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1 Introduction

Our point of departure is the principal-agent relationship, a longstanding
concern among economists. My more specific aim is the nature and sources
of agency and power within such relationships. Agency and power are, of
course, subjects of sustained and critical inquiry in law, philosophy, sociology,

and allied disciplines. But let’s begin with economics.

It is hardly surprising that a discipline founded on observations con-
cerning the division of labor would closely attend to how people enlist and
direct the labor of others. While not exactly characterizing a ‘state of na-

ture,” Adam Smith invited his readers to picture something akin “[ijn the
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lone houses and very small villages which are scattered about in so desert a
country as the Highlands of Scotland, [where] every farmer must be butcher,
baker and brewer for his own family.”! These farmers, like everyone else in
Smith’s view, have a natural “propensity to truck, barter, and exchange,”?
giving rise to a division of labor which, “once thoroughly established,” makes
exchange a necessity of everyday life. “Every man thus lives by exchanging,
or becomes, in some measure, a merchant,” explains Smith, “and the society

itself grows to be what is properly a commercial society.”?

Appealing to the self-interest of others then becomes the essential means

of maintaining the interwoven exchanges on which such a society depends:

It is not from the benevolence of the butcher, the brewer, or the
baker that we expect our dinner, but from their regard to their
own interest. We address ourselves, not to their humanity but to
their self-love and never talk to them of our own necessities, but
of their advantages.?

Somewhat concealed in this account are the contributions of agency and
power that precede the exchanges of meat, brew and bread. For unless each
butcher, brewer and baker carries out all aspects of their specialities, they
must secure the labor of others, presumably by delegating tasks and exer-
cising power over their performance. Labor doesn’t divide itself. To speak
only in terms of a division of labor leaves unaddressed questions about the

delegation of labor and the agency and power to secure it.



These questions were already present before the emergence of com-
mercial society and, in fact, they may be more apparent in the picture of
scattered farming households in the Scottish Highlands. Farmers providing
for their own families rarely supply everything with their own hands. Orga-
nizing household labor and exercising authority over it are essential aspects
of their own agency. As Hannah Arendt emphasized in her account of the
ancient household, freedom from the necessity of laboring oneself rested on
the capacity to make others labor.> Household management is after all the
principal concern of oikonomia, the Greek source of our word “economy.”
Commercial society extended the organization of labor beyond households
wherein agency, authority and power are already constituted. What, if any-
thing, can labor within (and exchanges between) ancient households tell us

about agency and power today?

Searching for an answer to this question, at least with respect to the
law of agency, Oliver Wendell Holmes proposed “the starting-point of the
modern law is the patria potestas’—i.e., “power of the father” exercised by
the paterfamilias (the male head of a household) over his wife, children,
servants and remote male-line descendants, irrespective of age. Then, there
were those he enslaved.® His extraordinary power over them was essentially
connected to their power to act on his behalf—a critical aspect of agency

in the common law (as I will argue below) although Holmes does not make



much of the connection. Rather, for Holmes, the connection between Roman
law and modern agency law is in the identification, or absorption, of the slave

into the persona of the master.

To demonstrate the point, Holmes begins by noting “a slave has no
legal standing, but is absorbed in the family which his master represents
before the law.” From there he goes on to “say that a free servant, in his
relations as such, is in many respects likened by the law to a slave[,]” and
then, taking a “next step,” he extends the argument to free agents who, he
says, “may be treated as if servants[.]” With this train of thought Holmes,

developing a through line from slaves to servants to agents, concludes:

This is the progress of ideas as shown us by history; and this
is what is meant by saying that the characteristic feature which
justifies agency as a title of the law is the absorption pro hac vice
of the agent’s legal individuality in that of his principal.”

Scholars of Roman law and early English common law have questioned this
“progress of ideas”—from the identification of the paterfamilias and those
enslaved in his household (under a so-called “unity of person” account) to
development of the modern law of agency—proposed by Holmes.® Nonethe-

less, his reliance on slavery to explain agency is instructive.

Consider, for example, the situation of Simon Gray, an enslaved black
man who was owned by the Andrew Brown Lumber Company (Brown Lum-

ber Co.) in Mississippi. Gray was also the company’s legal agent. As Juliet



Walker documents, Gray captained the company’s riverboat, supervised en-
slaved and free white workers, and transacted with third parties on behalf
of the company.” A corporate owner of an enslaved agent brings into view
several often overlooked or conflated aspects of power in the principal-agent

relationship.

