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Institutions and Their Design

ROBERT E. GOODIN

THE PRINCIPAL AIM of this introduction is to sketch the contours
of the existing literature as it touches upon theories of institutional de-
sign. It will situate the contributions of the present collection as well as
map the domain of the larger series within which this collection is set.

The chapter starts by tracing continuities and discontinuities in the
study of institutions, in the first instance, on a discipline-by-discipline
basis. I avoid prematurely and preemptorily defining the term “‘insti-
tution,” preferring instead to let each discipline speak with its own
voice. Inevitably, each discipline (and indeed subdiscipline) focuses on
different institutions as paradigmatic and picks out different character-
istics as their defining features. I propose to harness rather than straight-
jacket this diversity. Once I have let all these disparate disciplines have
their say in their own ways, all of them will then be consolidated into
a few broader reflections upon the form and function of social institu-
tions. As part of that, I identify a minimalist definition of “institutions”’
upon which most institutionalists, old and new and across a range of
disciplines, can broadly agree.

That analysis provides a platform from which to address, in the final
two sections, questions about the perfectability of social institutions.
Key questions there concern the extent to which institutions acciden-

An earlier, very different paper served as background for the ANU conferences from
which most other chapters of this book are drawn. I am grateful to Geoff Brennan
for helping to develop, and to conference participants for helping us to clarify, those
issues. I am also grateful to Paul Bourke for the opportunity to try out these ideas on
the Australian Historical Association and for other comments and criticisms from
David Austen-Smith, John Braithwaite, John Dryzek, Patrick Dunleavy, Patricia Har-
ris, Barry Hindess, Claus Offe, Philip Pettit, Peter Self, Barry Weingast and, most par-
ticularly, from John Ferejohn and Diane Gibson.
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2 R. E. GOODIN

tally emerge or automatically evolve, and the extent to which they are
subject to intentional design and redesign. Insofar as intentional
(re)design of some sort or another is a feasible aspiration in any sense
at all, further questions arise about what sorts of principles, both nor-
mative and empirical, might properly be employed in those endeavors.

1.1 Institutionalisms, Old and New

Each of the several disciplines that collectively constitute the social
sciences contained an older institutionalist tradition. In each case that
tradition has recently been resurrected with some new twist. Just as the
older institutionalism within each discipline had focused on some
slightly different aspects of the phenomenon, seeing social institutions
as solutions to the problems which each respective discipline deemed
central, so too does the new institutionalism mean something rather
different in each of these alternative disciplinary settings. Each of these
perspectives has something to contribute to a more rounded view of the
ways in which institutions shape social life. But the advantages that
come from building toward the larger truth in this way can come only
through the realization that the ““new institutionalism" is not one thing
but many.'

1.1.1 New Institutionalism in History

Not so long ago, history was principally political history, the study of
wars and kings and courtly intrigues. Of course it is also true that history
is, and has always been, essentially a matter of storytelling; and a good
story requires a good dramatis personae. Thus traditional political history
has always been highly personalized and in it institutions are always
inevitably personified: states by their princes, estates of the realm by
their friends at court, and so on.

Although told through stories of striking personalities and individual
daring, traditional histories were essentially stories of political institu-
tions, their shaping and reshaping. Kings and courts, states constituted
around them, and wars between them are institutional artifacts — the
products of political organization. In that sense, history as a discipline
has traditionally been highly institutional in its fundamental orienta-
tion.

Traditionally, though, it was the specifically political subset of social
institutions that attracted most of the historian’s attention. The work-

'In ways well captured in, e.g., Smith’s 1988 account.
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INSTITUTIONS AND THEIR DESIGN 3

ings of social and economic institutions were certainly also considered,
of course, but basically just as they touched upon the political. That
focus upon several institutions, but essentially just political institutions,
constitutes what I shall here characterize as history’s “old institution-
alism.”

