatever
the economic functional institution it is
applied to—a market, a firm, a social
service—a financial circuit can be hierarchi-
cally organized to a larger or smaller
extent. In fact, hierarchy refers to a form of
(social) co-operation—i.e. co-operation that
is partly structured by the exertion of
power by agents over others. Free co-
operation and hierarchy are therefore more
comparable categories than market and
hierarchy.

Clearly neo-institutional economics has
confused the following distinctions

—Distinctions between the various ‘real’ eco-
nomic functions. Examples in the real sphere
of the economy are production—allocation/
exchange—consumption—investment.

—Distinctions between different principles of
organisation: it is very hard to provide a
typology of principles of organisation
without referring to a specific organisation
(or institution): an enterprise or a firm, a
household, a market. These are organis-
ations referring to economic institutions:
market (allocation/exchange), enterprise
(production/exchange/investment), house-
hold (consumption/exchange).

In reality, various types of functional organis-
ation have their own logic and therefore their
own principles of organisation. To provide an
appropriate definition of an economy, in our
case a ‘social’ economy, these various logics
should be distinguished and the complemen-
tarity between them fully recognised. The
intrinsic principle of organisation for each of
these functional organisations can be simpli-
fied as shown in Table 2.

However, there also exist more generic
principles of interaction between agents (see
Table 2), principles that are not determined
by the nature of the economic or social func-
tion, but by human interaction properly speak-
ing: co-operation and competition, or
solidarity and exploitation—for example,
can play a part in various types of functional
organisation and interfere with their basic
structuring principles.
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Examples include a division of labour ruled
by competition and/or co-operation and/or
hierarchy; a household normalised by
relations of solidarity and/or reciprocal
exploitation. Arising here are germs of ideas
which help to distinguish the ‘social’ from
the ‘non-social economy’.

There are also ethical principles, beha-
vioural rules and political choices about
(re)distribution and reciprocity. In neo-
institutional economics, these principles play
a minor role. The sole ethical principles
are minimisation of transaction costs and
sanctioning of  opportunism—minimalist
norms compared with those needed to
‘govern’ social economy agents and structures
(see Figure 1).

Economic sociology and social econo-
mics. Many of the mentioned missing
elements or faulty lines of reasoning found
in neo-institutional economics today, had
already been signalled by economic sociology
(Swedberg, 1987) and social economics long
before the ‘new’ economics came into being.
As illustrated very clearly by Swedberg
(1987), many developments in both fields
have the same roots: the German Historical
School, the dialectics between functionalism
and structuralism in Europe and the US, the
founding fathers of sociology (Max Weber,
Emile Durkheim, etc.), Polanyi’s ‘great
transformation’. . .

Neo-institutional economics could have meant a
revolutionary turn-about of market analysis, showing
that it involves not only the price system but also
relations of power, co-operation or exploitation. But
because of the obsession to write a ‘unifying’
transactional theory of the firm, this major opportunity
was missed. In fact, the prime functional logic of a
firm is to produce, to be creative and to organise a
division of labour. A transaction logic can only play a
part in the organisation of the firm and its creative
functions on the condition that this logic is confronted
with other principles of allocation, the functional
diversity and the generic principles of human
interaction within the firm.

Figure 1. The paralysed triangle of neo-institutional
€conomics.
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Within  economic  sociology, various
debates are relevant to the definition of the
social economy at the local level

—The institutional interpretations of firms
and markets. Firms and markets should
not be studied as abstract categories, but
as concrete institutions with a history and
social dynamics (see Hodgson, 1988).

—The debate on principles of allocation
(price system, central distribution, barter)
(see, for example, Mingione, 1991).

—The debate on the democratic and social
firm and the role of associativity, showing
how various forms of social interaction
can usefully replace or complete market
failures (see the literature on the ‘third
sector’: Lipietz, 1999; Laville, 1994).

—The debate on ethical production and fair
market exchange, (re-)introducing recipro-
city and equity in consumptive behaviours
(production and distribution of value, fair
trade—see, for example, Smelser and
Swedberg, 1994; Favreau and Fréchette,
2000).