First, the company’s power over Gray was sweeping. Its managers could
discipline him corporally, constrain his movements, and direct his most per-
sonal decisions. They also appear to have used financial incentives, other
rewards, and no doubt persuasion to get him, in Robert Dahl’s formula-
tion, to do things he “would not otherwise do.”!? Second, one might expect
that Gray himself exercised power with the workers he supervised as well
as perhaps those who supervised him in their more collaborative endeav-
ors. Hannah Arendt pointed to this as a distinct type of power in 1969, as
Abizadeh recounts in his analysis of social power, though Arendt did not use
that precise term or reference Mary Parker Follett, who “was perhaps the
first to mark the distinction in English, in 1925.”! A pioneering management
scholar, Follett sought “to develop the conception of power-with, a jointly
developed power, a co-active, not a coercive power,” which she illustrated
with a comment a workman once made to her: “In this factory they don’t
just try to persuade us, they try to convince us.”!? Third, and most reveal-

ing, Gray’s power to act on behalf of the company is also starkly shown by



their distinct status and legal capacities.

Being a corporation, the Brown Lumber Company could be a bearer of
rights, privileges, powers, immunities and their correlatives.!3 As a strictly le-
gal person, however, it lacked any natural capacity to act. Gray presented the
largely complementary case. As an enslaved person, he was legally disabled
from many of the entitlements enjoyed by the company, but his enslavement
obviously did not eliminate his natural agentic capacity. The corporation’s
legal powers and Gray’s agentic capacity were necessarily combined in his
power to act on the company’s behalf as a legal agent. Without the contri-
bution of another’s agentic capacity, the corporation is unable to act; without
the delegated or attributed legal power of another person, Gray’s agentic ca-
pacity alone cannot supply the legal power to bind anyone, including himself.
Gray’s legal disabilities and the corporation’s agentic incapacity make their

dependence on each other’s contribution especially apparent.

Other cases involving persons with restricted legal capacities reveal
similar dependencies: e.g., monks historically subject to civil disabilities and
married women under coverture could act as agents in law, as minors can
today, notwithstanding their respective legal disabilities. To be sure, the
historic disabilities of monks, married women and minors today differ in

their grounds and extent. What matters here is that a disability affecting a



person’s own legal capacity need not prevent that person’s agentic capacity
from giving effect to the legally attributed powers of another. These outlier
and, in some instances, outdated cases illustrate a necessary aspect of the
power to act on behalf of another in the law of agency. When a person acts on
their own account, that person’s natural agentic capacity enables the exercise
of their own legal power. In agency law, one person’s agentic capacity enables
the exercise of another person’s legal power. Agentic capacity and legal power
are necessarily separate when an agent acts on behalf of a principal, which
can be easy to overlook when principal and agent each possess both legal and

agentic capacity.

Nor need the three forms of power distinguished above (i.e., over, with
and to) operate separately. Gray could not alone load and transport large
cargo of lumber downriver. His capacity to do so depended on the coordi-
nated efforts of the crew, whose work he supervised. In other words, his
power over them could support their power with one another to accomplish
the voyage. As Abizadeh puts it, “not only can power-over be an indis-
pensable basis for power-with, power-with can also be an indispensable basis
for—indeed, take the form of —power-over.”'* Company managers depended
on Gray’s power to discipline and reward the crew in order to sustain the
corporate enterprise which had power over all of them. And no doubt Gray’s

authority over free white workers in antebellum Mississippi, in particular, re-



quired the concerted backing of the company’s managers and owners—their
power with one another and Gray sustained his power over the crew. These
connections leave some more basic legal questions to be addressed—such as
what does it mean to be an agent in law and what is required of an agent to

act on behalf of a principal-—to which we now turn.