Over the course of this century, the understanding of history as the
study of kings and wars has fallen out of fashion. Political history has
gradually given way to social history. In that shift — symbolized as much
as precipitated by the Annales movement - history has increasingly
come to be seen as the history of everyday life. And if what counts as
central in history is the lived experience of the past, court history is
largely irrelevant. Historically, courtly doings have impinged only on
the margins of everyday existence - even, historically, when they re-
sulted in war.

In recent years, the focus of history as a discipline has shifted once
again. The everyday life of the ordinary person, we have come to ap-
preciate, does not stand alone and utterly apart from the rest of the
larger society. There has, accordingly, been a shift back to the study of
larger social institutions. The focus of these new histories is not neces-
sarily upon kings and courtly doings (or their contemporary equiva-
lents: presidents and cabinets, legislatures and judges, financiers and
media magnates). Certainly newer forms of historical inquiry do not
focus on that to the exclusion of all else, in a way that older forms of
historical inquiry might once have done.

The newer focus is, at one and the same time, both broader and nar-
rower. The focus is both upon social institutions more broadly (like
churches, the family, and the labor market) and upon organs of the state
more narrowly (like the workings of social relief agencies, the Children’s
Bureau, or public works or public health agencies).” As a result of this
reorientation, history is once again largely a story about the workings
of social structures, albeit now with a new focus upon the actual impact
of those structures on real people’s ordinary lives.

The peculiarly historical contribution to institutionalism, old or new,
lies in history’s fixation upon the past. If in social scientific terms each
discipline “owns” one particular variable, time is history’s. Insofar as it
has social scientific aspirations, history is just the study of the way in
which the past shapes the present and the future. Or, in less Whiggish
mode, we might say that history just amounts to the telling of stories

2For good samplers, see Evans et al. (1979) and Steinmo et al. (1992). For exemplary
studies, see Theda Skocpol’s Protecting Soldiers and Mothers (1992) or Karen Orren’s
Belated Feudalism (1991).
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4 R. E. GOODIN

about the past which we internalize as our own and which, in the telling
and retelling, shape us and our future actions.?

That the past exerts this sort of influence over us is the central claim
of history as a discipline, and that is the peculiar emphasis it imparts to
its various forms of institutionalism. Questions of why and how the past
exerts that sort of sway are essentially left to other disciplines to resolve.
Good historians naturally speculate upon the psychological or socio-
logical or political dynamics at work. They will gesture toward the sat-
isfaction that comes from fitting one’s life into some large narrative
structure, or to the historical construction of the conscience collective, or
to organization as both the mobilization and ossification of bias. But
gestures these typically remain.

Even when historians’ attention is caught by the workings of social
institutions, their interest is in the particular tale surrounding the par-
ticular institutions at the particular historical juncture. The peculiarly
historical interest tends not to lie in what broader theory can be con-
structed around those and other cognate cases. Indeed, those of a pe-
culiarly historical cast of mind often shy away from such larger
generalizations, thinking that they necessarily do violence to the his-
torical particularity surrounding each of the specific cases that together,
in very stripped-down form, constitute the more scientistic social scien-
tist’s ““data.’”*

1.1.2 New Institutionalism in Sociology

From its beginnings, sociology too was essentially concerned with the
study of social institutions. At the outset, this concern took the form of
fixating rather unimaginatively upon a standard catalogue of institu-
tions. Herbert Spencer’s 1879 Principles of Sociology, for example, pro-
gresses through a tedious array of ceremonial institutions, political
institutions, professional institutions, industrial institutions, and so on.

The ensuing classics of modern sociology imposed far richer theoret-
ical overlays upon such pedestrian partitionings of the sociological
problematique. But it is fair to say that all the masters of modern soci-
ology — Pareto, Mosca, and Michels; Tonnies and Durkheim; Simmel

*That alternative formulation crucially differs in that it acknowledges the ways in
which we read the past in light of the present. But centrality of “the past’’ remains:
what gives these largely fictitious reconstructions the power of “history” is precisely
the fact that they are fictions about the past.