As 1n neo-institutional economics, the cate-
gories used in economic sociology do not
always belong to the same family of logic: a
market is an allocation/exchange system,
whereas reciprocity and associativity refer to
generic principles of human organisation,
with or without ethical connotation. This is
why in economic sociology, as in new institu-
tionalism the various logics of institutional
dynamics (functional, social organisational,
ethical and political) are examined in relation
to each other within a concrete historical and
institutional context. This contextual analysis
indeed allows for the identification of the
truly applied principles of social interaction.

2.2 Defining ‘Social Economy’ and its

Governance: Concept and Context

To develop scientifically acceptable defi-
nitions of the social economy and the type
of governance that goes with it, we mobilise
the variety of logics of economic functions,
the principles of social’/human organisation
and the way behavioural rules, ethical
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principles and political viewpoints underpin
or interfere with them.

Let us recall that we use two meanings
of the concept ‘definition’: the essentialist
or generic meaning commonly used in (positi-
vist?) social science; and the institutional or
holistic definition as used in institutional
economics (Commons, 1934/1961; Ramstad,
1986; see previous section). We argue that
the holistic definition is analytically more
useful because it contextualises (historically,
institutionally, territorially) phenomena and
concepts and provides an answer to the
typical duality between normative and
descriptive analysis in social science.
However, the essentialist definition is main-
tained as a general referential among analysts
of social phenomena, because it contains
categories that are generally ‘recognised’ by
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social scientists, even if the concrete (contex-
tual, historical) varies significantly among
them. It can be considered as a preliminary
step towards a holistic definition, that orients
the contextual approach of social phenom-
ena—for example, it can be used as a mode
of selecting themes for holistic definitions.

Essentialist definition. Stringing together the
distinctions made in the critical literature
survey of institutional economics and econ-
omic sociology, and with reference to the
analysis of social economy and its governance
as reviewed in Moulaert and Ailenei (in this
issue), the ‘essentialist’ dimensions shown in
Figure 2 can be distinguished.

It is obvious that even an essentialist defi-
nition of the social economy should include
the basic economic functions of production

Production/firms:

Combining economic functions (1), (2), (3) with

ECONOMIC FUNCTIONS

Division of labour

(1

Allocation: price
system, barter,
central distribution
<& Satisfaction of
needs (2)

Households:
reproduction —
including (mass)
consumption(3)

ORGANIZATION

SOCIAL

Cooperation (4)

Competition (5)

Dominance/
Dependence (6)

NORMS

Re-distribution (7)

Reciprocity (8)

Sustainability (9)

organizational principle (5) ‘Competition’ defines the
capitalist market economy.

But the market (5) can be more cooperative (4) or more
based on a hierarchical organization of dominance and
dependence (6) as in a system with hegemonic finance
capital or uncontrolled multinational production
systems.

A combination of functions (1) =» (3) with the collective
application of norms (7) = (9) in the competitive
market system (5) could delimitate the ‘social’ market
economy.

The social economy purely speaking would then replace
(5) by (4)(8) *Voluntary Cooperation’. The
combination of the latter two lays the ground for a broad
essentialist definition of the social economy.

Figure 2. Dimensions permitting essentialist definitions of (social) economies.
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and allocation, but should also incorporate the
household sector with its functions of repro-
duction in the larger (education, integration
into existential communities) and in the stricter
sense (for example, through consumption and
domestic production). The ethical values,
behavioural rules and political views towards
which these functions should be geared, and
how the interaction between agents is inspired
or codified, are also essential.

Therefore, for the time being, we could live
with the following essentialist definition of the
social economy: the social economy is that
part of the economy (or the complement to
the ‘co-existing’ other economy) that

—organises economic functions primarily
according to principles of democratic
co-operation and reciprocity . . .

—guaranteeing a high level of equality and
distribution, and organising redistribution
when needed . . .

—in order to satisfy human basic needs, in a
sustainable way.

Sustainability refers to ecological, social
justice and governance logics (see Buckingham-
Hatfield and Evans, 1996).

Several observations can be made with
regard to this definition. First, the definition
of governance, provides a wider range of
logics than in neo-institutional economics.
Organisation and governance are at the same
time dependent on the specificity of the econ-
omic functions and of the relations between
them, on the multiplicity of principles of
social organisation (including modes of allo-
cation) and on the multiplicity of behavioural
norms that can be of an ethical, political or
just ‘conventional’ nature. Note that this
definition does not exclude governance
through market co-ordination, on the con-
dition that this respects principles of voluntary
co-operation between and within market-
agents—almost in the social liberal sense of
the term—and reciprocity in exchange (as,
for example, in fair trade).