2 Agents in Law

Given law’s practical demands, terms and concepts contested in other do-
mains are often made tractable to get on with the business of settling dis-
putes. Rarely do legal definitions, however, put an end to controversies over
the meaning of those terms and concepts (as illustrated all too well by the
legal definition of a “person”). Still, law can be a good place to start. Taking
this tack, Gideon Yaffe extracted a “legal definition of the term ‘agent’ ” from
the legal doctrine that “[o|nly exercises of agency are appropriate objects of
criminal liability.”® After reporting subsidiary definitions for “act” (i.e., “a

willed bodily motion”) and “omission” (i.e., “the absence of an act that the

person could have performed”), Yaffe concludes:

It follows from this explicit legal doctrine that under the law, an
agent is simply a creature that is capable of action or omission in
these senses. If, and only if, you can will and guide your body in
accordance with your will, are you an agent.'¢



That’s not a bad start, and Yaffe goes further “to uncover a somewhat hidden
conception of agency in the law” (i.e., the concept of being the agent of a
given event) in the doctrine of proximate causation.!” Looking beyond his
own inquiry, he notes that other legal rules may also be usefully enlisted
for “the project of mapping the law’s conception of agency.”'® No doubt the
doctrines related to the principal-agent relationship are prime candidates for
conscription in this broader mapping project and, more specifically, for the
present effort of charting the nature and sources of agency and power within

such relationships.

For this purpose, the Restatement of Agency offers a useful starting
formulation. While there is no single legal definition of the principal-agent
relationship, the most recent Restatement provides a broadly accepted char-

acterization of its main elements:

Agency is the fiduciary relationship that arises when one person
(a “principal”) manifests assent to another person (an “agent”)
that the agent shall act on the principal’s behalf and subject to
the principal’s control, and the agent manifests assent or other-
wise consents so to act.!”

There are three essential elements to this definition: (1) it is a manifesta-
tion of assent between two persons, a “principal” and an “agent”, that gives
rise to the consensual relationship, wherein (2) it is agreed that the agent
shall act on the principal’s behalf and (3) shall be subject to the principal’s

control. The first two elements are broadly shared with other fiduciary rela-



tionships and thus do not distinguish the principal-agent relationship. What
distinguishes it is power, captured here by the requirement that the agent
be subject to “the principal’s control.” Before elaborating on that require-
ment, however, a brief comment on the first two elements (the relationship’s

consensual character and acting on the principal’s behalf) is warranted.

Manifesting assent does not necessarily mean choosing freely among
acceptable alternatives. Whether employment relationships are truly con-
sensual remains contested, and the legal recognition of assent does not settle
that controversy. As Hale and Commons emphasized, bargaining takes place
within an allocation of legally supported powers, including powers to with-
hold resources or opportunities that others need. Law helps determine which
pressures may be brought to bear in securing agreement. Gray’s case makes
the distinction stark: his enslavement did not prevent the recognition of his
actions as those of an agent, but neither did his undertaking to conduct the
company’s business establish that he freely accepted the conditions under
which he acted. Acting on the principal’s behalf concerns a different connec-
tion. An agent brings a natural capacity for action to the exercise of another
person’s legal powers. Gray’s capacity to negotiate and conclude transactions
was his own; the legal powers he exercised for the company were attributable
to the principal. Assent helps establish the arrangement through which those

contributions combine.
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Finally, the agent acts subject to the principal’s control. Not everyone
who consensually acts on behalf of another is an “agent” in the sense de-
scribed here. Guardians and trustees act on behalf of others to whom they
owe fiduciary duties, just as agents owe fiduciary duties to their principals.
However, those other fiduciaries lack the third crucial element of agency—
power. None are subject to the control of their beneficiaries. To be an
“agent” by definition, according to doctrine, is to be subject to the power of
a “principal.” The principal’s right to direct action within the relationship
is even greater in the special case of master-servant (or employer-employee).
“A master is a species of principal, and a servant is a species of agent,”

characterized as follows by the Restatement:

(1) A master is a principal who employs an agent to perform
service in his affairs and who controls or has the right to
control the physical conduct of the other in the performance
of the service.

(2) A servant is an agent employed by a master to perform ser-
vice in his affairs whose physical conduct in the performance
of the service is controlled or is subject to the right to control
by the master.?°

In the modern doctrine, control in the “physical conduct in the performance
of the service” doesn’t mean that the master may physically handle the
servant’s body. Rather, the phrase is about the right to direct the servant’s
physical conduct in doing the work: what tasks to do, how, when and where.

