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The Theory of Institutional Change Revisited.
The Institutional Dichotomy, Its Dynamic, and Polig/ Implications
in a More Formal Analysis

Draft

Wolfram Elsne?

Abstract: The original institutionalistheory of institutional changas elaborated by Paul D. Bush (1987) in the
traditions of Veblen, Ayres and J.F. Foster (callegte theVAFB-paradign), provides a most important
theoretical and empirical device for critical imgtional analysis, with its clarification of thalue baseand of
different formsanddynamics of value-behavior patteridush’s paper was certainly one of the most ingurt
ones in Institutionalism. The Theory of InstituttdnChange pushed Institutionalism to a certain tliby
elaborating itdogical relations and systentisat have been underexplored for so long.

Coming from different ‘galaxies’, establishddrmal approachesand methods, such as system
dynamics, econometrics, network analysis, grapbrtheor game theory—in fact, often applied onlyrily in
the mainstream—have been interpreted, developedpplied by institutional and evolutionary econamis
an evolutionary-institutionalist perspective in eat decades. However,theoretical and methodological gap
somehow still existed until recently that thosecpicing institutionalists had to deal with.

This gap seems to become closed in different geah as the Theory of Institutional Change or the
Social Fabric Matrix Approachcurrently. This paper tries to demonstrate thaeful proper interpretations
allow, in a ‘dialectical’ process, tdridge the remaining gap and reveal surprisiequivalences and
complementaritiesvith resulting synergies for the future. The exéaripere is the mutual approximation of the
VAFB-paradigm anceevolutionary-institutionally interpreted game thgocalled theEIGT-paradigmhere.

Should such bridge-building be corroborated inrtear future, Institutionalism would be enabledtid
across traditional and long lasting boundariesth respect taleeper both empirical and logical analysichis
might turn out to be a historical project of theesmsion of Institutionalism’s reach.

The particularasymmetry of the logicef instrumental vs. ceremonial warrants explaingeaeral
dominance of the ceremonialhe forms of change of institutional value-belastructures derived are (1)
(reinforced) teremonial encapsulatign(2) regressive institutional changand (3)progressive institutional
change In the cases (2) and (3), the degree of cerehdpiminance will have to increase (decrease) and th
system’s ‘permissiveness’ to decrease (increase).

The conceptualization dhstitutions the asymmetricschematization of value-behavior-structures, the
reason for ceremonial dominancand thepossibility of progressive institutional changéll be reconsidered
and compared in this paper usingaane-theoretic perspectiveith its basically instrumentatomprehension of
institutions and with theeremonialwarrant comprehensible only asdageneration of thénstrumental We
refer to a most simpleocial dilemmainteraction structure and a supergame solutionpr&ing equivalences
andcomplementaritieemerge, with potentials of cross-fertilization.

An initially instrumental institution is considerad develop (in fact degenerate), together witht(i)
emergence, or reproduction, sthtus and power differentials in hierarchical st and (2) the striving for
easy, smooth, and cheap decision-making,'e@onomies of scale’ of decision-makjnfirst into a still
instrumental normand eventually into @eremonialor abstractnorm The latter takes place, when original
conditions have changedout theinstitutional structure will not properly adaftecause of the twmotives of
status gain and economies of scalk institutionalized decision-making. In a gamedretical perspective,
ceremonial dominancand ceremonial encapsulatiopreventing a new progressive institutional chawgeld
translate into amnsufficient new collective action capagitjue to (1)habituation (2) aninsufficient incentive
structureand (3) aneglect of the common future

) University of Bremen, Germany, Faculty of Busin&tadies and Economics, iino - Institute of Instaoal
and Innovation Economicsyelsner@uni-bremen.dé am deeply indebted to Paul Dale Bush who inioed
me to Original Evolutionary and Institutional Econigs, to AFEE and to people and university placéhk an
institutionalist standing back in the early 198Bs¢so, | am grateful to him and to John Hall for tightful
comments on an earlier draft of this paper. Thisepavas presented at a session honoring P.D. Butiea
AFEE annual meetings at Denver, January 2011. indebted to the discussant, John Harvey, for héstions,
comments, and further discussion. Finally, | thamk assistants and PhD students for helpful commamts
further considerations: Torsten Heinrich, Matthizreiff, Henning Schwardt, and Shuanping Dai. Alinaining
faults are mine.




The conclusion of the criticable of policyto initiate, accelerate, and stabilize progressgigétutional
change is shared in the original institutionaliatlahe game-theoretic perspectives as well. A defined
institutional policyapproach, inferable in some detail from the gahe®itetic logic, may initiate Bck-out of
ceremonial encapsulation, through a change ofirtbentive structureand an increase of the importance and
awareness of interdependence ancommon futureThe public agent must be capable wietitorizing the
private-interaction outcomes througmaegotiated, participatory social procesthus, the public agent would
interact with the interaction system of the privatgents in a well-defined way, i.e., ‘institutionalicy’ as a
double interactive policyin all, large potentials for cross-fertilizatiofiinstitutionalism and game theory.



Introduction

The dynamics of social institutions between inseatal and ceremonial warrant is an
original-institutionalist core theme. Thorstein V&b and two of his finest exponents,
Clarence E. Ayres and his student, J. Fagg Fosigilored the dynamics of institutions
between the instrumental and ceremonial. The ewolaty-institutionalist ‘state of the art’
that had emerged this way was reviewed and cleadiated by Foster's students Marc R.
Tool and Paul D. Bush, and further developed intioearetical scheme of institutional forms
and dynamics by P.D. Bush in the 1980s. The latbedel had a great impact on
institutionalist thinking on the process and vatsaof institutional change, and still has a
great potential for modern evolutionary-institugdmconomics in general (see, e.g., O'Hara
1997: Fayazmanesh, Tool (eds.) 1998. We will illustrthtis through a reconsideration and
comparison using a game-theoretic perspective.

Characteristic of thanstitutionalisttheory of institutional change are

1. the conception of amnstitution as avalue-behavior-structurei.e., patterns of
behaviors correlated by values;

2. the instrumental ceremonial and dialectical significance of such correlated
patterns obehavior

3. the asymmetric logicand asymmetric operational principles of instrutaeand
ceremonial valuation;

4. a scheme of specific value-behavior-structuresulting from those different
significances of behaviors and from that asymmetry;

5. the conception ofdegrees ofceremonial dominancen (or its reverse, the
instrumental permissivenes$) a system’s institutional structure, as derivienh
that asymmetry;

6. the definition of a partitionednstitutional space where typically a real-world
institutional structure (or an economic system)insthe state ofceremonial
encapsulation

7. resultingforms of institutional change.e., changes of the degree of ceremonial
dominancewhere typically there will be either amgoing(enforced)ceremonial
encapsulatior(staying in the same sector of the institutiomec®, i.e.no change
of degree), orregressive or progressive institutional chan@ecreasing or
decreasing degrees of ceremonial dominance);

8. the consideration tharogressivanstitutional change will not automatically occur
but will requirediscretionary public-policy suppqrpossible only in @ragmatist
culture of aparticipatory and negotiated democratic process

! To our knowledge, O’Hara 1997 was the only eadigempt at both further analyzing the logic anglgipg
(to economic systems) the institutionalist thedrinstitutional change. See also O’Hara, Tool 198818, for a
further logical clarification in terms of axiomadizon and the development of a system of theordimis. paper
considers itself somewhat in that tradition.



The game-theoretic perspectivan institutions, on the other hand, is differaattfirst sight,
beginning with the fact thamstitutionscan be explained only in amstrumentalsense, i.e., as
a solution of a complex decision problem, typicallysacial dilemmastructure. This also
illustrates that the perspective is onenstitutional emergence

Nevertheless,surprising similarities, equivalences, and completagties between both
perspectives turn out to exist so thaomparison ‘translation’, and cross-fertilization appear
feasible. For instance, while the game-theoreticsgextive may benefit from thealue
sensitivity of institutionalism, the institutionalist analysis turn, may profit from some
deeper logical analysigeasible through a game-theoretic conceptualinateng., a more
specific explanation of themergence of the ceremoniahd ofpolicy design

This paper aims at

1. illustrating the game-theoreticperspective onnstitutions with a most simple
game-theoretic formalism;

2. comparingand ‘translating’ back and forth the two concepsi@finstitutions of
the asymmetryof the two value systems, and oéremonial dominangethus
indicating some surprising degreeenfuivalencéetween the two approaches;

3. adding a simple explanation from the game-theorgterspective ofwhy
ceremonial values emerdand then dominatet all, out of an ideal instrumental
world;

4. demonstrating that institutionalist and ‘institutéd-game-theoretic’ perspectives
share the policy conclusidiat discretionary policy support is requiredriate,
accelerate, and stabilize progressive institutioclsinge, and that the game-
theoretically inspired conception ofteractive/institutional policymay add some
specific policy instruments.

In the first section, we explain and compare the t@nceptions of institutions. Section 2
discusses institutions as value-behavior structares introduces the ‘ceremonial’ and the
‘instrumental’. The third section analyzes the asyatry of this value structure, resulting
asymmetric institutional structures, and in patacuceremonial dominance, each in both
perspectives. Section 4 explains the process amdsfof institutional change, particularly
ceremonial encapsulation, and regressive/progressstitutional change. Section 5 explains
the emergence of the ceremonial as a degenerdtithre anstrumental. Section 6 introduces
and discusses the converging policy implicationisath perspectives. Section 7 concludes.

1) The Two Conceptions of an ‘Institution’ Compared

1.1) A Most Simple Game-Theoretic Formalism to Derive @nstrumental’ Definition

The simplest formal illustration of the game-thdioreénstitutional perspective is the static
‘single-shat solution of aprisoners’ dilemma(PD). We have explained and elaborated
elsewhere at length on the practical everydalevance of the PD structure, the full



evolutionary ‘process story’ required for substaintexplanation, a formal model of
emergence (most effectively at certain ‘meso’ foat’ sizes), and computer simulations of
some core elements of that model (see, e.g., El$tainrich 2009, 2011, with relevant
literature given there).

The ‘single-shot’ just provides a logical conditifor the superiority of cooperation, solving
the dilemma problem, over defection. Assume a sl 2x2 normal-form matrix:

aa db
b,d c¢c

with b>a>c>d, anda> (d + b)/2. As is well-known, the payof8 in a ‘supergame(SG)
for the cooperativéit-for-tat (TFT)? player always encountering anotfiéfT player, and for a
defection ALL D) player encountering &FT player, withd being the commomniscount
factor, are

Prerrer=a+da+ 5a+

and

PaLomer=b + & + Fc + ...

C
= b -c,
190

resp. In an evolutionary perspective, cooperat@ysgand may be successful in a population)
if

Prerer> PacL orer
— 0>l (b-a)/ (b-o0),
as popularized for instance by Axelrod (1984/2006).