Secondly, it remains an ‘essentialist’ defi-
nition, disconnected from historical, insti-
tutional and territorial contexts. These
contexts are highly relevant for understanding
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the nature of the social economy and its
governance within particular territorial and
institutional conditions. For example, the
issue of the articulation between various
scales of governance of the social economy,
presented at the beginning of this paper as
a hot topic in the social economy debate, is
only implicitly present in this definition.

Thirdly, and as a consequence, the flaws of
essentialism are particularly visible in the
relation between principles of social organi-
sation and ethical principles. It is well
known that mainstream economics in its
essentialist approach tends to confuse norma-
tive with analytical models. In this way—for
example, it often mixes actual consumer
behaviour with behaviour predicted on the
basis of satisfaction of individual utility
levels: actual behaviour is exclusively inter-
preted as the outcome of this type of rational
(instrumental) economic behavioural norms.
Of course, in reality normative principles for
behaviour and actual consumer behaviour
affect each other; but actual behaviour is the
result of the interaction between individual
and social processes. Even if rational
principles lie at the basis of human agency,
actual behaviour will reflect a ‘mediated’
rationality, the outcome of which is only a
bleak reminiscence of the ‘ideal’ rationality
(Moulaert and Nussbaumer, 2003).

Another confusion may arise when looking
at co-operation. According to Kropotkin
(1902/1972)—and most mainstream econo-
mists would disagree with this—co-operation
is as much a foundation of economic
behaviour as is competition. In other words,
human progress is not only based on
competition but on co-operation as well.
And this is not only a consequence of an
upgrading of human existential ethics, but of
the very nature of real human behaviour
which, as shown in economic anthropology,
forms a mixture of competition and co-
operation from the beginning. Moreover,
as we have signalled already, co-operation
can be forced wupon agents through
power exertion, but it can also be based on
free choice or on reciprocity in human
interaction.
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The problem of the interaction between
actual organisational principles and ethical
considerations for the future could be solved
by use of holistic definitions for the social
economy and its governance. The main
reason for this is that holistic definitions are
‘iterative’: they analyse how phenomena orig-
inate and develop. This also holds for ethical
principles and behavioural rules.

Holistic  definitions. If the essentialist
definition of the social economy already has
a high governance content, it is ahistorical in
the sense that it uses contemporary abstract
concepts that should be applied to various
stages in the development of the social
economy; and, more specifically, it is uninsti-
tutional because it does not consider the
creation and development of institutions that
have enabled the social economy or the
reproduction of behavioural principles of
reciprocity and redistribution.

The holist definition of social economy, in
contrast, cannot be posed without understand-
ing of the contextual (historical, social cul-
tural, etc.) determinants of social economy.
In other words, social economy as defined
through the holistic approach, can be different
according to time and space, because the
forms of organisation, structuring principles
and economic functions may take on a very
different shape. For instance, the communitar-
ian economy in America is very different from
the solidarity economy (économie solidaire)
in France. Both belong to the social
economy, but the very context in which each
unfolds requires a different definition of
what it really is. To keep the reader in tune
with our endeavour, we provide a brief
summary of the holistic approach in social
science and how it perceives the role of defi-
nitions. The summary is mainly based on
Ramstad (1986) where he provides a Hinei-
ninterpretierung of the institutional economist
John Commons’ scientific approach. In his
article he refers to the founding fathers of
holism and its introduction into economics.
We only present the main lines of the holistic
approach and do not go so far as, for example,
John Commons in his definition of
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‘institution’ (Commons, 1934). We also
occasionally adapt the terminology to contem-
porary language usage.

Following Diesing (1971), Ramstad con-
siders the production of holistic knowledge
as follows. To make it more tangible to the
reader, we will interstice the argument with
themes and relations found in the social
economy. (We have no space here, however,
to provide a fully fledged holistic definition
of a social economy for a particular system.)
Holists employ a part-whole mode of appre-
hending reality.

Reality is conceptualized as an integrated
whole, a unity, not as a set of logically
separable structures and processes
There is no sharp distinction between the
empirical and logical nature of things.
Meaning, therefore, is linked to the
context; entities or activities are assumed
to be truly comprehensible only in their
interrelationships with other entities or
activities (Ramstad, 1986, p. 1071).