Older common law did go further, though. Masters had a recognized right of

11



“moderate correction” over some servants, such as apprentices and servants
who lived in the household.?! Masters then also held something close to a
property interest in their servants’ labor. These interests, as applied to white
persons, largely disappeared by the early nineteenth century,?? and following
the American Civil War, the Thirteenth Amendment of the U.S. Constitution
sought, quite imperfectly, to put an end to the notion of property in another

person’s labor, irrespective of race. 2

3 Agents in Economics

In his graduate microeconomics textbook, subtitled The Economic Agent,
Ariel Rubinstein describes an economic agent as the basic behavior unit in
conventional economic models.?* “Most often, we do have in mind that the
economic agent is an individual, a person with one head, one heart, two eyes,
and two ears,” concedes Rubinstein, but such notions of an economic agent
as “an individual” are largely superfluous for the task at hand. In “advancing
to the stage of economic models,” these agents needn’t be endowed with a
“name, age and gender, personal history, brain structure, cognitive abilities,
[or] emotional state.” All that is required, “in most of economic theory [is
that] we specify an economic agent only by his attitude toward the elements

in some relevant set, and usually we assume that his attitude is expressed

12



in the form of preferences.”?® In other words, an economic agent is “a unit
that responds to a scenario called a choice problem, where the agent must
make a choice from a set of available alternatives [according to] a specified

deliberation process ... called rational choice.”?¢

Such a restricted view of the economic agent reflects the parsimony of
standard microeconomic and game-theoretic models, rather than necessarily
any limits to the economic imagination. Still, this stripped-down version
of an agent captures the commonsensical appreciation of agency grounded
in choice. An economic agent is an active chooser—one capable of making
choices (always able to give an answer when asked to choose between or
among objects and courses of conduct) and one who does so in a consistent
manner. These choices are, to be sure, constrained by the requirements
of “rationality,” narrowly defined. Yet even within these confines we have
an agent who chooses. It is a separate matter whether such choices reflect
the behaviors of actual individuals, or whether anyone should behave as an
economic agent would. Nonetheless, the conventional economic agent has its
uses, and economists may still adopt, as Amartya Sen has, “the term ‘agent’

. in its older—and ‘grander’—sense as someone who acts and brings about
change, and whose achievements can be judged in terms of her own values

and objectives[.]”*"

13



Sen’s richer conception invites attention not only to an agent’s capac-
ity to choose, but also to the values and understandings through which the
agent makes sense of acting with others. The conventional economic agent,
when conceived as exclusively self-interested, is in this respect a stunted so-
cial actor—capable of choosing among alternatives, but restricted to under-
standing social relations through their contribution to individual advantage.
Charles Taylor clarifies what this restricted conception leaves out by dis-
tinguishing the simple weighing of alternatives from what he calls “strong
evaluation,” whereby agents assess the worth of their desires, motivations
and actions.?® An agent may reject a desirable course of action because it is
deemed unworthy of the person they aspire to be, rather than because an-
other course promises greater satisfaction of preferences. Attending to these
judgments draws us to the shared understandings through which individuals
interpret their relations with others, offering a richer way to situate economic

agents within the organization of labor.

Across all societies individuals organize and conceive of “exchanges”
through conventional modalities. According to Alan Fiske, there are only
four basic modalities, each one offering individuals a distinct mental model
“to plan possible actions and anticipate others’ future actions, and above all
to coordinate action so that dyads and groups act in concert—undertaking

complementary actions that mesh” and “make sense” of their exchanges,

14



from acceptable means of persuasion and negotiation to permitted critiques,
demands, excuses and sanctions when exchanges fail to occur as imagined.
Fiske has his own distinct terminology, but I will refer to these modalities
as authority, solidarity, reciprocity and individuality.?® These four modalities
structure how all people relate to each other, including how they conceive of

and organize their labor and exchanges.