According to this inequality, cooperation may beeologically possible. But in fact it will
have to emerge in a complex evolutionary process, mew Nash equilibrium in the PD SG,
different from the individualistic, hyper-rationahyopic ‘one-shot’ Nash equilibrium (NE) of
a conventional game-theoretic perspective.

The critical factors here are the given quantiatidemma-pronéncentive structurgi.e., the
quantitative strength or weakness of the colleetjged problem involved, b andc, relative
to the commomnliscount factor(d), which can also be interpreted in a SG as phebability to
meet the same interaction partner again next irdeoa’, i.e., the importance of theommon

2 TFT always starts cooperatively (once or twice) #rereafter does what the other one has doneréwops
interaction.



future Cooperation will come to be the superior stratédgy easier (even in a population
dominated by defection) the smaller the ‘opportyoidsts of common cooperatiof {a ) in
relation to the ‘opportunity costs of common deifact (b - c), and the larger the importance
of the future §).

With some PD incentive structure given, the so@ais, i.e., short- or long-run perspective,
become crucial: If society, and agents with eatherp have asufficiently long-run
perspective of common futurifa larged), given a sufficientawareness of their common
interdependencethey will be able to solve the problem of overemgnthe dilemma by
overcoming their short-run dominant individualistrcentive to defect. If, however, their
common future does not count high, formally a siathe condition above will not hold [
will be < (b-a)/(b-c)]. They will remain in the short-run individualist NE of common
defection, the social dilemma.

[Note: In anevolutionary game-theoretjgerspective this would reflect the question whethe
a cooperative culture could leeolutionarily stablei.e., could invade a defective population,
and not being invaded (above a certain populatltarey by a defective culture. Axelrod
(1984/2006) has argued with some superior (morg-fon) commitmentof cooperators.
Long-run calculation may transform the PD into asleeumbersome coordination game,
depending on thé. ‘Meeting again’ may also have to do with the lesemobility, i.e., the
probabilities of staying in or leaving the inteiiaaot ‘arena’, the size of a relevant social or
spatial neighborhoogd and other things. For the institutionalist traaht the importance of
futurity was extensively elaborated bghn R. Common4d.934)].

We will not delve here into the manifold complexrfal and theoretical aspects of an
elaborated model and also will not explain all agstions, elements, and implications of a
full ‘process story’ required. Here, just sootwe aspectsuffice:

First, again, considering the solution above as a seguerprocessthe institutional solution
cannot come about through narrowly rational agents, skart-run maximizers. We cannot
explain a process or mechanism to achieve the isugépPareto-superior’) result with such
‘hyper-rational’ behavior. This would, even in a $cess, only be capable of generating a
series ofone-shotNEs (common defection, where the inequality waudd hold). Thus, even
in a game-theoretic perspective, an institution caly emerge through sontebituation
where agenttearn to habitually abstain fronstriving from theirshort-run maximumThus,
they would partly determine ‘theif's themselves. The institution will thus have tcabdsemi-
conscious phenomenon -- and may remain in that semi-conscigtate as long as
expectations of conformity with it are met, suppdrtby the conditions of a favorable
numerical result of the inequality above (i.e., gagoff-superiority of common cooperation)
and by mutually enforced cooperation. Thereforstitintional emergence is conditional on a
learnedbroader andlong-run rationality overcoming the dominant short-run incentive to
defect. Thabroader and long-run rationality will have to bebitaally applied. [In contrast,
the institution may be abandoned through a motessdeliberateconsideration when a new
(‘rational’) single-shot calculation (after somendition has changed) no longer justifies
conformity with the old institution, i.e., when senchange’, ‘surprise’, ‘disappointment’,
‘frustration’, or ‘becoming exploited’ by others snhave occurred.]

Second introducing some stochastic aspeatto individual behavior, the institution can
emerge only on the basis of timelividual motivationg1) toescape repeated frustratidrom
common defection (from individualistically aspiritigand commonly receiving onlg), and



(2) tolearnand to increase knowledge, and particularly to @epivhat a different behavior,
namely common cooperation, may bring abadie(curiosityas Veblen would have put it), or
to find a way to improve one’s economic situatimsp.(to gain commorm’s rather tharc's),

a case for Veblen'sstinct of workmanshipThat is, the payoffs for common cooperation
may not even be known (‘incomplete information’game theory) but may get explored by
searching and experimenting agents. The instituthms may emerge just out of an agent’s
vision that there is more to be gained than repe#testration. Agents who then make
contributions to cooperation thus need tarbaginative explorativejnnovative and creative.
Therefore broader agency capacitiagould need to be carefully defined for an evolnény
process, particularly for the game-theoretic pesspe.

Third, the agent who then starts to search and expetrwidndifferent behavior will have to
contribute repeatedly to the change of the othexgectations in favor of cooperation. The
process, thus, isumulativein the sense that all agents mospeatedlyand interactively
(sequentially contribute (or, alternatively, will have to curatiVely punish each other).

Fourth, these agents also have toris#-takingandnot too enviousThe first to send a signal
for a potential better common future will have a&é the risk of being exploited, at least once
(thus, better to offer cooperation twice in a rovit-fdr-2-tat—before returning to defection).
He also will never be able to compensate for thss,compared to the other, if common
cooperation should start in response to his fiosiperative action. This agent thus needs to be
mainly focused orhis ownnet gain which he has to compare only wiik payoff under
continued common defection. Compared to this, darbt} will be better off over time.

Fifth, with agents starting to learn, search, and ewrpsi, and individuabehaviorsthus
becoming (stochasticallyiversified(in our two-strategies world, this usually meatastsg
cooperation from previous defection), we finallytraduce apopulation perspectivda
population with many agents, with initially unknoyaortions of defectors and cooperators).
Agents then can no longer exactly tell the stratefygny particular other agent whom they
(perhaps randomly) will be matched with next intéin (rather than meeting exactly the
same again next interaction to sanction him foliexacooperative or defective behavior, as in
the simple single shot above). Behavior thus isitred somewhat random, and agents will
have toexperiencehe ‘true’ strategy shares in the population. Tinaé’ expectation ‘to meet
the same againg, of the single shot above will be replaced by eékpected probability to
meet a cooperative agent next interactiore., what we call contingent trustd, (the no. of
cooperator& over population siza).

Sixth while agents will have to experience such ‘cayeimt trust’, they willhave to know
about as many agentss possible. Thus, even more capabilibésgents may have to be
considered. Instances and model components of elchnced agencgssumptions will be
memory monitoring building reputationand transmitting it in reputation chains, and some
active partner selectiorbased on the knowledge generated by these menignige., some
‘preferential matching for instance, according to some social and/ooggaphical
neighborhoodopology.

In total, this indicates that in a (evolutionary@nge-theoretic perspective thwestitutionis as

complex a thing as, and connected to an evolutjomapbcess as complex as, in the
institutionalist perspective, although there bdsia@mains some ‘rational’ calculation at the
core of the game-theoretic perspective. (‘Ratiaaddulation’, however, may easily loose any



guiding potential for individual agents in a complevolutionary procesy. However, the
institution emerging so far is conceived of onlyaasinstrumental device to solve a defined
complex decision structuréhat could not be solved other than throumdbituated i.e.,
institutionalized behavior with a learned broadationality (‘recognized interdependence’)
and a more long-run perspective of agents. Theum&ntal perspective of the game-theoretic
conception of institutions is embedded in the tegoal and methodological perspective of
institutional emergence

Against this background, a proper game-theoretimitien of an institution may be given as
follows:

An institution is a habitual social rule for the decision/behavior of indivitlegents for
(infinitely, or indefinitely) recurrentandmultipersonal(i.e., directly interdependent and thus
genuinely social) situations (repeated direct Batdons, supergames), with social
coordination probleménvolved (particularly collective-good problenssicial dilemmay that
has gained, through a process of social learnirggreral approval so that it carform the
agents abounutual (and mutually consistengxpectation®f behavior and about the fact that
with unilateral deviation from the rule (i.e., watibral defection) other agents also will deviate
in the future so that eventually all will lweorse-off with mutual defectiotihan with rule-
conforming behavior (aandogenous sanctionechanismy.

Now, despite this instrumental starting point, atee one-shot Nash solution afutual
defectionin the lower right of the matrix, given in the individualistic, myapiand hyper-
rational perspective, can of course be considerédultiure’. Repeated defection as an
individualistic culture however, can, in the game-theoretic perspectige;onceived of only
in the sense of a more simpecial rule which doesnot need theendogenous sanction
mechanism nor habituationto make people adhere to it. In a recurrent omd-sérspective,
agents wouldust spontaneously follow repeatedly and schemiiyicaeir individualistic,
short-run, hyper-rational ‘best answer’ and ‘domirtastrategy’ by mutually defecting. We
call this a social rule rather than an institutidnsocial rule is what individualistic agents
follow spontaneouslyin their very short-run individualistic interesgiven the same behavior
of others. Thiscoordinationis a ‘negative’ one in a PD (common defection) maty also
reflect a ‘positive’ coordination in a so calledordination gameNote that, hyper-rational
individuals do not need to overcome a complex gabhere in order to establidefection as
their behavioral (social) rule A social rule applies whenever it is in the ietdrof an
individual to behave that way when the other onlealses that way too, even in a short-run
‘one-shot’ perspective. Social rules also applany simple coordination game where itris
everyone’s interest just to be coordinafsde basic traffic rules as the usual prototyjpethe
PD SG,common defectiothus may easily bestablished as a social ruldf | (have to)
assume that the other one defects, | am (hypematy) forced to defect myself. However,
other than in a coordination game, there will begpnablem solved in a PD through this way
of ‘coordination’?

% Just to note that in complex models, evolutionprgcess with replication and an ever-changing $ocia
environment may easily make prediction (calculgtioirelative individual success impossible anddgeproper
rational individual decision infeasible. Even ioper regarding the past, any ‘rational’ decisioryran out to

be wrong under the new environment of the next igia.

* This game-theoretic definition of anstrumentalinstitution, referring to #D problemstructure, where the
solution requireshabituation a sacrifice of the short-run maximum, and hence emdogenous sanction
mechanism, was basically developed first by Sch¢1@81).

®> Note also that on this basis, the solution oflandina is specifically calleccboperatiory while the solution of

a coordination game is called justobrdinatior—and while the umbrella term for both would be cals



In other words, there appears abvious asymmetrpetween the ‘culture’ of instrumental
problem-solving through cooperationotivatedby the striving forproblem solvingand the
‘culture’ of defection motivated bindividualist myopic maximizatiorThe social institution
of cooperation is fundamentally more requiring thaemmonly following just a
(individualistic) social rule of defection.