The researcher selects an analytical theme
(such as people with basic housing needs)
within a sub-system (such as an urban neigh-
bourhood), which he first analyses for this
sub-system, then for others. He examines
whether the theme is generally relevant for
all sub-systems and verifies its generality but
also the specific differences for the theme
within each sub-system. The approach that is
used is comparative [in space, in time ...].
A typology of the theme and its variants is
developed. For housing in urban neighbour-
hoods, this means that an indicator and a
typical behaviour for people in need of
social housing will be determined. The need
for housing will be expressed differently
from neighbourhood to neighbourhood,
depending on housing provision systems
(public or private, legal administrative insti-
tutions, functioning of housing markets, etc.).

Once one theme is empirically established,
the researcher looks at others and the linkages
between them in the various sub-systems.
“The researcher tries to accomplish the lin-
kages, the interconnectedness that constitutes
the system’s . .. wholeness” (Ramstad, 1986).
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A theme then becomes a tentative hypothesis
that can be ‘tested’ for a wide variety of
cases through “contextual validation” as
Diesing (1971, p. 147) calls it. The housing
needs theme becomes empirically established
once it has been contextually recognised for
the different neighbourhoods. Another
theme then is how housing needs affect
people’s expression of a demand for
housing. This is then again established
across neighbourhoods—i.e. by looking at
the ‘voice’ role of housing associations,
neighbourhood committees, local estate
agencies, social housing organisations, etc.
How do these agents connect to the housing
needs of the local people? This linkage
between both validated themes (housing
needs, validated mediated demand) will then
become the building block of a network of
themes that will provide a pattern of the
dynamics of the local social economy.

Several validated themes can be connected
into a network and interpreted as being part of
a pattern, the holist theory.

As the holist labours to improve the pattern
model, he simultaneously strives to refine
the associated typologies he is employing
to interpret a specific system (Ramstad,
1986, p. 1071).

The role of individual cases, in their context,
is as important as that of the ‘general’
pattern. A typology can be completely
turned upside down in the light of a few
powerful idiosyncratic cases.

Definitions in holism are usually quite
complex, because they take into account the
variety of themes within the contexts provided
by the various (sub)systems, in their time and
space patterns. Features of essentialist
definitions are present; they often instruct
the selection of themes or concepts, but
these concepts will shade off rapidly into
a series of variants, circumstances, aspects,
standpoints and relations or contrasts
with other concepts. And no such holistic
‘definitions’ will pretend to be complete;
there is always more to be said and discovered
(Diesing, 1971, p. 211).
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The hasty observer may argue that the
holistic definition sounds more like a theory,
as positivist social scientists would call it,
than a definition. But in fact this comparison
does not hold, because holistic definitions
transform the abstract nature of concepts
into real themes, something that does not
happen in positivist theories, where the
nature of the concepts does not change by
linking them to each other.

Returning to our ‘mission’, the definition of
the social economy and its governance, the
holistic approach will select themes from
Table 4 and examine whether they can be
materialised in various social-economic
systems or in their components (regions,
localities, cities, neighbourhoods, etc.)
within their specific contexts. For example,
the LETS system: how does it operate in the
various neighbourhoods in a sample of Euro-
pean cities? To examine its operation, its
various ‘themes’ must be examined. Which
services and commodities are involved?
Which type of exchange relationship? Which
behavioural rules? Then, once the LETS
theme is validated for a number of neighbour-
hoods (a neighbourhood as a sub-system), and
the typology of variants established, the next
step is to examine the links with other
themes of the social economy, such as demo-
cratic management in small artisan
enterprises.’

Thus, bit by bit (theme by theme, link by
link), the ‘network’ or ‘pattern’ of the local
social economy will be discovered, together
with its historical, institutional and territorial
context—within a comparative framework,
aligning a number of neighbourhoods, prob-
ably within different cities. And, a priori,
depending on their relevance to analysis and
strategy, the specific cases with particular
experiences, strategies and institutions, will
receive as much attention as the general pat-
terns of the social economy in our sample of
neighbourhoods. A holistic definition accepts
the limitation of knowledge and attempts to
by-pass it through plurality and confrontation,
in opposition to essentialist unification and
a priori universality.
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3. Defining the Social Economy at the
Neighbourhood Level: Holism, Social
Capital and Empirical Analysis