‘Contrast, for example, Tilton’s (1990) study of the peculiar circumstances sur-
rounding the foundation of the Swedish welfare state with Jackman’s (1972) sixty-
nation study of the emergence of welfare states in general; for a nice compromise
between the two, see Esping-Anderson 1990.
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INSTITUTIONS AND THEIR DESIGN 5

and Weber; and, most especially, Marx — were all centrally concerned
with the ways in which collective institutions subsume and subordinate
the individual. All those classic studies — of ‘‘organic solidarity’’ as much
as studies of “mechanical solidarity,” of identification theory as much
as of organization theory, of “base” as much as of ‘‘superstructure” —
essentially amount to stories about mechanisms for effecting social con-
trol over individual volition.®

Nowhere is this blending of concerns clearer than in the work of Tal-
cott Parsons, on some accounts the greatest contemporary sociologist.
His early work on The Structure of Social Action was officially concerned
with the sources of voluntaristic individual action. But his collaborative
General Theory of Social Action then formalized what in that earlier work
were merely inchoate notions of ““the social system’” as a control mech-
anism, notions which achieved their fullest (and most rococco) elabo-
ration in his later book of that same name.®

Inevitably there then came a reaction against what was seen as an
overemphasis upon the way individuals’ volitions were shaped by col-
lective social structures. Critics complained of ‘“the oversocialized con-
ception of man” in the dominant structural-functionalist sociology,
entering pleas instead for “bringing man back in.””” The ways in which
these midcentury critics proposed doing that varied, from essentially
phenomenological stories about the ‘“‘social construction of reality” to
social-psychologically inspired behavioralism and ““action theory.””®

Whatever precise form the countervailing theories took, their basic
thrust was to downgrade (but without ever totally denying) the impor-
tance of collective social structures and institutions in determining the
actions and choices of individuals and groups within any given society.
The emphasis within this midcentury sociological reaction against old
institutionalism was upon the role of individual and collective choice
as against social-structural determinism of all outcomes of social (or
anyway sociological) consequence.

The “new institutionalism’’ within contemporary sociology is a re-
action against that reaction, in turn. In part it amounts to little more
than picking up older institutionalist-cum- structuralist themes and giv-
ing them a different normative spin. Old structuralist-institutionalists
tended to be conservatives: observing structures, they tended simply to
assume that they made some functional contribution to social stability;

*One of the best early renderings of that increasingly submerged theme in soci-
ology is E. A. Ross’s (1901) little book on Social Control, originally published as a series
of articles spread across the first three volumes of the American Journal of Sociology.

¢Parsons 1937. Parsons and Shils 1951. Parsons 1952.

"Wrong 1961; Homans 1964.

8Berger and Luckman 1966. Manis and Meltzer 1967. Goffman 1970.
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6 R. E. GOODIN

and they were inclined to celebrate that fact, thoroughly approving of
the various ways in which the collective conscience got a grip on indi-
viduals.® One group of new sociological institutionalists are basically
radicals who, observing the same phenomenon (“structuration,” and
domination of individual and group agency by structural determinants
more generally), bemoan the ways in which such institutions exercise
hidden power over helpless social agents, be they individuals or mar-
ginalized groups.'°

Other new institutionalists within sociology, often no less radical in
their politics, confine themselves to more narrowly analytic points. In-
dividual action, they observe, is “embedded” within the context of col-
lective organizations and institutions. Those actions are shaped, and
their effects affected and deflected, by the institutional contexts in
which they are set.!' New sociological institutionalists of this stripe
point, in particular, to the important role that intermediate organiza-
tions can and do play in shaping and reshaping both individual actions
and collective outcomes emanating from them. The family is one ob-
vious example very much at the center of many current controversies.'?
But theories of civil society, the density of institutional networks and
mediating structures quite generally also figure largely in such ac-
counts.'?