The latter case also includesilateral defectionthusexploitationof the other one, if the
other one for some reason can be led to stick epe@tion. Therefore, also tlhypper right
andlower leftconstellations are included in that individua@istulture’. This, in turn, implies
that the truemotivation here is not just individualist myopic maximizatjdout in fact the
striving for exploitation of the other or{er to prevent getting exploited oneself)—as tie P
payoff structure obviously indicates. Hence, thes tmotivation, justification, andormative
warrant here is what Veblen has termiedidious distinction embedded, though, in a short-
run maximization behavior. Note that the latteringpossible without exploitationThe
motivation to defect in any of these cases (unidédter mutual defection) is to exploit the
other one and tgain differential statusand power—an underlyingeremonial valuatior(to
anticipate the institutionalist argument below).

If all are that clever, generatutual defectiomecessarily follows. But, if aadditional story
aboutlasting power and status differentials a hierarchical environmentan be told so that
the other agent can be convinced to continue tpe@be, to accept the superior's position
and his own inferior position, we may also consideitures’ of unequal constellationsee
below Section 5.2

But let us consider first the institutionalist ‘sgbin more detail now.

1.2) The Institutionalist Definition — and its Equivalece With the Game-Theoretic
Perspective

Bush (1987) defines an institution as
‘a set of socially prescribed patterns of correldiehavior’ (p. 1076).

While this is consistent with most definitions imetinstitutionalist tradition, it needs some
clarification in relation to our game-theoreticalhformed definition as a device to ‘solve’ a
specified social dilemma problem.

‘Patterns’ of Behavior

First, ‘patterns of behavior can be easily and straightforwardhanslated just into
‘behavioral social rules in a broad sense, where institutions (= rulesispsanctions’) are
included. The patterns will typically be a struetwrith a time dimensioroger timg and an
interpersonal or social dimensiaacfoss agen)s

‘Prescribed’ Patterns -- Instrumental Norms

Second, socially prescribed stresses the fact that institutions typically epp to the
individual agents asormativephenomena and prescriptions (be they objectivedyrumental
or ceremonial), while theriginal ‘functional’ (instrumental) context of theemergenceas

coordination. Similarly, we ussocial rulesas a general umbrella term for batktitutionsas defined (rules plus
sacrifice and sanctions) and specific social ruMd®re coordination is in everyone’s individualistiterest.
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illustrated in the game-theoretic perspective apdas often faded away in an individual
lifetime or over generations of a population. Csp@ndingly, Bush stresses the idea of an
‘(instrumental norm: The idea of social prescription would applydgmerhaps particularly
so, to

‘all problem-solving (purposive) behavior. The conmity at large has a stake in the manner
in which its tools and intelligence are broughbtar on its life processes. Those patterns of
behavior perceived to be vital to the survival bé tcommunity are the most carefully
prescribed and carry the heaviest sanctions’ (p7)L0

This ‘normi is mostly not just a behavioral rule (or instiar) conveyed by social
conditioning ancenculturationand not just some semi-conscious habituationthmiexplicit
feeling of individuals of a sociallyequired behavigr whether instrumental or ceremonial.
(We will discuss later how we can derive such ‘neatization and then even
‘ceremonialization’ out of a benchmark of an ideatrumental ‘functional’ problem-solving
behavior—se&ection 5.2

‘Correlated’ Behavior
Third, the idea of correlated behavior, in particular, is not that obvious, froa game-
theoretic perspective.

* In our ‘instrumental’ derivation of institutionalmeergence in a game-theoretic
context, behaviors are correlated, fifsétween two agentsho ‘correlate’ their
behaviors in face of a problem at hand, be thisratated’ (mutual) cooperation or
(mutual) defection in a PD, the two basic forms ‘cdordination’ in a PD.
Correlation here, therefore, is just sofeordination’ in a broad sensdn the
first instance, it would apply even tosmgle actionof each agent, i.e., a one-shot
decision (one interaction, a game played just ance)

* Furthermore, any such behavior must be correldsoaer time as a recurrent,
repetitive and thus rule- or institution-based behavior @erber the fact that we
argued in a SG, particularly a sequential procdss¥act, a rule or institution
would be no full-fledged rule/institution (or ‘catinated strategies’) if it was not
repetitive/recurrent, and thesrrelated with itselbver time.

‘Patterns of correlated behavior’, thus, also mahasinstitutional behavior
‘is not random but purposeful’, and in this sern=@related’ (ibid.).

A ‘Set’ of Patterns of Behavior

Fourth, a ‘set’ of correlated behavior thus maeredither to aet of coordinated (pairs of)
agentscarrying the rule or institution at one point ahé and/or theset of repetitionsof
coordinated behaviors of pairs of agents, i.eetaftcoordinated actiorm/er time

It should have become clear from this that gamerttee modeling may be of some help to
sort the different logical dimensions of ‘a set patterns of correlated behavior'. For an
illustration of the mentioned components of thdifagonalist definition of an institution, see
Figure 1
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Figure 1: Components of the Institutionalist Defintion of an Institution as ‘Sets of
Correlated Behavior’--lllustration.
Repetition of Once (‘one-shot’) Many Over Time (recurrent, sequential)
Interaction (‘correlation’ just across agents) (‘correlation’ cross-sectional &
No. of Agents longitudinal)
Involved
Two Behaviors ‘correlated’ between two A ‘pattern’ of behaviors
(one pairing) agents ‘correlated’ between two agents andtia
themselves over time
A ‘set’ of behaviors ‘correlated’ A ‘set’ of ‘patterns’ of ‘correlated’
Many Pairs within each pair of agents and behavior (within each pair and among
(in a population) among pairs pairs) ‘correlated’ with themselves over
(with the no. of elements of the set time (with the no. of elements of the set
equal to the no. of pairs) equating the no. of pairs)

For an illustration of théogic of the componentsf a rule or institution, from an individual
action to a ‘set of patterns of correlated behavsaeFigure 2

Figure 2: The Logic of a ‘Set of Patterns of Corredted Behavior’--lllustration.

No. of
Agents /
Pairs

Agent 4
(interacting)
Agent 3

Agent 2
(interacting)
Agent 1

v
-

Notes:

A, B = abehavior an individualaction (one ageris action atone point of timg
behaviors(actions)A andB ‘correlated’ between (at leastyo agentgatone point of timg
‘patterns of behavior (of eaclone agent each ‘correlated’ only with itsetfver time

a ‘pattern of behaviorsC, ‘correlated’ with itselfover time(asocial ruleor institution);

= a ‘'set of ‘patterns’ of behavior€, ‘correlated’ among (at least twpgirs of agents

= a ‘set of ‘patterns’ of behavior§s, ‘correlated’ with itselfover time

E

IOTOO
I
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2) Values Correlating Patterns of Behavior: Instrumental or Ceremonial Warrant

Another important aspect, specific of the epistagmial sophistication of Institutionalism,
which has not been explicitly accounted for in ¢faene-theoretic treatment so faryeaues
As Bush puts it:

‘Values function as the “correlators” of behavioithin and among patterns of behavior'.
[That is] ‘two behaviors [..] [are] correlated byalue’ (p. 1077).

However, this appears reconcilable as well witlyaane-theoreticperspective as already
indicated: Consider again that cooperative belaviio aPD (or coordinated behavior in a
coordination game, if a Pareto-superior coordimatiout of two coordinations in a 2x2
normal form—exists and is attained or aspiyedre correlated through thastrumental
valuation (the motivation, or norm) of problem-soty i.e., overcoming the very dilemma.
This instrumental motive or basic valuation seemegobvious: We have to assume that
agents aremotivated to cooperatéhrough a prior value-decision to solve a commad a
collective problem to improve their situation.

Intended hyper-rationahaximizationon the other hand, i.e., putting oneself abowktanng

to exploit the other one, and, thus, eithmilateral or mutual exploitation(unilateral or

mutual defectio)y are justifiable—also in game-theoretic terms—HAa other way than
through the prior fundamental valuationio¥idious distinctioni.e., thestriving for superior
power and statysin a word, through what institutionalists sincesblen have called
ceremonialvalue. According to ceremonial values, agentsadrer distinction, differential
status and power, rather than problem-solving.

The ‘correlating’ role of instrumental and cerenamnalues now has been most important for
the institutionalist argument and scheme of ingtihal dynamics. While game theory can
both learn from this and contribute to its logiealalysis, the theory of institutional change
has paved a way already through the elaboraticm ®fstem of resulting potential forms of
value-behavior-structures.
The basioralue-behavior-schenm(er structure) is

B-V-B,

with V for the correlatingvalue and B for the behaviors V ‘correlates’ behavior8, again
among both agents and over time.

Note that there can be different interconnectedsiiations of values and patterns of
behaviors, among agents and/or over time, where

‘the correlation of [two] behavioral patterns etgai [third] behavioral pattern’ (p. 1078),

as illustrated according to Bush'’s explanatiofigure 3

® The prototype in modern complexity economics aftsa coordination game with two different coordioat
solutions, a Pareto-inferior and a Pareto-supenia, is W. B. Arthur's model of a random technoladnpice
with two different technologies (superior, infediersee Arthur (1989).
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Figure 3: Behaviors Correlated by Values, Among Ag&s and Over Time--lllustration.

Correlation Among
Agents or Over_,
Time
Correlation Ove
Time or Among Agen

B: \ B>
[
]
\
]
1
B4 V3 B3

For instance, while two pairs of ‘(patterns of) aeior’ [of each two agents, (1, 2) and (3, 4)],
(B1, B2) and Bs, Bs), may be ‘correlated’ by instrumental valuag,(Vs), the (patterns of)
behaviors of agents 2 andB, andBs, may be ‘correlated’ by ceremonial vaMg Similarly,
behaviors might be instrumentally ‘correlated’ as@agents, but ceremonially correlated over
time.

Since the relationship between two patterns of Weha fundamentally characterized by the

type of V (instrumental or ceremoniaifstitutional changdasically requires ehange of the
valuebasic to that institutional structure. We willugt to this later.

3) The Asymmetry in the Dichotomic Institutional Stucture:

Ceremonial Dominance and Ceremonial Encapsulation
3.1) The Asymmetric Value Structure in Both Perspectives
Again, behavior warranted by ceremonial values aseld on invidious distinction, and
aspirations of differential status and power. Tlogic of ceremonial warrantof
institutionalized patterns of behavior is, as Valhas already put it, one of

‘sufficient reason

which means that ceremonial values refer to juatlition, received authority, some
plausibility, suitable myths, etc., and are beyanidical scrutiny or scientific inquiry. The
operative criterionfor such behavior thus is

‘ceremonial adequaty

I.e., justconformityto the legitimizations of differential power andtsis without any proof of
real efficacy—conformity to the myths is just saiint (cf. Bush, pp. 1079-80).