When addressing the social economy at the
local and neighbourhood level, the functions,
modes of organisation and behavioural prin-
ciples (ethical, political, customary) that are
considered as basic elements of the definition
of the social economy show a variety of
relations with the local context (history,
institutions, territory). In the holistic
approach, to understand this local context, to
grasp the particularities of the themes and
variants in the social economy and its insti-
tutions, the role of local culture and the way
the local social space is articulated with
other spatial scales, are very important. We
will especially develop the role of culture,
while recognising but not fully developing
the argument about the key role of the inter-
connection between spatial scales in the
development or destruction of the (local)
social economy and its governance. For
example, multiscalar governance plays a key
role in reproducing the ethical foundations
of a social economy at the local level. It is
insufficient to design ethically and democrati-
cally correct modes of governance to guaran-
tee the ‘social-economic’ nature of economic
functions. Competition and dominance-—
dependence relations at higher spatial
scales—for example, can nullify democratic
co-operation in local social enterprises. It is
therefore important to examine the scalar
tensions on the various economic functions
and how they can be by-passed or transformed
through institutional actions, politically
established within a new multilevel govern-
ance system; there is no holistic definition of
the local social economy without linking in
the theme of social space-wide political
struggle, policy and institutions favouring or
hampering social economy initiatives.
Returning then to our main focus here—i.e.
the role of culture in calibrating the local
context of the neighbourhood social
economy—rfollowing Commons and
Ramstad, we want to stress the development
of behavioural norms, modes of organisation
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and co-ordination between people, groups
and teams as factors of the social economy.

In essentialist terms, we could say that the
social economy at the neighbourhood level
contains those agents and their neighbourhood
networks that are involved in local pro-
duction, allocation and domestic activity in
which ethical principles of (re)distribution,
reciprocity and sustainability determine their
social organisation. Financial institutions can
be part of the social economy, to the extent
that they support or facilitate the operation
of the other functions. And local networks
include their own anchoring within broader
spatial scales.

In holistic terms, the social economy
receives a more realist institutional content,
including the historical trajectories of econ-
omic functions, modes of social organisation,
local institutions with multiscalar linkages
and rules of collective action, which are
partly the outcome of social and political
struggle. Neighbourhoods with histories of
artisan production, artistic activities or specific
educational or vocational experiences and co-
operative network building will be defined as
such. The institutions that have grown up
with these activities and their modes of
social organisation are part-and-parcel of the
holistic definition of the neighbourhood
social economy, developed as a typology of
variants around a context-proof analytical
pattern. Ethical principles are no longer the
deus ex machina for urban renaissance, but
are part of the local development history.
Where co-operation on more or less reciprocal
grounds has been a mode of social interaction
for a long time (for example, LETS), recipro-
city is not just an ethical principle, but also an
experienced mode of practical social function-
ing. Ethical rules can become norms for social
relations within the social economy, which
means that both the process of need satis-
faction and its result should not only be
considered as instrumental to wealth creation,
but as criteria of the evaluation of develop-
ment strategies. But if co-operation has not
been a current part of local existence, it can
sometimes be ‘reinvented’ by referring to its
history in the locality, the neighbourhood or
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in related localities, as shown by the recent
development of the solidarity financial
circuit in the north of France, reactivating an
old tradition of mutual help. The reference to
the past and the revival of symbolic past
experiences are important elements of a local
social economy that includes elements of iden-
tity.® In fact, it is much more logical to append
a logic of learning and collective action to an
institutional-holistic ~approach of social
reality than to an essentialist reading, where
themes are presented as ingredients of an
abstraction only.

The holistic definition also includes
changes in institutions, explained as responses
to changes in social conditions. Lipietz’ argu-
ments about the ‘économie solidaire’ as the
prodigal child of the ‘économie sociale’ fit
here (Moulaert and Ailenei, in this issue).

The next two sub-sections offer two signifi-
cant steps in defining the social economy at the
neighbourhood level. The first takes a holistic
reading of social capital at the neighbourhood
level and confirms Forrest and Kearns’ con-
clusion that only a contextual analysis invol-
ving various dimensions of the local culture
is analytically relevant; the second explains
how SINGOCOM has been a learning
process in holistic analysis of the neighbour-
hood social economy in European cities.