Feminist accounts of the family and cognate social institutions com-
bine these two approaches. Such mediating structures, they say, do so
much mediating that certain institutionalized patterns of dominance
and subordination disappear altogether from view. Feminists focus in
particular upon the “public/private dichotomy,” which is so central to
the self-conception of liberal societies; and they proceed to show the
various ways in which collective, institutional relations of power and
dominance reach into what were supposed to be purely privately or-
dered spheres. Thus, feminists say, opponents of social oppression need
to examine the power relations embodied in the mediating structures
of the putatively ““‘private” sphere just as much as they do those em-
bodied in more straightforwardly public institutions.'*

°Contested though this familiar charge may be, as against American structural-
functionists, it is frankly and forthrightly true of the most influential postwar German
institutionalist, Arnold Gehlen (Berger and Kellner 1965).

19Giddens 1984. Lukes 1974. Dahrendorf’s classic 1958 essay “Out of Utopia” is a
calmer precursor in broadly the same spirit.

1Granovetter 1985; 1992.

2Berger and Berger 1983.

3Theoretical speculations (Hirst 1994; Cohen and Arato 1992) are powerfully con-
firmed by Putnam’s (1993) painstaking empirical analysis of the causes and conse-
quences of civic traditions in modern Italy.

“Macintosh and Barrett 1982. See also Elshtain 1981, Pateman 1983/1989, and
Okin 1989.
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INSTITUTIONS AND THEIR DESIGN 7

Were we assigning ‘‘key variables”” to disciplines, the one owned by
sociology might be said to be ‘‘the collective.””’* The old institutionalism
within sociology focused upon ways in which collective entities — the
family, the profession, the church, the school, the state — create and
constitute institutions which shape individuals, in turn. The new insti-
tutionalism focuses, more modestly perhaps, upon ways in which being
embedded in such collectivities alters individuals’ preferences and pos-
sibilities. But it is the hallmark of sociological institutionalism, whether
old or new, to emphasize how individual behavior is shaped by (as well,
perhaps, as shaping) the larger group setting.

1.1.3 New Institutionalism in Economics

Within economics, the dominant tradition has long centered around
a neoclassical paradigm involving idealized free agents interacting in an
idealized free market. Within that model, order and patterns emerge
out of those interactions: they do not prefigure it. But there has long
been, both within European public finance and American economics
more generally, an “institutionalist” tradition predating and (especially
in America) crystalizing explicitly into an opposition movement against
that neoclassical orthodoxy.

The original notion of American institutional economics, as prom-
ulgated by John R. Commons and his followers, was to examine ways
in which collective action can be institutionally embodied and in that
form shape and constrain subsequent individual choice.'® The more
positive and constructive side of the project was to study institutions
and mechanisms — property law and the rules of the courts enforcing
them, particular exchanges and the practices governing them, credit
institutions and merchant banks, trade unions and trade associations,
and so on - which create and control economic life. The more negative
aim was to undermine the neoclassical orthodoxy by showing the many
ways in which its idealized notions of “free markets’’ misrepresent the
institutional reality of any actual economy, which is in fact dominated
by actors (corporations, classes, central banks, or whatever) with pre-
cisely the sort of power to shape market outcomes (especially but not
exclusively by altering relative prices of commodities and resources)
that is assumed away in fictitiously idealized free markets.”

Still, the neoclassical paradigm remained much the dominant ortho-
doxy within twentieth-century economics. As that paradigm consoli-

1*“Class” is, of course, just a special case of that more general formulation.

'*Commons 1931, 1934.

"The papers collected in Samuels 1988, and especially the editor’s introduction,
provide a good overview of these themes.
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8 R. E. GOODIN

dated its hold on the profession, its ambitions ranged ever more widely.
From the outside, it seemed to be a clear case of microeconomics run
amok, staging a takeover bid not only for macroeconomics but also (in
its “public choice” guise) exercising imperial ambitions over large areas
of explicitly “nonmarket” (especially political) decision-making as
well.18

The highest aspiration and continual quest, within this neoclassical
program, was to provide ‘“‘microfoundations’’ for macro-level phenom-
ena in economics and elsewhere.'” The aim was to reduce all economic
behavior - and, ultimately, all social behavior more generally®° - to the
interaction of individual preferences under conditions of scarcity
(meaning just that not all of everyone’s preferences can simultaneously
be completely satisfied). Smooth and more-or-less instantaneous re-
sponse functions were simply assumed; “stickiness,”” deriving from in-
stitutions or otherwise, was essentially just assumed away. Constrained
maximization was the basic analytical device, equilibrium the preferred
solution concept.