Instrumental values, on the other hand, are boangtrdblem solving, and thus thegic of
instrumental warrants that of

‘efficient cause
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rather than just ‘sufficient reason’. Thperative criterionby which instrumentally warranted
behavior is judged, therefore, is that of

‘instrumental efficiency
(rather than ‘ceremonial adequacy’), ieffjcacy

Typically, with new ‘technological’ knowledg@n the broadest sense), instrumental behavior,
particularly if warranted by instrumental value,llviave to be scrutinized and adapted.
Proper (instrumental) behavioral adaptation, imtwvill ‘require changes in the instrumental
values that correlate such behavior’ (p. 1080), cleange tweinforce instrumental valuing

With this, there also arevo basic types of patterns of behavibat would consistently and
fully relate to the two valuations, i.eénstrumentally and ceremonially warrantedtterns.

In game-theoreti¢derms, and in the context okacial dilemmawe have made the distinction
between arinstrumentally warranted institutioand aceremonially warranted social rule
reflecting already the above mentioned asymmetrypalrticular dilemma-solving behavias
subject to the value criterion aéfficient causeor ‘instrumental efficiency’, an effort with a
learning process attaining the Pareto-superiortisofl) while defective behavioin a PD can
be considered to be subject tufficient reasoni.e., just thebelief and hope that the agent
can (and should) gain a maximum in the short rumclwvhe knows he can only attain at the
expense of the others. The institutionalist valsygsanetry thus neatly applies to that game-
theoretic problem setting so that the game theopaispective could be opened up for more
institutionalist input.

3.2) Resulting Institutionalist Value-Behavior Structure

This has several implications for resulting valwdvior structures:

» First, as said, it is immediately intelligible thtaere ardwo pure type®f specific
value-behavior schemdisat consistently relate to one of the two valuadi

Be-Ve-Be
and
Bi-Vi-Bi ,

wherec andi stand for ceremonial and instrumental, resp.

* Second, howevereal-world behaviortypically is ‘dialectical in the sense that
both ceremonial and instrumentzharacteristics are involved.

" Note that in a 2x2 coordination game with two eiént coordination equilibria, i.e., two social asil(a
superior and an inferior one), both probably wolidde to be considered instrumentally warrantedegat the
superior one).

® Note that the use of tHeareto criterion(PC) throughout this paper is confined to the $émexamples of
symmetric payoff matrices with two different potahequilibria. We do not want to argue that theiR@eneral
would lead us far in evolutionary-institutional @conics.
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For example, institutionalists from Veblen on hadealt with such ‘dialectical
behavior: Fashion clothingis both instrumental clothing and ceremonial didion,
and theprofessor’'s teachingoehind the lectern is both instrumental teachind a
ceremonial status differentiation between himsetf the students. Veblen and Ayres
have also investigated theeremonial cleanlines®f the upper classes, the ‘cult of
the tub’, with its waste of hot water, which hagdme particularly relevant in recent
times of body and beauty cults, ubiquitous hot gfrsvand one-arm water taps that
always admix hot water, and water pollution withkahds of detergents, mostly used
in huge abundance, of the ubiquitous ‘sanitatiomd sbeauty’ industries (see also
examples and discussion given by Bush, pp. 1081 f.)

This means there are patterns of behavior to bédslypmed byB.; (or equivalently,
Bic), which areambivalent Thus, its final significancdepends on the type of value
that correlates them. Hence, the following forms lba added to the list of specific
schemes (see Bush, pp. 1082-4):

Bci'Vc'Bci andBci'Vi'Bci
and also
Bc'Vc'Bci and Bi'Vi'Bci .

That is, both ceremonial and instrumental values carrelate either two
‘dialectical’ patterns of behavior or one ‘puretfio of their own kind with another
‘dialectical’ form.

Third, the asymmetry between instrumental and cergmh modes of valuation, as
mentioned, causes aasymmetry between the value-behavior-structutest
instrumental or ceremonial values warrant.

Particularly, the instrumental logic and operatiacréterion of efficient causeand
instrumental efficiencgreinapplicable to purely ceremonial behavior

‘Instrumental valuation cannot rationalize puredyemonial behavior’ (p. 1083).

The ceremonial logic and operational criteriorsofficient reasormandceremonial
adequacy on the other hand, are less limitedAny behavior including
instrumental behavior, may be ‘rationalized’, albsol, used, or misused, by
ceremonial valuation, since its logic and operatlariterion are ‘weaker’, so to
speak, i.e.less demanding

For example, think of the massive progress madé¢he natural, technological,
organizational, medical, psychological or sociasces (including, by the way, game
theory) througharms and warfare researchypically justified by myths like ‘our
nation is under threat’, ‘we need to help otherovalne under threat’, ‘they don’t
share our values’, ‘they are different’, etc. Algyou may think of the justification of
some reasonable and effective social caring behawthin and through the churches
through ‘the will of god’, or of other socially efftive behaviors through ‘the national
interest’, ‘the interest of the economy’, etc. bct, there has been generated a rich
stock of applied institutionalist research on sushues since Veblen’s critical
analyses of the typical dominating myths and belystems.

In game-theoreticterms, we would have to consider again #ploitation
constellationsn the upper right and lower left cells of the 2RD matrix, where
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instrumental (cooperative) behavior of some agemtsid bedominatedoy others
who are motivated by invidious payoff maximizatian their own benefit. Thus,
we would have to assume that the whole situatidres tare dominated and
characterized by theeremonialvaluation. This clearly would go beyond any
conventional game-theoretic perspective and woulequire additional
assumptions, theoretical justification, and profsory-telling’. Game theory
obviously is not well prepared for the conceptidrasting asymmetric behaviars
But again we refer to such additional story-telliagout theemergence of a
dominating ceremonial warranbut of an instrumentally warranted behavioral
solution inSection 5.Dbelow.

3.3) ‘Ceremonial Encapsulation’ in Particular

In case of such ceremonial enclosure of ‘dialettioca of purely instrumental patterns of
behavior, institutionalists are talking efhcapsulation

‘In these instances, instrumental behavior is “psatated” within a ceremonially warranted
behavioral pattern, thereby incorporating instrutaehehavior in a ceremonially prescribed
outcome’ (p. 1084).

For instance,Marx's conception of moral depreciation i.e., premature scrapping of
commodities under the pressures of competitive mo®ng firms, would fall into this
category of both and concurrent instrumental amdrmaenial dimensions of behavior, where
commodities may display some instrumentally redudadctioning but in fact will
prematurely be put to waste as they no longer fomas a vehicle of invidious distinction
(e.g., are no longer fashionable or no longer &ngsedge model of a technology), a more
symbolic and signaling action. The case could bmbsfized byB.-V.-B. or By-V-B. as
already introduced, but also By-V.-B; and everB-V-B; , as introduced below.

The forms of ceremonial encapsulation, thus, areifmld. First, it may occumwith ‘pure’
behaviors where purely instrumental behavior is correlatgith purely ceremonial behavior,
the first being dominated and encapsulated by cenehvaluing:

Bc'Vc'Bi .
A ‘weaker’ form (or stronger rather?) correlatesrgiy instrumental behavior with

‘dialectical’ behavior(and encapsulates both), i.e., even ‘dialectiaal purely instrumental
behaviors can be encapsulated to serve a ceretyqmiescribed outcome:

Bci'Vc'Bi .
Note that these two forms can not have paralleteutfinstrumental conditions’. Because of
the asymmetryjnstrumental values cannot justify any purely cesaeial behavior so no
constellationsB;-V;-B; and B;-V-B; are feasible. Similarly, and obviously, no corlatein
B.-Vi-Bc is feasible.

But also,Bi-V-B; is no possible constellation, agremonial values cannot justify only pure
instrumental behaviors

SeeFigure 4for an overview of these forms.
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Figure 4: The Forms of Ceremonially and Instrumentdly Warranted Patterns of Behavior
(Variants of Value-Behavior-Schemesjafter Bush, p. 1082)

Ceremonially Warranted Instrumentally Warranted
Patterns of Behavior Patterns of Behavior
Only ‘Pure’ Forms of Behavior B-VB. B;-Vi-B;
of the Same Kind
Only ‘Dialectical’ Forms of B-V-Bgi Bi-Vi-Bei
Behavior (involving ceremonial encapsulation
Mixed ‘Pure’/'Dialectical’ Forms of B-VBgi Bi-V;-Byi
Behavior (involving ceremonial encapsulatign
Other Mixed Forms of Behavior B-VB; A
o BarVeB; .
(involving ceremonial encapsulatign

For thegame-theoretigerspective we would immediately be able to dramohvious first
roughanalogy of some basic cades a normal form PD:

B-Vi-Bi | Bi-VeBe

Bc'Vc' Bi Bc'Vc' Bc

The integration of more cases would require addtioassumptions and considerations.
However, it appears sufficient here to demonstitade we indeed can translate basic game-
theoretic cases into basic institutionalist vale&dvior structures.

3.4) ‘Ceremonial Dominance’ and the ‘Permissiveness’tbie Institutional Structure

The asymmetry between the logics of ‘ceremoniatl anstrumental’ valuation according to
which ceremonial warrant can encapsulate more forms dBb®r, is consistent with, and in
fact stems from, the general comprehensioninstitutions in the Veblenian tradition
according to which institutions are always and widably past-bound and thus prone to a
ceremonial dominangeatrticularly in traditional, hierarchical, andepiatory societies.

However, specific cultures and nations, in factyyvan the Ppermissivenessof their
institutional arrangements (value-behavior-struegir vis-a-vis new (‘technological’)
knowledge(‘increases of the social knowledge fund’). Sorew have beemllowing for a
(‘progressive’) changdowards more instrumentally warranted behaviorattgons. Hence
that asymmetry and the resulting ceremonial donteaare a ‘gradual’ phenomenon. An
ideal ‘index of ceremonial dominaricgo be formalized ye) would be inversely related to
the degree of permissivenes3he higher that index, i.e., the greater ceraalaominance,

° However, see O’Hara 1997, 112-16, for a formalrapenalization and application of an ICD for thases
under investigation there. We do not need to débeper into this here.
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the lower the permissiveness of the institutionalicdure of an economy towards new
knowledge and its full instrumental use.

In game-theoretiderms, we may think of somiechnological or organizational change
causing a&hange of the payoff structyre

1. e.g., in a coordination game with a Pareto-supeaad a Pareto-inferior
coordination solution, so that the former superamordination becomes the
inferior one and vice versa,

2. transforming a coordination game into a PD and varsa,

3. increasing the relative payoffs for common coopenain a PD so that common
defection pays relatively less and cooperation b= easier feasible in a
supergame process, and vice versa (while the Ribtste as such is maintained).

Also, we might assume some change in other extemrdlitions so that thexpectations
change (i.e., the discount factod) with implications for theprobabilities with which
instrumentally or ceremoniallywarranted behavioral patterns come to prevaill m a
evolutionary process in a population.

Combining changes in knowledge, payoffs, and extiects (and thus—in the game-theoretic
perspective—in the long-run calculations of relatbenefits and costs of different strategies)
with the valuing aspect we may say that the more ‘permissive’ theevatructure in games
undergoing such changes would be, e.g., the maeagents will be aftelong-run and
inclusive problem solvingv. — V), the more dehavioral change towards a new, adapted,
and now proper and superior, solutisrould appear feasible in each of these cases.