Consider a trivial case where a parent says to a child “take out the
garbage now or no allowance this week” and the child complies. Between the
parties, the reasons for the child’s compliance may be grounded in author-
ity (i.e., a parental command with a threat of no allowance among other
possible sanctions) or solidarity (they understand themselves as engaged
in care-taking acts of family and household) or reciprocity (their ongoing
weekly repeated interaction calls for action to preserve expectations of future
in-kind reciprocation) or individuality (where the child’s contingent perfor-
mance turns on the parent’s payment of ‘allowance’ and both performance
and payment are based on their individual consent and individual rationality,
along with their preferences and desires). Mismatches between parties or a
mix of modalities for either party will complicate this simple framework, not
to mention the multiplicity of rules, manners and habits, operating at any

given time, within and between the basic modalities.?”
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These modalities, trivially illustrated in the parent-child relationship,
apply equally well when we move from the household to commercial soci-
ety. Take, for instance, exchanges between buyer and seller, creditor and
debtor, principal and agent, or within a business partnership or corporate
entity. In each of these exchange relations one can find authority, solidar-
ity, reciprocity and individuality (to varying degrees)—although we might
expect relatively more authority in principal-agent and master-servant rela-
tionships, more solidarity in partnerships, more reciprocity among long-term
relational contractors, and more self-interested individuality in arm’s-length
sales and credit transactions. Even within a hierarchical firm (today’s ver-
sion of the ancient household of oikonomia in our ever growing commercial
society) modes of fiat and authority may give way to team production and
solidarity, or special dispensations and anticipation of future reciprocal fa-
vors, or well-defined hard-bargained transfer pricing or bonus schemes that
harness the self-serving individuality of relevant actors for a given transac-

tion.

4 Islands of Conscious Power

A principal-agent relationship, particularly the master-servant (or employer-

employee) variant, is at once a status-based and a contract-based relation-
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ship. Classical economists, including Jean-Baptiste Say, David Ricardo and
John Stuart Mill among others (writing before Henry Maine issued his fa-
mous dictum about progressive societies moving “from Status to Contract”3!)
addressed both status and contract in their analyses of agricultural rents

32 Such leasehold arrangements between wealthy

and land-tenancy leases.
landowners and poor tenant farmers, including sharecropping contracts, would
later supply the motivational backdrop for formal economic models of the
principal-agent relationship.®® However, by the time Stephen Ross’s 1973
article, “The Economic Theory of Agency,” launched the modern modeling
approach to the principal-agent relationship, the economic analysis was es-
sentially reduced to an arm’s-length contracting problem, without any mean-

ingful attention to status or power.3*

Almost a half century earlier, when Ronald Coase was collecting field
notes and drafting his truly insightful article “The Nature of the Firm,” his
perspective kept in view the classical awareness of both contract and status.>
Coase’s essential insight is that the organization of production (not only
involving labor, but also land, capital and other factors, i.e., inputs) follows
one logic within markets and another within firms. Markets directed and
organized production through the so-called “price mechanism,” where market
power (e.g., monopoly power) may determine price, but ultimately it is price,

not any self conscious power, which is the arbiter that allocates factors.
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Firms follow a different logic. Within firms “we find ‘islands of conscious
power’,” observes Coase, surfacing in an “ocean of unconscious co-operation
i.e., markets] like lumps of butter coagulating in a pail of buttermilk.”3°
Observing these isles led him to an obvious question. “Why are there these
‘islands of conscious power’?” His answer turned on an ‘entrepreneur’ figure,

who relied on both contract and status to direct and organize production:

It is true that contracts are not eliminated when there is a firm
but they are greatly reduced. A factor of production (or the
owner thereof) does not have to make a series of contracts with
[others] with whom he is co-operating within the firm, as would
be necessary, of course, if this co-operation were as a direct result
of the working of the price mechanism.?”

Instead of a series of arm’s-length exchanges and contracts pursued in the
marketplace, Coase sketches an alternative, the details of which he left for
others to later fill in. “At this stage,” he says, it is enough “to note the
character of the contract into which a factor enters that is employed within

a firm.” As he elaborates:

The contract is one whereby the factor, for a certain remuneration
(which may be fixed or fluctuating), agrees to obey the directions
of an entrepreneur within certain limits. The essence of the con-
tract is that it should only state the limits to the powers of the
entreprencur. 3%

Obedience, as a servant not a slave,* is the correlative to the master’s au-

thority and the essence of what the contract calls for. Compliance comes not

*As Coase notes, “[iJt would be possible for no limits to the powers of the entrepreneur
to be fixed,” but “such a contract would be void and unenforceable.” Ronald H. Coase,
(1937) “The Nature of the Firm,” Fconomica, 4(16): 368-405, 39, note 2.
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from constant consideration of incentives, but rather because the servant-
agent agreed to accept and obey directions of the master-entrepreneur (again,
‘within certain limits’ or within what Herbert Simon calls a zone of accep-

39

tance,”” i.e., a “range of decisions within which a subordinate will obey with-

out question.”)