3.1 ‘Holistic’ Definition of the Social
Economy: The Importance of Social Capital

The recent debate on the notion of social
capital and its role in neighbourhood develop-
ment strategies is highly relevant to the holis-
tic definition of the social economy, and puts a
strong stress on the role of culture. The differ-
ence is striking between what we could call in
our jargon °‘essentialist’ and ‘holistic’ defi-
nitions of social capital. In addition, the
debate confirms the necessity of combining a
basic needs strategy with a social innovation
strategy in setting up social economy strat-
egies at the local level. There is substantial
evidence to show that the local community
plays an important role in the production of
social cohesion, not only at the most local
level, but also ‘higher up’. The neighbourhood
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then becomes more than a place of routine
activities (eating, sleeping, purchasing, etc.)
or recreation or leisure, but also an arena
where humans can express themselves, con-
verse or rediscover their identity, their spirit
of solidarity, and work on their connectedness
with other networks such as in regional and
national kinship, political, social support and
economic interest organisations.

We know from the literature that the debate
on the role of social capital in socioeconomic
development is endless. It is not our purpose
to have the final word; our goal is limited
to pulling together the strands in the debate
that deal with the role of social capital in the
development of the local social economy. We
are using the concept of social capital to
show that there is a growing tendency to
approach it only in its contextual and concrete
forms (Forrest and Kearns, 2001). The concept,
although very often interpreted in an essential-
ist way, is therefore of high potential relevance
for a holistic approach to the social economy at
the local level. We could say that, in our critical
interpretation of the analytical use of the
concept, we are much more in line with the
contribution of the ‘old’ Italian school of econ-
omic sociology (Bagnasco and Trigiglia, 1985/
1993)—which, in much more precise terms,
has been working on the embeddedness of
economic action in the social, cultural and
political context as well as its historical devel-
opment—than with the contemporary essenti-
alist view of social capital.

For the purpose of our analysis, there are at
least two links between social cohesion in
deprived neighbourhoods and the social
capital debate. First, there is the link
between social cohesion in the neighbourhood
and social capital. Secondly there is the role of
social capital in the economic development of
the neighbourhood.

To analyse these links, we clarify the
concept of social capital, following DeFilippis
(2001) in his criticism of Putnam (1993a,
1993b, 1995, 1996, 1998, 2000). Putnam
defines social capital as

By analogy with notions of physical and
human capital ... social capital refers to
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features of social organisation such as net-
works, norms and trust that facilitate co-
ordination and co-operation for mutual
benefit. Social capital enhances the benefits
of investment in physical and human capital
(Putnam, 1996, p. 34).

Several observations should be made about
this definition in order to clarify the concept
and its interest for the holistic definition of
the social economy.

First, social capital is not ‘held’ by individ-
uals and groups, but is part of the social
relations between agents (Loury, 1977;
Bourdieu, 1985; Coleman, 1988; DeFilippis,
2001). According to DeFilippis, Putnam
confuses the concept of social capital with
a particular interpretation of civil society—
i.e. voluntary associations. In Putnam’s
view, the two categories always have a
positive influence, based on trust, norms and
common values, gearing people to act in the
direction of the collective or general interest.
This of course is not only a reductionist
view of social capital, but also adopts the
hypothesis of automatic positive impact of
social capital on development action. Or
even worse: this view easily leads to the con-
clusion that bad development results mean
absence of social capital.

Secondly, for Bourdieu (1985) social
capital is underpinned by economic capital.
But social capital exists as an economic and
a non-economic component (social inter-
actions and power relations). We could even
go further and argue that various types of
capital in communities, whatever their territor-
ial basis, are strongly intertwined with each
other (Moulaert and Nussbaumer, 2003).
When the economic capital is insufficiently
developed—because of exploitation, unfair
distribution of capital and income—social
capital’s ‘effectiveness’ will be affected.

Thirdly, local development trajectories
affect social capital in various ways. Long-
lasting economic decline can paralyse social
capital, both in the Putnamian and Bourdieu
meaning of the term. But if social networks
can survive the economic decline, they are
usually transformed or hollowed-out, with
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the cultural identities of the neighbourhoods
surviving, but the social relations disarmed.
And with the unity of social and economic
capital defended by Bourdieu, social capital
may even expire.