However, note that, in game theory, as alreadysiimple single-shot solution above reveals,
we have to consider that in the usual interpretatiee degree of permissivenegself is not
only positively related to, but in fachanges uno actu with the long-raalculationsof the
agents based on both the payoff structure andipertance of the common futur®<{-some
more ‘rational’, calculative explanation of theate weights of the two types of values.
Particularly, withfavorable calculativeconditions, agents, in the game-theoretic pergpect
will usually be more inclined towards instrumentally warrantedlutions—if not other
aspects that may explain a ceremonial dominancédwaevail. The latter will indeed play a
role in the specifiargument in favor of dominant ceremonialishat we will deal with in
Section 5.2

4) The Process and Forms of Institutional Change

4.1) Combinations of Instrumental vs. Ceremonial ‘Feadlibes’: The ‘Institutional
Space’

It follows from the above thatew knowledgetogether with relatethstrumental patternsf
behavior, can be eitheencapsulatedwithin ceremoniallywarranted patterns of behavior or
‘embeddedwithin instrumentally warranted patterns of belway
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While new knowledgdasicallysupports instrumental valuatiofsee our argument above on
the support of a proper set of conditions and aofable’ calculation for instrumentally

warranted solutions), the ‘index of ceremonial doanice’ eventually is indicative of the
degree in which new knowledge alowed to be useth the community’s problem-solving

process. For instance, under strong ceremonial iome,

‘knowledge that cannot be reconciled with the némdustify existing patterns of status,
power, and other forms of invidious distinctionsuleb not be intentionally sanctioned’ (p.
1091).

The asymmetric structure between ceremonial anttumental warrant, ‘allowance’, or
‘feasibility of behaviors now defines amstitutional spacewithin which we not only can
define differentsectorsaccording to thesealue or feasibility constellationdut furthermore
can also illustrate theotions of institutional chang@®ush, p. 1092; sdegure 5below, with
the formalB-V-B structures added that apply in each case):

(1a) When behavioral patterns are botetrumentally feasibléwarranted, allowed
for) and ceremonially feasibl@varranted, allowed for), in this way meeting both
‘sufficient reason’ and ‘efficient cause’, or ‘cemenial adequacy’ and
‘instrumental efficiency’, we clearly face thease (and sector) oferemonial
encapsulation since this implies (because of the asymmetry) anidant
ceremonial warrant. Here then, the institutionalcure of an economy allows for
benefiting frominstrumental behaviothat at the same time can beremonially
justified and utilized, misused, and, in fact, encapsulé&edFigure 5 upper left
sector).

(1b) In dynamic terms, if an increase in the knowledge fund woutidjger
compensatory efforts not to change the value siracthe system would remain
in the upper left sector of both instrumental amsemonial feasibility under
ceremonial warrant, a case ohgoing and enforced ceremonial encapsulation
(remaining in the upper left sector).

(2a) If behavioral patterns werastrumentally infeasibldout ceremonially feasible
under dominant ceremonial valuation (ceremonialravd), they werepurely
ceremonial a complete dominance of the ‘myth structure’, Wl floss of
instrumental efficiency’ (p. 1092), with instrumelly warranted patterns
completely excluded (upper right sector). We alldrig of quasi-religious effects
here.

(2b) In adynamicperspective, iteremonial dominanceould further increaseand
the economy moved from the ceremonial-encapsulaidospace into this sector,
excluding more and more instrumental behaviorss thould be indicative of
‘regressive’ institutional change.e., aneven greater dominancef ceremonial
over instrumental values (and behaviors), of tatablogy, myths, and received
belief systems over knowledge (moving from the upleé to the upper right
sector).
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(3a) Finally, those parts of behavioral patternat threinstrumentally feasibléout
ceremonially infeasiblevill normally be excludedunder ceremonial dominance
(lower left sector).

(3b) In adynamicperspective, however, deremonial dominanceould bereduced
after an increase in the social knowledge funds thould be indicative of
‘progressive’ institutional changd.e., an increasing weight of instrumental over
ceremonial values and with this of instrumental &sébrs. Then the economy
would move from the upper left into the lower Iséctor.

Figure 5: The ‘Institutional Space’ in the Interface of Instrumental Feasibility (Warrant)
and Ceremonial Feasibility (Warrant).

Behavioral Patterns
Made Instrumentally
Feasible by the

Knowledge Instrumentally Instrumentally
Fund Feasible Infeasible
Behavioral (instrumentally warranted)

Patterns Made
Ceremonially Feasible
by Ceremonial Values

1)

Actual/Enforced Institutional

Structure: Fully Ceremonial Institutional
Ceremonial Encapsulation Structure
(with aconstanindex level of (quasi-religious effects; a full loss o
Ceremonially Feasible ceremonial instrumental efficiency; a full 'myth
dominance/permissiveness), structure’)
reproducing, or changing among, B.-V-B.
these forms:
B.-V-B; —_— (2) W Dynamically: Increasing
B.i-V-B; —] Ceremonial Dominance / Regressive
Bei-Ve-Bgi Institutional Change
Bc-Ve-Bi — BeVe-Be

Actual Structure: Some | (3
Instrumentally Warranted Patterns
of Behavior Excluded

Ceremonially Infeasible Dynamically: Decreasing g (Empty Set)
Ceremonial Dominance / Progressivj
Institutional Change)
— Bgi-Vi-Bqi
— B-Vi-Bq
— B-Vi-B

¢

2) = Regressive Institutional Change (increasimgmonial dominance).

Note: (1) = Ongoing/enforced Ceremonial Encapsulatioith(& constant ceremonial dominance).
3) = Progressive Institutional Change (decreasergmonial dominance).

4.2) The Forms of Institutional Change in Particular

As said,institutional changas defined by a&hange in (the ‘index’ of) ceremonial dominance
which in turn only occurs with ahange in the value structu@ush, p. 1094), i.e., in the
relative dominance of ceremonial or instrumentalrat. And there were three forms of
institutional change identified:
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(1) Ongoing ancenforced ceremonial encapsulatianll then imply that any increase of
the knowledge fund, angew knowledgeand thus any potential increase of instrumental
patterns of behavior will beffsef under a continuing dominance of ceremonial valngbe
community, by concomitant aeactive increases in ceremonial ‘mythology’ anduaéion,
and thus ceremonial patterns of behavior are swtggoand instrumental behavior
encapsulated. Thatatus quo antvill be maintainedand reinforced.

In this case theindex’ of ceremonial dominancand the value structure basically remain
unchanged

As a major example, consider the huge technicarpss made in the last decades through the
digital microelectronic technologie®Now consider, what part of the effective useha&f hew
facilities and equipment is devoted to just cereiaoactivities rather than effective potential
social problem-solving and related communicatiofgrimation, and calculation. What part is
used, in contrast, to rather divert people fromiaoand individual) problem-solving,
engaging them in just killing time, distracting thdrom the social problems as well as their
individual problems, tending to make them addiciadolving them in ‘sex&crime’ worlds
(virtual or real), promoting global sex&crime indiiss, money laundering, generating and
promoting violence, social isolation, invidious tdistions, but also surveillance and control,
and so forth ... ? (see, e.g., Adkisson 2004, pdatiuon ceremonialism with respect to
intellectual property rights). One might try to neadn empirical estimation of instrumental vs.
ceremonial portions in the real use of those teldyies.

Also, for instance, consider the newest and mogemsive computer acquired by the
company for the office desk of the CEO (who ramgbtrks at his desk and makes little use of
that computer) rather than for the chief enginebo would make much of it. Also, mostly
parking lots close to the main entry of firms aesarved for the most ceremonial, fancy and
expensive vehicles of the bosses.

Banks headquarters, public celebrations, businashidn, sitting orders, business rules,
ritualized mass media representations of reality, ovide endless instances of ceremonially
warranted rules that appear as abstract and thtisybarly strict norms.

Furthermoredecentralizedsystems based amet-technologieandindependent agents
nets in the new economy may be dominated and restribtedbig powerful bureaucratic
hierarchies of international corporations. Theyrfaupplier networks that are hierarchically
directed and restricted by the powerful hub of sactlobal hierarchy, i.ehub & spoke
networksthat have come to dominate the global spatial orgéion of industries nowadays.
Many power-based contractual nets have turnedtionatiigh critical institutional analyses, to
be less problem-solving constructions but rathenmgl@ated machines to generate windfall
profits accruing at the most powerful agents (seg, Hayden and Bolduc 2000).

Ongoing or enforcederemonial encapsulatiamay occur in two subtypes:

» Past-binding ceremonial encapsulationThis is the situation of existing power
and status oriented ‘predatory’ societies thatitunsbnalists since Veblen have
always considered typical and where they have $seergeneral ‘past-binding’
character of institutions realized, ang@manent cultural lag’ occurring in the
adjustment of the institutional structure in redatto increased knowledge.

Here, it typically is attempted



22

‘to minimize the impact of the technological inntea on existing habits of thought
and behavior [...] conscious efforts are made toeshugr the existing value structure
by an elaboration of ceremonial practices desigimedninimize the innovation’s
dislocation of the status quo’ (p. 1094).

For example, you may think here of norms and pigisons trying to restrict the
(instrumental) application of new knowledge (andhomunication over it) or to keep
new knowledge from becoming applied by the regiddividual or household for
their individual problem solving, e.g. the incremgiauthoritarian regulation of the
internet.

This can be considered a moeactiveanddefensiveaype of institutional change.

* Future-binding ceremonial encapsulatiorSome innovations may ‘slip through’
and trigger an increased weight of instrumentableh, since

‘Veblen’s “instinct of workmanship” appears to mi@sit itself even under the most
trying ceremonial circumstances’ (p. 1093).

This can be considered a maetive and offensivetype of institutional change,
designed to

‘strengthening and extending the control of vestetgrests over the life of the
community’ (p. 1095).

Vested interests here effectively control the fataf the community, and change
in the existing patterns of valuation and behaviwluding the organization of the
economy and society, will be avoided.

As an instance, you may think here of the fact tinaface of an ongoing and
increasingenvironmental disruptiornvirtually everything and anyroduct will be
advertized nowadays asbiological, ‘organic, ‘sustainable and ‘green, how
disastrous its ecological footprint balance mayalty ever be, e.g., from ‘organic’
industrial foodthat in fact causes obesity, green carsthat may be more efficient
but, in fact, still have considerable, and ofteeremore, climate-changing emissions,
often through larger engines, more horse power gagater maximum speed.

You may also think here of the efforts and powerimdkrnational oligopolistic
corporations of thegrofoodand biotech industries to collecgenetic information
from all over the world in order to control globabricultural and biological
production in the future, and with this hundredsnilfions of farmers and trillions of
consumers.

