The Social Structure of Competition, By Ronald S. Burt

Class #5, Feb 22nd

MAIN POINT: Players with stronger social networks are able to achieve higher rates of return on their investments because they know about, have a hand in, and have greater control over more rewarding opportunities.
Players bring three kinds of capital to the competitive arena:

· Financial capital: cash on hand, reserves, lines of credit, etc.

· Human capital: natural abilities, intelligence, looks, charm, experience, education

· SOCIAL CAPITAL: relationships with other players (friends, colleagues, contacts), which give the player the chance to use human and financial capital.  It’s about both how far you reach and who you reach (i.e. a skilled scientist with state-of-the-art equipment is only as valuable as the projects which are sent her way that enable her to use these skills and facilities.  A job-search analogy: there are many people with abilities comparable to your own—social capital narrows the pool down to the individual who gets the opportunity)

How social capital is created:

· People develop relations with people similar to themselves.  They spend time in the same places and have more shared interests.  The social network is a conduit for these shared interests and beliefs and, as a result, the resources and opinions of any one individual are correlated with those of their close contacts.

· Networks themselves are a form of social capital. People with larger networks, for example, have been found to obtain higher paying jobs and live longer.  Two more great reasons for attending FOAM.

Benefits of social networks (benefit-rich contacts are ones established in the right places that provide a reliable information flow):

· Information: when new opportunities spring up (projects, jobs, funding, goods on a market), the social network determines who knows, when they know and who gets to participate. 

· Access, Timing & Referrals: Who is information shared with? Who receives early warnings? Whose name is mentioned in the right time at the right place to generate referrals?  

Criteria for strong networks:

· Size: Bigger is better

· Diversity: non-redundant, diverse network increases the likelihood of a contact being present when and where information is shared. NON-REDUNDANT contacts are those separated by STRUCTURAL HOLES (these holes occur when no strong relationships or direct contact with between two contacts exists,  i.e. no COHESION) These non-redundant contacts provide additive rather than overlapping benefits. Perhaps this was the rationale for the O.D. of study groups? (
· Efficiency: Redundant contacts are minimized

· Effectiveness: Focus on preserving/nurturing primary contacts rather than secondary contacts (these primary contacts bring access to new contact clusters and should strategically be nurtured because they are a “bridge” to diverse groups)

The Strength of Weak Ties: Weak ties are the ties that connect people across separate clusters.  These ties or “bridges” between clusters are essential to the dissemination of information and new ideas throughout broader society.

Tertius Gaudens: A third player can profit from the disunion/conflicting demands of others (i.e. sellers are better off when there are multiple potential buyers that offer competing bids).  Tension between players allows for the possibility of tertius brokering.  

Entrepreneurs:  Individuals with networks rich in structural holes who have access to information that can bring contacts together (creating tertius situations where conflicting demands and preferences can be played off of one another). The tertius as an “entrepreneur” creates value from the tension (data shows that individuals with more structural holes in their networks earn higher rates of return). People with a bent toward this entrepreneurial behavior are prone to building a network rich in structural holes and, likewise, people with more structural holes in their networks become more and more accustomed to acting as entrepreneurs.

Structural Autonomy: occurs when a player’s direct relationships are free of structural holes, but many structural holes exist between his or her contacts (these players have high structural autonomy and are best positioned for the information and control benefits a network can provide).

The Structural-Hole Argument:

1. “Competition is a matter of relations, not player attributes”: competition does not depend on a player’s attributes, but upon structural holes in the player’s network
2. “Competition is a relation emergent, not observed” (whatever!?!?): in plainer English, competition exists only when structural holes are temporarily bridged (like a car in the fast lane and slow lane that temporarily drive alongside one another) Unless disparate players are brought together, the latent tension does not ever surface. 
3. “Competition is a process, not just a result”: structural holes affect outcomes by determining which competitors have advantages in negotiations
4. “Imperfect competition is a matter of freedom, not just power”: players are free to join with the people who best serve their interests. Players can jostle and change up until the point of transaction