Fourthly, following Moulaert et al. (2000),
interaction between various types of capital
(business, ecological, human, social or insti-
tutional) can have destructive or creative con-
sequences. Long-lasting decline of private
investments can negatively affect the develop-
ment of social and human capital, and delay
necessary collective actions to counter phys-
ical and ecological decay. But interaction
between types of capital is not mechanical or
deterministic, but contextual in the various
holistic meanings of the word. Social and
economic capitals do not automatically under-
pin each other. In pre-capitalist societies, or
areas with limited industrial development,
social capital can be geared to ecological sus-
tainability and social culture, rendering a
higher level of social well-being than in
areas with a more developed business capital
(O’Hara, 1998).

The consequences of this critical look at
social capital and its role in neighbourhood
development are meaningful for a better under-
standing of the real impact of a holistic defi-
nition of social innovation at the local level.
To this end, we return to the view of social
innovation and its double meaning as a struc-
turing principle for social economy initiatives
at the neighbourhood level. Social innovation
becomes a proactive strategy for the inno-
vation or revival of social capital, in interaction
with other types of capital. For example, mutu-
alist movements in France in the 19th century
have inspired the creation of small investment
groups that are based on trust and reciprocity.
Social capital has been thereby reactivated in
a contemporary way. To make social
innovation work, multiscale, extra-territorial
co-operation networks and empowerment
strategies will be necessary. But these should
be rooted in the institutional history of the
neighbourhood and its embedding spaces.

Therefore, a holistic definition of the social
economy at the neighbourhood Ilevel will
include its (un)development trajectories,
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looking at the pattern model of the social
economy (economic functions, social organis-
ational, ethical and political dimensions)
and taking into account the relationships to the
neighbourhood culture and, more specifically,
local modes of interaction that shape social inter-
action and the institutional capacity to address
needs, while spelling out the typologies of
specific institutional contexts and agencies.

3.2 Holistic Definitions
Investigation

In the SINGOCOM project, the ALMOLIN
model is presented as a heuristic device for
studying social innovation in governance in
local communities at the local level (see
Moulaert et al., in this issue). The governance
of the local social economy is a significant
part of this model. ALMOLIN seeks to under-
stand the sources of innovative strategies in
local development. It distinguishes a variety
of factors that are at their roots: social philos-
ophies and theories arguing in favour of
bottom—up redevelopment strategies, pro-
cesses of social alienation and exclusion
against which innovative strategies were
directed, movement-rooted policy
and strategic views, social economy and
grassroots-based strategies.

We observed that it is hard to separate
visions, theories and practical experience.
There are many reasons why we should not
do so: visions and (social or political) philos-
ophies have influenced theories and practice;
new theories have provoked reactions by
‘new’ or ‘reinvented’ theories; certain experi-
ences have occurred ad hoc, disconnected
from any visions or political principles, or in
reaction against them; but others are part-
and-parcel of far-reaching processes of alien-
ation, resistance and change, etc.

Apparent or real disjunctions or conjunc-
tions between philosophical views, theory
and innovative community development can
only be properly studied through a holistic
approach. In the case of SINGOCOM,
themes to be studied and related to each
other in a pattern model, have been
extensively listed before and constitute the

and Empirical
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core of the empirical research (Moulaert
et al., 2005 in this issue). We prefer to dwell
briefly on some of the ‘practical’ issues of
empirical holistic research. We will definitely
skip the traditional positivist counter-
arguments (and the never-ending discussions
that follow), which attack the lengthy
monographic style of holism and therefore
leave few opportunities for true synthetic
analysis.

First, there is the selection of themes.
More than in previous explorations of holistic
methodology, we would like to stress the role
of meta-theoretical synthesis in the structural-
realist tradition as the structure within which
themes should be defined (Storper and
Walker 1983; Moulaert, 1987; Nussbaumer
and Moulaert, 2005). Such a synthesis could
indeed be the source for the selection of poten-
tial patterns that will constitute the holistic
definition.

Secondly, the calibration of themes needs
the combining of quantitative and qualitative
data, quite often to be analysed ‘over space
and time’. Methodological progress to estab-
lish these combinations has not come very
far; but this should not be an excuse to
desist from holistic analysis—for example,
by exploiting the complementarities between
historical and spatial statistical analysis with
well-structured case studies of local develop-
ment experiences in general and social inno-
vation practices in particular (a methodology
for the former is presented in Moulaert
et al., 2002, appendix).