In fact, many institutionalists like L.F. Junker G Hayden, and W.M. Dugger have
empirically investigated this type of ceremoniata&psulation in the very fields of
pathogeniccorporate agricultural and food productiothat causes public health to
continuously deteriorate (see Bush, pp. 1095 ff.).

(2) Regressive institutional chang®n the other hand, will displace instrumentally
feasible and dialectical behavior, as indicated,, ian extreme case where ceremonial
practices will not onlydominateinstrumental ones, bwubstitutethem and in the end even

imitate instrumental efficiencyt is the case ahcreasing ceremonial dominanceonsistent
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with what Veblen had coinedhe triumph of imbecile institutions over life aculture (cited
by Bush, p. 1101).

Bush calls this alysenko effect, according to the Russian agrobiologistowdlaborated a
bogus genetic theory suggesting an extreme vemsidramarckism where genetic change
could be man-made, ‘managed’, in one generatiomplafts, just through environmental
conditioning—thus causing huge damage to the Sagiet-economy in the 1930s and 1940s.

You may also think of thguasi-religious‘theories’ of the Nazis and all kinds of simplgsti
‘Social Darwinisms’ about supremacy and inferiority races and nationswhere they
measured heads and bones to prove their myths.

Similar movements are getting en vogue anew inctireent crises in many developed and
allegedly worldly, secular, and ‘enlightened’ caigg. You may think of the surge of
dangerougjuasi-religious propagandand anti-rationalismsall over the world, propagating
hatred and ignorance against ‘the others’, padrtylagainst poor, needy, dependents, and
migrants, including the alleged inferiority of otheligions, races, and nations, of women or
of non-believers, e.g., postulating literal readirgd the bible, counting generations back to
Adam and Eve in the bible’s metaphors, accordirggyming the world to be some 6000
years old, or arrogatingreationismto be seriously taught in schools (on an equaldwaith
scientific evolutionary theory, for the time beinggserving open totalitarianism for the
future.

The motion of the institutional structure from forms of cem@mal encapsulation to
instrumentally completely infeasible behaviors (esgive institutional change) may occur
gradually from (either a past-binding or a future-bindingnfioof) ceremonial encapsulation.
Again, with regressive institutional change therecws afurther loss of instrumental
efficiencyas (the index ofgeremonial dominance increasasd the permissiveness towards
the application of new knowledge and related imsgntal behavior decreases. Knowledge
and instrumental behavior will be fultfisplacedin the end by ceremonial behavior under a
strong dominance of ceremonial values.

(3) Progressive institutional changen the contrary, will be experienced

‘when for a given fund of knowledge ceremonial eats of behavior are displaced by
instrumental patterns of behavior’ (p. 1101).

It would move the institutional structure into tlwaver left sector of the institutional space
(seeFigure 5 above again), i.ethe ceremonial barriers that have prevented insniah
behavior to be realized (because it was ceremgniafeasible) can be torn down on the
occasion of new technological knowledge. Here weld/@xperience decreasing (index of)
ceremonial dominangewhich can only come about through a displacensérteremonial
values by instrumental values.

Veblen, for instance, had hoped that the forcethefindustrialmachine processand the
working classes related to it, with its requiremesft rationality and its cumulative
instrumental knowledggained from the ‘tools-skill nexus’, would everityabring about
progressive institutional change. He had hoped thatulative causal chains in industrial
production would work so that ‘knowledge increagseshe degree that it is used’ (as M.
Lower has put it, cited by Bush, p. 1103). Instrataévaluation and applied and experienced
instrumental patterns of behavior would then indaléalv for anacceleration of growth in the
knowledge fundas has usually been argued in the Veblen-Ayesttion (see pp. 1102-4).
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However, the ceremonial encapsulation in the daj@talist cultureproved to be stronger so
far. It has developed, for instance, ceremolifi@lstylesof affluence that prevents rationality
to be fully realized, with the opulent life styld the developed countries of the Northern
hemisphere, full obversuppliesof food, drugs, entertainment, diversion, eveatsy mass
hysteria, while appropriating and absorbing fos thirposes the resources that the rest of the
globe provides — and even more than these (in faetannuakcological footprintof the
global North is 3 to 4 times their annual natugacity).

And, in fact, virtually all relevarknowledgeon sustainable production, social justice, general
trust and happiness, on preventing financial spdicm and crises, environmental
deterioration and climate crisis, etc. dad®ady existbut it cannot be applied because of a
lack of instrumental collective action capacityaused by a ceremoniahcapsulationof
knowledge and instrumental behavior. Similarly, km®w virtually everything to effectively
deal with most of the bigocial and humanitarian problen® societies and of the current
global structures—but the taboos and belief-systemmniected to the dominating ceremonial
values (‘do not touch the wealth of the mega-richestors’; ‘do not touch the “market™;
‘defend your freedoms of the established ways oflpction, trade, consumption, mobility,
leisure, tourism, etc.’, ‘do not restrict freedomdaflexibility’, ‘push our national interests
globally’, ‘protect “our” resources worldwide’, ‘kithe enemy’, etc.) largely prevent an
instrumental turn in the existing patterns of betvaand valuations.

Furthermore, we know much about mampductsthat could easily be madeear-resistant
but with this would be profit- and stock-value daieting for large oligopolistic
corporations—and thus anelden awayn corporate safes, or not researched at all.

Regarding anormal-form gameperspective, we would argue that while kallow about the
superiority of thecollective-action (cooperative) solutieand the conditions to get there (a
game with ‘complete information’), the dominant iwidualistic (ceremonial) incentive still
remains to trigger general defection, with an iiiereconomic performance. In game-
theoretic terms, thus, we would of course consigain the critical role of the payoff
structure and of the common future (expectatioo®xplain theceremonial dominanceke.,
their bearing on the degree of problem solvingrireeonomy.

But it has been obvious for institutionalists tipabgressive institutional change has strong
limits, in a ceremonially dominated system, particulamlyace of an ongoing systemic crisis.
This system, despite its crises, still has the potwemaintain sufficient diversion for its
people and to keep up its particular myths of moidgrflexibility, liberties, effectiveness, the
‘systemic relevance’ and usefulness of the suped mega-rich ‘investors’, also the
superiorityper seof ever more research, ever more high technoletyy,(see also Bush, pp.
1105-6)—in all, probably a case dtiture-binding ceremonial encapsulation’ ratherath
progressive institutional change

We will return to progressive institutional changensidering the crucial role fqoublic
policy to initiate, stabilize, and accelerate it.
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5) An Additional Explanation on How Ceremonial Dominance May Emerge
From an Instrumental Benchmark

5.1) The Different Benchmarks: The Institution asEnabler’ vs. Ceremonial
Dominance

As we have seen, in thgame-theoreticargument, the institution emerges in a complex
evolutionary process from a defined particydewblem-solvingorocess. It helps individuals to
solve complex decision situations that otherwisaildanot be solvable in a decentralized
individualistic economy.

Consistent with this view, it has for long beenusg byinstitutionaliststhat the institution is
not just a restrictionto some ideal (allegedly unrestrained) perfectimepation, as argued
by neoclassical economics, and in@t just flatly past-boundconservative, and inadequate,
but in complex situationglso is an eénablei of qualified, coordinated behavior of agents
(see, e.g., Neale 1994), ampowermenbf agents in terms of improving information and
making expectations of agents consistent with eatbtler and thus stabilizing them—the
instrumentaldimension of institutions.

On the other hand, as we have seen, stanemonial dominance is rooted in the asymmetry
of the logics of ceremonial vs. instrumental watsanwhere ceremonial valuation is more
‘permeable’, i.e.capable of encapsulating more ways of behathan instrumental valuation

Is capable of embedding.

This veryasymmetrywas reflected, as seen, in theminance of defective strategiesthe
game-theoretic perspective.

Also, in theinstitutionalisttradition, the ceremonially warranted institutibas mostly been
the starting point, due to thastorical perspectiveof institutionalism, where more or less
predatory societiesand economies have been the received object distreaand
comprehensive economic analysis and theorizing.

But this does notgenetically’ explainhow ceremonial dominanagendogenously emerges
particularly from a benchmark of an instrumentaligrranted institution. Especially in a
game-theoretigerspective, we would need to show that, and howally institutionalized
problem-solving cooperatiaegenerategto a ceremonial defection.

Instrumentally warranted institutions can indeedehanendogenous logiof their own, some
life cycleleading them from ‘instrumental’ (considered htre ‘natural state’ of mankind) to
‘ceremonial’, in fact a history of degenerationprfr problem-solving cooperation to a
behavior that may formally be unchanged but in feat become inadequate in facenefv
conditions equivalent to the idea dfinstitutional) lock-inas in the famous QWERTY
analysis (David 1985)—where mew collective-action capability is lackintpr proper
progressive institutional change.

Note that this usually will happen imhgrarchical environment

For a normal-form game, think of the case mentiothed new conditionsnew knowledge
sometechnological/organizational progreskut, in addition, now also ameven distribution
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of the gains of cooperative behavior) change thfbatructure in a way to make the former
(Pareto-) superiocommon-cooperation solution now (Pareto-) infer{ar a 2x2 PD). We
will give a schematic illustration after the stdgfling.

5.2) Degeneration of an Instrumentally Warranted $titution

Instrumentally Warranted Cooperation in a Hierarchal Environment

The idea applies when, for instance, a fresh ecao®M.A. or MBA joins a firm with new
ideas and new knowledge, but his suggestions &ueea@ by his superior arguing ‘We have
always done it like this, we have been successith this, and we will continue doing it like
this.” This would be a symbolic indication of arsiitution formerly successfully established
to solve a certain problem, by which a group becanmmoperating one, thus successfully
coordinated and highly performing. With teaccessfully cooperating group plus hierarchy
however, the group leaders and higher ranks ofctimperating team have established and
tightened their positions, promoted their carears]y perhaps climbed up the hierarchical
ladder.

The Career Motive and the Motive of Identity andeéBngingness’

Differential hierarchical status and power in stegg economies, and organizations that are
characterized by received power differences andatubies anyway, i.e., the ceremonial
value, thus becomes a new, additional motive denengn the future of that institution. But
also, the very ‘ceremonial’ may provide identityddhelongingness’ to the lower ranks of the
team, which in turn mayelieve their uncertaintyn the turbulent environment they live in.
These factors may combine amdnsformthemselvesnto a situation of unilateral defection
and exploitationwhere the superior ones increasingly exploit b#nage to keep their
subordinates cooperating.