After decades of inattention to Coase’s insights in “The Nature of the
Firm,” economists began to take note in the 1970s, perhaps because Coase’s
other famous article, “The Problem of Social Cost,” earned him some new
celebrity in the profession (in no small part due to advocacy of George Stigler,
Aaron Director and other colleagues at the University of Chicago). But
not everyone was convinced. His colleague Harold Demsetz was a doubter,
and when Demsetz left Chicago for UCLA in 1971, he joined forces with
the ever-thoughtful Armen Alchian to publish (in 1972) a broadside against
Coase’s assertion of distinct operational logics between markets and firms,
calling it “delusional.” It’s only contracts and refusals to contract in both
domains, claimed they, a claim that would become a rallying call for later
scholars, especially those economic and legal scholars adopting a hard-line
contractarian perspective of the principal-agent problem and its solution. A

Coasean entrepreneur-employer, Alchian & Demsetz argued,

has no power of fiat, no authority, no disciplinary action any
different in the slightest degree from ordinary market contracting
between any two people. I can “punish” you only by withholding
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future business or by seeking redress in the courts for any failure
to honor our exchange agreement. That is exactly all that any
employer can do. He can fire or sue, just as I can fire my grocer
by stopping purchases from him or sue him for delivering faulty
products.*°

Here, there is no distinction of status or power within the baker’s household
(to recall Smith) or between the baker and the brewer within the marketplace.
“Telling an employee to type this letter rather than to file that document,”
Alchian & Demsetz propose, “is like my telling a grocer to sell me this brand

of tuna rather than that brand of bread.”*!

Responding to this critique of Coase, by offering his own “property
rights approach” to the analysis, Oliver Hart reaches a “conclusion” that,
he says, “is quite Coasian in spirit,” but in fact is more in line with Adam
Smith’s vision of commercial society where appeals must be made to the
“self-love” and self regard “of the butcher, the brewer, or the baker.” Hart
tells us that “a boss can tell a worker what to do [under his] property rights
approach [because]| it is in a worker’s self-interest to behave in this way.” We
will consider Hart’s approach momentarily as we tie together the threads laid

out so far.

5 Inarticulacy Hiding Power

As Coase’s critics have challenged his account of agent behavior within firms,

they have not denied the existence of status and power in their own accounts
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so much as left these concepts unstated. Their accounts betray a certain
inarticulacy when it comes to talk of status and power, which limits the
progress of ideas here. As Charles Taylor suggests, “where there is articulacy
there is the possibility of a plurality of visions which there was not before.”42
So let’s now recall terminology of power introduced earlier (i.e., power over,
power with, and power to) along with Fiske’s modalities of reasons for action
(i.e., authority, solidarity, reciprocity, and individuality) to see if we may find
some grammar to advance the conversation. There’s no need to commit to
any underlying claims in these particular terms of power and modalities for
action. At this point we are just searching for a shared language, which may

be later refined once we can all actually start talking explicitly about status

and power.

To start, consider Coase’s account. His theory of obedience inside the
firm relies on the employer’s power over employees, where employees find
their reason for action in the authority modality. Coase’s notion of authority,
I suspect, is less like a metaphysical demand to comply with a legitimate or-
der or command, than a more passive or permissive submission to authority,
as suggested by the organizational psychologist Herbert Simon: ‘authority’
as “not the power to command, but a psychological relationship. A subor-
dinate accepts authority when they permit their behavior to be guided by a

superior’s decision without independently examining its merits.” 43
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Turning to Alchian & Demsetz, note that while rejecting Coase’s theory
of behavior within the firm, they offered their own quite interesting theory,
based on the limits of the division of labor. That is, transactional or tech-
nological challenges (including measurement problems, monitoring and me-
tering difficulties) may recommend that certain activities should be pursued
through teams rather than the sum of strictly individual efforts. And, in such
cases, argue Alchian & Demsetz, “[i]f one could enhance a common interest
in nonshirking in the guise of a team loyalty or team spirit, the team would
be more efficient.”** They would harness power with among team members
(exploiting some guise in the form of team spirit or the like) to efficiently get
things done.*> To that end, however, Alchian & Demsetz accord little room
for authority in the space of reasons for action among team members, which
is entirely consistent with their hostility toward Coase’s account.*® They
proffer a norm of solidarity,’ but individuality seeps through in their implicit

assumptions of rationality and self-interestedness.*”