Thirdly, is the combination of the pragma-
tist and the holistic perspectives. Methodolo-
gically speaking, revisiting the (meta)
theoretical framework in the light of ‘policy’
and ‘strategy’ feedback makes sense: if the
theory is to serve a better understanding of
socially innovative dynamics and their poten-
tial for change, the feedback from ‘practical
action’, its processes and impact, is important.
However, a conflict of temporalities may arise
by excluding typical statistical methods from
this type of diachronic analysis, thereby
favouring case study research, and stressing
the role of participatory observation and
policy opinions—and in this way increasing
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the vulnerability of this approach to main-
stream positivist criticism.

4. Conclusion

The arguments in favour of holistic defini-
tions do not mean that essentialist definitions
of the social economy and its governance at
the neighbourhood level would be out of
place.

Holistic definitions reconstruct the histori-
cal, institutional and territorial links of local
communities (neighbourhoods) and their
development trajectories, by themselves, or
as part of a wider territorial ensemble. In
this, the analysis of the evolution of social
and political visions, and their influence on
concrete strategies with respect to socioeco-
nomic development and its governance, can
play an important part. Ethical norms, beha-
vioural rules or political visions do not drop
from the sky, but form part of the develop-
ment trajectories of communities. They
unfold through the multiscalar dialectics that
embrace local and non-local struggling and
bargaining as well as the capacity of the
local culture to reuse norms of behaviour
that are adapted to contemporary challenges.

In contrast, the advantage of essentialist defi-
nitions is that they are usually based on a
number of generally recognised common
denominators, even if in real contexts they
take on different meanings. In a way, essentialist
definitions provide the initial themes for a holis-
tic approach. And often, as they integrate
elements from previous analyses, they can also
include initial components of pattern models.
Essentialist definitions can therefore bring
orientation to the meta-theoretical structures to
be used in the construction of pattern models.

As argued by Forrest and Kearns (2001), by
bringing the notion of social capital back to its
concrete dimensions, we can establish a link
between a generally accepted essentialist
concept—but with different definitions—and
its potential meaning for the study of social inno-
vation in neighbourhood development in a holis-
tic approach. The notion of ‘social capital’
reminds us of the necessary link between the
revival of existing social potential and
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socioeconomic change; but, on its ‘holistic’
Bourdieu side, it also refers to the intrinsic inter-
weaving with other types of capital, especially
economic. In the study of social innovation in
the governance of local communities, these
methodological dialectics between instrument-
ality and interdependence of various types of
capital reinforce the argument in favour of
contextual (historical, territorial) analysis as a
conditio sine qua non for potentially successful
collective action and policy. By doing so, a
direct link between holistic analysis and
policy-relevant research is established; and this
reminds us of the intrinsic link between holism
and pragmatism, as stressed by Ramstad (1986).

Notes

1. In SINGOCOM, empowerment is presented
as a third dimension of social innovation, in
addition to institutional innovation. In this
way, the researchers wanted to stress the par-
ticular meaning of ‘empowerment’ within the
broader dynamics of institutional innovation.

2. There are of course various interpretations of
markets in institutional economics (see
Hodgson, 1988).

3. Within this corporate governance perspective,
we preferred not to include public choice
theory in this critical discussion of neo-
institutional economics.

4. The authors’view on the interaction between
market and hierarchy differs from that of
one of the referees, which we respectfully
reproduce here

Aside from the economics of governance
(which in part is surely about corporate
governance and not just the state and civic
society?), Williamson and others use the
distinction to ask whether there are econo-
mic reasons, based on the internalisation
of transactions costs, for organisational
modes to be either contractual (i.e. a spot
market relationship) as with a sub-contrac-
tor or commercial supplier of goods or
specialist skills like accountancy, or inter-
nalised through hierarchical management—
employee relationships. This can and does
apply in any sector (it is perfectly general)
and in turn raises useful efficiency questions
about organisational types and structures
(for example, it can be used to analyse the
efficiency of not-for-profit voluntary-
sector bodies, public-sector agencies and
the private sector).
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5. One of the best introductions to LETS is
Douthwaite (1996).

6. The importance of language, narrative,
symbols, religious and immaterial elements
is underevaluated in positivist approaches,

although they bear significance and
motivation potential for individuals and
communities.

7.  Guest and Wierzbicki (1999) wonder ‘What
connects people to one another in the same
street?’ (cited by Forrest and Kearns, 2001).
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