Also, pure habituatiormay explain why those receiving less of the commain stick to the
same behavior although the character of the institthas changed. Consider the following
illustration in a normal-form matrix:

Starting with the usual PD,

aa d,b
b,d c,Cc, with b>a>c>d,

the payoffs of common cooperation and success mayge into

.8 d,b
b,d c,C,

with either (1) b>g>a>c>d or even (2) &#b>a>c>d, i.e., the common success with an
increasingly uneven distributiorgent 2, the subordinate, may stick to the ingtihalized
behavior (rather than changing back to defection)way of receiving identityfrom the
‘winning team’ or just by way ofiabituation while agent 1, the superior, in the extreme case
(case (2)), even has a short-run (hyper-rationaBntive to stick to it.

The character of the situation then may furthemgeafrom an instrumental warrant into a
full-fledged ceremonial warrant, when, @) changes into aovertly exploitativesituation,
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(b’,d’), with afurther aggravated unequal distributipwhen a—b’ and a—d’, in the frame
of a new PD

aa’ d'b’
e.a)—(b.d) c.c, with a=b’>a’>c>a,=d".

Obviously, with the very success of institutionalized coopera{with anincrease in the
social knowledge fundnew opportunities of a new common collective ac{mmoperation)
have emerged—as has a (latent) new incentive fentag to deviate from his cooperative
behavior. (In fact, the conventional game-theorptediction for the new PD structure would
be the common-defection NE, since the exploitedldvoationally switch back to defection as
well in the new game.) If, however, the system wdhtinue to stick to (b’,d’), the earlier
instrumentally warranted situation will havally transformeditself into a ceremonially
warranted situationa situation of 8.-V¢-B; type™”

Another ‘Motive’: Institutional Economies of Scale

A factor supportingthis process of cooperative success (how unewdistsibuted ever) may
betransaction cost reductign.e., the economies of scale of the applicatibtihat institution,
with a learning curve that ensures that stickingthe institution makes thaverage
transaction costs of the single institutionalizegtidionsever more decrease—the classical
case ofoutinizationand, in fact, theost argument in favor of habituation

That senior manager who is referring to, and imgjsupon, his past experience in the
example above, thus, is of course not totally wrdig refers to a history of the institution
that has been successful. During that history, hd his ‘interaction partners’ have
successfully established the institution as an aakegnstrumental device.

But also, as thgame-theoreti@nalysis makes obvious, he and the others ininkertaction
system in fact had tmvest a lot in terms of time, intellectual effarfcertainty, risk-taking,
trial & error, non-invidiousness, getting exploitednce etc., to make that institution
eventually emerging in a long and fragile jointrleag process, as indicated. The result was
the development of an effective instrumentally \wated institution, habituated by all
involved.

And, as everyone who has invested high fixed cdstsand his fellows desire permanently
high returns on their investment, tgpreading their initial fixed costs over as many
applications as possiblghus maximizing ‘output’, i.e., the quantity gb@lications). And, if
possible, they do not wish to invest in a new lgayprocess. They do want their initial high
investment to be apportioned among a maximum nunadbeapplications of the same
institution, i.e., arendless series of decisiohased on that institution. They want to realize
what in economic production and cost theory is egtneconomies of scale (increasing
returns), i.e., the marginal and average cost gfadditional decision under that institution
thus will be smaller than those of the previous.oftee important reason here will be that

1% There are certainly different ways to capturedeemonially warranted degenerative situation imesduture
game-theoretic modeling. For instance, one migdd glink of a game in which each payoff is a vewutith the
elements of an instrumental and ceremonial paydfiveight function (‘utility function’) may then rest in
overall ceremonially or instrumentally warrantechéeior. Habituation and sticking to an earlier instentally
warranted institution under now ceremonial warnaraty then be modeled by a change of weights. There a
many similar approaches in the literature. Propedeting of instititutionalist theory in this regamust,
however, be left to future effort.
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coordination in a learning process, may becorager more effectivdin a stochastic
population perspective: the portion of coopera@etions in all actions will increase) and
thus the whole decision process more effective.

A Norm Still Instrumentally Warranted

Now, this situation may still be consistent witle timstrumental character of the institution.
While the institution may increasingly appear te thdividual agents, in the culture of the
team, group, or organization at hand, as sometmmgrnal, agiven, exogenous requirement
desideratum, a postulate, or a norm, it still maydbominantly instrumentally warranted and
clearly relate to the solution of the problestructure at hand. But tacitly, the motivation to
maintain the institution may change from solving tbriginal problem to (1) saving the
careers of the leaders and thus extra benefitsumediual distribution and (2) reducing
average transaction costs, making their decisiokitgaas easy and smooth as possible,
rather than properly solving a defined problem,ahiihnay have becomenagw problemn the
meantime.

A norm, thus, is not necessarily ceremonially wated. The instrumentally warranted
institution may have become a norm, a general ppgn that has perhaps even been
codified, with theconnection to the basic problgmerhaps having become somewbgaque
but still may be an adequate behavioral pattern.t¥v@ this aninstrumentally warranted
norm

Note that related behavior may easily be considedsaectical’ in the institutionalist
approachBg, as mentioned above.

A Ceremonially Warranted Social Rule and Institutie—An Abstract Norm

Only when some‘external’ conditions changein game-theoretic modeling changing
expectations and/or payoff structure—the instrumgntvarranted norm would turn out to be
disconnectedrom both the original and the new problem. Andmbuld become further
disconnected as the establishment of a proper netitution will be blocked by the now
dominating and obvious motives of differential sgatand of continuing easy and smooth
decision-making. Thdormally same behaviothus now becomeseremonially warranted
and (unilaterally or mutuallyefectivein terms of the payoff structure, while the agestist
from the upper left in our basic PD matrix to thoever left(or upper right, and then perhaps
even lower left)of a new PD as illustrated. We call this an abstract normteNihat the
‘normative’ dimension primarily will work as ammposition on the subalterns to stitd
cooperation, the earlier instrumentally warrantestitution.

The institutional economies of scale in a complaxi®nment together with the motive of
differential status and power in any hierarchy tlexplain why socio-economic interaction
systems may stick to an (formerly instrumentallyrnaated) institution (later degenerating
into a ceremonially warranted rule for the defegtagent) for longer than instrumentally
justified. The institution may eventually becometdaied because its prerequisites have
changed, it may becomeétrified, ‘sclerotic’, ‘ossified’, outmoded, or locked-inThe
ceremonial motivation and valuation of power, hiehy, and status differentials (favoring
those who came into power with the earlier ingt)t, and of identity, belongingness,
adherence to symbols, etc. (of the lower ranks) pnayent the interaction systetm properly
learn, and gain a new collective coordinatiomgaewed collective action capabilitgnd a
new, adapted institution that would be requiredadiag to the instrumental value criterion.
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Note that we assume that a proper new institutiaulev facilitate even lower average
decision costs in the long-run. The more discorete¢tom the problem the abstract norm
gets, and the morigght over unilateral or mutual exploitatiomay re-emerge, the more the
averagetransaction costof the old norm mayncrease again Thus, in the long-run, the
potential average transaction costs of a more prope institution may fall below those of
the old norm, despite its initial high average andrginal costs. This, of course, does not
guarantee that the system will regain anew a prop#ective action capability, as game-
theoretic analysis makes clear. $&gure 6for another illustration of the process.

Figure 6: Average Transaction Costs and Institutioml Economies of Scale Supporting the
Emergence of a Ceremonially Warranted Norm After Sme ‘Technological’
Change--lllustration.
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In all, this endogenous institutional degeneratimay help systematicallyexplain the
ceremonialdimension and itslominationin a hierarchical environmerigure 7 illustrates
the dimensions and characters of institutions duaiflife-cycle’ as described.
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Figure 7: The Instrumental and Ceremonial Dimensios of Institutions—From an
Instrumentally Warranted Institution to an Abstract Norm—Illustration.
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6) The ‘Discretionary Character of Progressive Instutional Change’
and a Game-Theoretically Informed Policy Perspectie

6.1) The Possibility, and Improbability, of InstrumentaBolutions in a Spontaneous
Decentralized Individualistic System

As progressive institutional changeill normally not automatically emerge—particularl
when systemiccrises and conditions of widespreadncertainty and fears may lead to
enforced ceremonial encapsulati@m evenregressive institutional changeit remains an
issue of proper deliberate, discretionpoficy action as institutionalists have always argued
(see Bush, pp. 1107-9). In the institutionalisditian, M.R. Tool further developed the
theory and philosophy afistrumentalismand progressive institutional change into a stedal
‘social value principle which operationalized thpragmatistinstitutionalist conception of
public policy and its formation (see, e.g., Toob4¥ It elaborated the issue that democracy
and democratic participatory policys substantial in the sense that reasonable dasisin
prices, wages, income distribution, etc. will hagebe determined in transparent cause-and-
effect-basechegotiation processesf all social interests involved (the so-calle@gotiated
economy’; see, e.g., Commons 1934). This is nanhaniy about some abstract ‘majority
rule’ but about the substantial

‘process by which majorities [...] are formed’ (Bugh,1109),
and such process would be heavily interconnected
‘with the process of inquiry upon which instruméntaluing depends’ (ibid.).

In this way, substantial, participative, and discursive demogramuld support collective
long-run rationality and action capacity, and withis an increasing dominance of
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instrumental values and instrumentally warrantettepas of behavior—i.e., progressive
institutional change.

The ‘non-cooperativegame-theoretiperspective, in contrast, is not so much abowdisse
and verbal communication but rather on ‘tacit’ teag from repeated interaction and from
the consequences of combined actibrNevertheless, it suggests similar conclusion
regarding thecritical role of discretionary public policy actigorrelated to the interaction
system of the individual agents and the criticatdes determining its process and outcomes.
In fact, game-theoretic modeling and related compiedel simulations have specifically
demonstrated that there is no automatic or easyouayfdominant defectignand even of
repeated breakdown @&fome institutionalized cooperatiafter it has emerged in complex
settings and long-run evolutionary processes (eigbrand, Messick 1996; Lindgren 1997).

Thus, a very basic game-theoretically informed gotonclusion, based on the most simple
single-shot approach as above, may be the followiig refer to Elsner 2001 and make a
longer story very short here. Remember the simpdesipergame single-shot inequality
above. It indicates that if the discount parameiet, the weight of future payoffs or the
probability ‘to meet again next interaction’, isegter than a certain combination of pay-offs,
cooperation will pay. Obviously, it is unfavoralite cooperation iflf) and €) are relatively
high and &) andd are relatively low. The simple algebrdogic of policy actionresulting is
obvious:

a > [(by—an)] / (by —cu)rl].

Note however, that the PD payoff structure mustb®dissolved as such, since this would
imply a trivial and politically costly solution ., subsidizing such that eventuallg>b) (see
below for more detail).