In any case, Alchian & Demsetz’s team theory should be distinguished
from Jacob Marschak & Roy Radner’s Economic Theory of Teams, which is
also based on power with among team members, who have different informa-

tion sets and take distinct actions, but share a common goal that draws them

t“Every team member would prefer a team in which no one, not even himself,
shirked.” Alchian & Demsetz, “Production, Information Costs, and Economic Organiza-
tion” 62 AMER. ECON. REV. 777 (1972) at 790 (emphasis added).
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under the solidarity modality.*® Oliver Williamson disparages as “utopian”
solidarity driven modes of organization, which “require deep commitment to
collective purposes and commonly involve personal subordination.”*? In his
own account, Williamson adopts a view of economic agents wielding power
over each other (typically with high-powered or low-powered incentives) and
he assumes an extreme form of individuality based not on mere self-interest,
but instead “self-interest seeking with guile” or “opportunism,” which “ex-

plicitly refers to a distinct lack of candor or honesty in transactions.”?°

Finally, let’s close with the property rights theory offered by Oliver
Hart in response to Coase’s claim of authority within the firm and Alchian &
Demsetz’s challenge to that claim by asserting there is no greater authority or
power in the employer-employee relationship than in the customer-corner gro-
cer relationship. Hart distinguishes the employee from the grocer by pointing
to the status of their counterparts. Compared to an ordinary customer, an
employer holds a special status. She is an “owner” of property connected to
one’s employment.®? In the old common law an employer’s property interest
may have rested in the labor of employees (servants) themselves, but our
modern law does not recognize servitudes in the labor of employees. Yet,
so long as the employer owns something sufficiently connected to or neces-
sary for the employee’s effective labor, her ownership status will allow her

to exercise power over the employee. “To put it slightly differently,” says
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Hart, “the reason an employee is likely to be more responsive to what his
employer wants than a grocer is to what his customer wants is that the em-
ployer has much more leverage over his employee than the customer has over

his grocer.” In other words:

the employer can deprive the employee of the assets [property| he
works with and hire another employee to work with these assets,
while the customer can only deprive the grocer of his custom and
as long as the customer is small, it is presumably not very difficult
for the grocer to find another customer.5?

Agents acting under Hart’s property rights theory of the firm find their rea-
sons for action in the individuality modality, but the employer’s power over
employees may be situated in a relational or a repeated interaction struc-
ture to allow solidarity or reciprocity to provide reasons for action.’® Many
possibilities may be seen or sought “where there is articulacy” or fluency

regarding status and power.

6 Conclusion

My aim here has been to examine the nature and sources of agency and power
within the principal agent relationship. I am hardly the first economist to
attempt to bring these concepts to the fore. A number of economists have
addressed questions of agency and power explicitly and thoughtfully in prior

writings. For example, in an entry simply entitled “Power,” Samuel Bowles
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and Herbert Gintis develop a definition of power based on sanctions and
asymmetry: B has power over A when B can, by imposing or threaten-
ing sanctions, affect A’s actions in B’s interest while A lacks reciprocal ca-

> Philippe Aghion and Jean Tirole distinguish “formal authority”

pacity.
from “real authority”—a distinction that, in the grammar developed here,
separates the formal power to decide from the effective power over over an-
other derived from an epistemic or informational advantage. An employee
may thus exercise real authority through superior information even when her
employer retains the formal power to decide.”® These contributions among
others reveal that power neither is absent from economics nor is beyond its
analytical reach. The contribution of this piece may be distinguished along
two lines. First, I have sought to develop a grammar of power and reasons
for action that may facilitate more explicit discussions of agency, status and

power. Second, I have tried to clarify why agentic capacity and legal power

are necessarily separated when an agent acts on behalf of a principal.
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