Thus, the problem that remains and cannot be sdiydd/per-rational individuals coined for
an ideal ‘market’ is the very social-dilemma stwret related to an individualistic ideal
‘market’ culture—when, however, the real world does fit this ideal but is characterized by
directly interdependentand directly interacting agents(see, e.g., Kirman 1998). An
individualistic culture confronted with permanendnmplex and dilemma-prone incentive
structures implies that the process of solvingdléctive-good’ or a social-dilemma through
cooperation will usually be highliime-consumingand unstable if not blockedat all The
more individualisticthe culture is—or the stronger the dilemma-striectisrin terms of the
relations ofa, b, ¢, d, andd--, the greater is the incentive to defect or etlvedeviate from an
already established institution of cooperationdlmore elaborated population model on the
critical size of institutions we have shown thattitutions and its carrier groups or platforms
will become exploited (invaded) by defectors beyandritical maximum (a ‘meso’) size
when few invaders profit from exploitation of macgoperators—see Elsner, Heinrich 2009.]
Again, we can see a fuquivalencewith the institutionalist conclusions with respect to
ceremonial dominanckere.

The process of (instrumentally warranted) institnéil emergence and the conditions for its
initiation, its sufficiently fast emergengeand itsstability over time has been extensively

1 This means that we will take the policy agent res@iven, informed by a deliberately negotiateshecny—
admittedly a ‘catch-all’ entity. Modelling such messes with game theory would be in the domain of
‘cooperative’ game theory. As a prominent exampée, e.g., McCain 2009.
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investigated in the recent three decades, afteegpaneering explorations by, e.g., Schelling
1978; Schotter 1981; or Axelrod 1984/2006 (amorg ¢buntless game-theoretic and PD-
based modeling and simulation approaches, see,Stamley et al. 1994; Liebrand, Messick
(eds.) 1996; Lindgren 1997; Fudenberg, Levine 13Berman, Sonnemans 1998; Oltra,
Schenk 1998; Eckert, Koch, Mitloehner 2005; Demany@oders (eds.) 2005; Traulsen,
Novak 2006; Jun, Sethi 2009; Spiekermann 2009;adse, e.g., Field 1994 for another
institutionalist evaluation of the game-theorefppaach).

For instance, computer simulations of evolutionprgcesses based on social coordination
problems have illustrated that disproportionate&gg times may be necessary to establish
cooperation as an institution, and that even tlo@peration may be fragile and occasionally
collapse, because of mere small external changefiaternal dynamics.

It is thus necessary to desigswgpra-individualistic, i.e., broader and more longpa, rational
mechanismo support this process and complete the systammely an additionapublic-
policy interventionto initiate, accelerate, and stabilize the processch cannot be brought
forth with sufficient speed and stability by thedrket’ or any decentralized individualist
system alone, if there are ubiquitous dilemma-prairect interdependencies and thus
coordination/cooperation problems in the real wéold there’.

6.2) ‘Meritorics’ For a Negotiated Economy

The conception of thenerit good(see, e.g., Brennan, Lomasky 1983; Musgrave 188%)
substantiated meritorizatiori (i.e., a positive social valuation) exactly onetlbasis of
‘community preferences’ that have evolved from nattion processes beyond the ‘market’
logic (Musgrave 1987, 452). This impliesacial evaluatiorof the outcomes of the ‘market’
through some kind of a social decision-making besatian, relatively independent of, and
superior to it.

For our purpose we will define a merit good as adygossibly resulting from the
decentralized evolutionary interaction process mwierence as indicated (in this sense a
‘private good’), which, however, needs to be eveddathrough asocial decision-making
process on the grounds of its deficient quantityglidy, and—as new dimensions discovered
in deficient ‘market’ processes with coordinatiordacooperation problems—thiene needed
for its production as well as tloertainty andstability of acquiring it through a decentralized
process (see also, e.g., Ver Eecke 1998).

Institutionalists have always claimed that demacrand participative socio-political
decision-making should continue to be relativelgependent of the ‘market’ allocation and
should have priority over it (see, e.g., Hayden4)99 he institutionalist conception of the
negotiated economwyas exactly elaborated to show that the ‘markes to be deliberately
embeddedn a wider socio-political process, and how thipassible (see again Commons
1934, 612ff., 649ff.; also, e.g., Ramstad 1991 d¢ie 1992).

We will not delve into this discussion any deepereh but will simply assume an economic
policy agent who is legitimized through a proces$sparticipatory democratic decision-
making, subject to the criteria of the pragmatisstrumental value principle’. In this very
process,public policy objectivescan be developed which provide tloeiteria for the
‘meritorization’ required
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Against this background, the economic policy agealy employ instrumentselated to the
interactive process of the private agemtschange those interactions, aiming at initigting
accelerating, and stabilizirtge provision of the merit good through promoting coaien.

6.3) Instruments of an ‘Interactive’ or ‘Institutional’ Economic Policy

Not only does the public policy agent have to piplidentify the specific characteristics of
the ‘good’ he wants the private agents to coopexbti produce (basically the ‘Pareto-
superior’ economic situation as illustrated), iteg public objective or ‘merit good’, but he
must also establish incentives to promote cooperafirivate behavior that favors this
superior social solution. For instance, he nrayolve the private agents into projedts be
pursued cooperatively, which helps (ibcreasing their awareness of their complex and
dilemma-prone interdependen(fer this, see, e.g., Bush 19992) enabling them to learn to
cooperate and (3)increasing their awareness of the fact that theyagis will have a common
future to meet again (a high) (and then either reward each other for previmaperation or
continue sanctioning and ‘warfare’ for earlier dien).

Rewarding Cooperation

The first complex of instruments of interactive Bomic policy is rather obvious; it aims at
changing the incentivelghe payoffs in the technical sense) in ordemtease the relative
rewards for cooperatior(a;) or the opportunity costs of common defectifim - c;)r, or
decrease thepportunity costs of common cooperatifm - ar);. See the simple logic of
policy actions attached to the single-shot inedqyaloove.

The single-shot inequality also shows that the mswecessful the public agent is in
integrating the private agents into fature-boundprocess—i.e., the higher thdiscount
parametedis--, the less the increase of the relative rewfmdcooperatiomeed to be.

However, this trade-off between the rewards forpavation &) and the ‘shadow of the
common future’ (Axelrod) 4 does not imply a contrast betweegnantitative (namely,
pecuniary) andqualitative instruments, i.e., offering pecuniary subsidies opposed to
promoting more favorable expectations among thetag@f ‘meeting again’). As has been
shown from long lasting practical experience, theentives from the public policy agent
which reward cooperation may even primarily consishon-pecuniarybenefits (see again
Elsner 2001).

Enlarging the ‘Shadow of the Future’

The second complex of instruments of interactivenemic policy is not so obvious. It refers
to the analytics of the basic interactive process, the logic angrobability of ‘meeting
again’ (the same agent in a future interactfénConsistent with the single-shot solution,
cooperation can b@romoted if thediscount parameter can becreased,i.e., if future
interactions become more probabldudure-awarenessf the agents can lpgomoted

Although it is not so obvious, this characteristiondition for the success of the basic
evolutionary procesgan also be subject to policy control. As Axelrd®§4/2006) has
already mentioned, the public agent can indeecas® the importance (i.e., the probability,

12 Note that the introduction aputation mechanisms and chaimsmore complex population models helps
considerably extending the number and range oftadalling under this criterion.
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or weight) of future interactions with the same drganizing cooperation in the form of
frequent project-based meetings, or make it permtameg., by organizingneetings with a
greater frequency dividing projects into several sub-interactiommnnecting different
projectsso that the same agents will meet in differenbase connecting thewver time etc.
Obviously, there is ample opportunity for the pabhgent to deliberatelylesign the
conditions of interactiorto promote cooperation in a variety of subjectaaréhat private
agents are jointly interested in, namely, in ordeimprove the common conditions (location
factors) of their individual economic activitiemffiastructures, intermediary agencies, and
even improving the industrial structure itself byeagthening all individual agents involved).

This policy perspective can be, and has been, epppb manifold areas of industrial and
regional policiesclusterandnetwork policiesinnovation and information policies (see, e.g.,
Elsner 2000, 2001). Also, it has been demonstratdat a fear, ‘qualitative’, ‘structural’,
and thusnexpensiveolicy (it definitely is not about subsidizing queration so thad > b).

It is institutional policysince it refers to the processes of institutiogr@lergence, and it is
‘double interactiveas it refers in an interactive way to the coratis and intermediate results
of the interaction processes of the private agents.

Finally, it has been shown to be applicable byiggniened’ interdependent and interacting
agents themselves, as their own policy strategy, & their cluster, their value-added chain,
their innovation network, etc., or by an ‘enlighteh neutral private cluster or network
advisor hired by the agents. As far as this hasnhgrent limits, the public agent's state
activity, anew type of ‘enlightened’ public agenty be sure, is required.

The evolutionary-institutionalist interpretation tife game-theoretic perspective obviously
largely and ‘naturally’ converges with the policgrppectives institutionalism has developed
over decades.

7) A Short Conclusion

In this paper, an effort was made to

- revisit the institutionalist theory of institutioh@hangeas formulated by P.D.
Bush, after (roughly) 25 years;

- reconsider thelogic of its conception of institutionand institutional value-
behavior-structures;

- elaborate surprisingquivalences, similaritieand complementaritie®f a game-
theoretic perspective, if embedded in a proper evolutionpeyspective and
‘process story’, with the institutionalist approaes demonstrated in the cases of
(1) the conception ahstitutions (2) value-warranted institutional structureg3)
the basic asymmetry between instrumental and ceremonaiant (4) the
concept of ceremonial dominance, and (5) the differesultingforms of value-
behavior-structuresand their potentiakendogenous dynamics.e. institutional
change;
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- elaborate someelative advantages and disadvantages of each petiyg as for
instance

(1) the advantage of thastitutionalistapproach towards the specification of the
different value-behavior structures, based on aarcleonception of the
instrumental-vs.-ceremonial asymmetry, of thdynamics of ceremonial
encapsulationand ofprogressive and regressive institutional change

(2) the clearedistinction in the game-theoretigerspective betweeinstitutions
and simplersocial rules(with the same asymmetrghough), based on its greater
potential of a logical analysis of the processes irdtitutional emergence,
furthermore its logical requirement gndogenously explain the emergence and
dominance of the ceremonial warraas instrumentally warranted institutions
changing into ‘abstract norms’;

- parallel the inescapablé&liscretionary’ policy perspectivem both approaches,
where already the most simple formal solution shdWwat a proper game-
theoretical argument can contribute sorspecific implications for policy
instruments which, however, may well fit into the broader titgionalist
conceptions of theocial value principleand thenegotiated economy

In all, a modern revisiting, interpretation, andielmment of the 25-years old state of the art of
the institutionalist theory of institutional changes possible—with, in all, more
complementarities and synergies rather than incamorabiliies and paradigmatic
differences.

It appears that such a review bears some potetnal, the institutionalist conceptions of
institutions, evolution, and change may profit fransights based on proper use of game
theory—but also, and perhaps even more so, evaohyeinstitutional game-theory may
considerably be informed from encountering the ri¢tadition of evolutionary
institutionalism.
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