The attempted reduction never quite came off. But along the way the
essentially anti-institutional program of neoclassical economics was
powerfully sustained, both positively and negatively. Among the most
crucial positive breakthroughs was Arrow and Hahn's General Competi-
tive Analysis, providing a proper microeconomic proof of the funda-
mental theorems of welfare economics (roughly speaking, that Adam
Smith was right: the invisible hand really will, under idealized assump-
tions, work precisely the magic claimed for it).?! Negatively, too, Arrow
contributed powerfully to the loss of faith in power of collective deci-
sions to decide anything (that is the way his General Impossibility The-
orem, showing that majority voting can lead us around in circles, was
standardly - if not altogether correctly — interpreted®?) and to the loss

18To borrow a phrase from the title of the first issues of what later became Public
Choice, the flagship journal of this movement.

*Weintraub 1979.

2°The work of Gary Becker (1976, 1981) best epitomizes this vaunting ambition.

21Arrow and Hahn 1971.

22Arrow (1951), as interpreted particularly by, e.g., Riker (1980, 1983). That inter-
pretation is variously flawed, however. All that Arrow’s proof actually shows is that
cycling can happen, not that it necessarily will. Furthermore, that is true only on
certain further assumptions which may not actually obtain (e.g., on the assumption
that voters’ preferences are not substantially ‘single-peaked’’ across the community).
Cycling is not in any case inevitable, because giving up on transitivity is only one
among many possible responses (accepting someone’s preferences as ‘““dictatorial” is
another). Finally, note that the Arrow theorem applies as much to markets as to
politics: the same results should apply equally in aggregating preferences there, too;
and the main way we get equilibria in market economies is, in practice, precisely
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INSTITUTIONS AND THEIR DESIGN 9

of faith in the power of collectivities to organize to implement anything
(which is the explicit thrust of his influential lectures on The Limits of
Organization®3).

Latterly, however, there has been a resurgence of interest in institu-
tional economics, reacting against the hyperindividualism of this mi-
croeconomic putsch. This resurgence is represented most notably,
perhaps, in the work of Nobel laureate Douglass North. But because his
work is in economic history, the power of the general points he makes
- about the importance of institutional frameworks as background con-
ditions for the emergence and operation of markets as we know them
- might be blunted.?* Perhaps a better representative for this purpose
might be Oliver Williamson, whose transaction-cost economics gener-
alizes Coase’s observations about the nature of the firm into a larger
theory, The Economic Institutions of Capitalism.>

Whomever we choose as our representative, the basic point of this
new institutionalism in economics is to show the various ways in which
the actual functioning of the free markets of neoclassical economics
requires and presupposes a fair bit of prior institutional structure. Most
especially, institutions reduce transaction costs and in that way facili-
tate exchange. They promote trades, and hence trade.?¢

Neoclassical economists value unfettered trade because it helps peo-
ple to realize their desires and give effect to their choices, to the maximal
extent possible within the limits imposed by scarce resources. Institu-
tions facilitate trade. The way they do so, though, is precisely by con-
straining choice. If we could not sign a binding contract (or its social
equivalent: stake our reputation on a binding promise) then we could
never enter into any deferred-performance exchanges, in which one
party has to act first, trusting the other to act later. Putting ourselves in
a position to be sued, should we fail to keep our contract, is putting
ourselves under a constraint - but it is one that we welcome, for absent

through imperfect (monopolistic or oligopolistic) competition creating concentra-
tions of power that make some actors’ preferences to a greater or lesser extent ‘““dic-
tatorial” in just this way. I am grateful to David Austen-Smith for forcefully
impressing all these points upon me.

23Arrow 1974. See similarly Wolf 1990.

2%North 1990. For a splendid case study - but also an example of the sort of thing
that leads people to dismiss such work as consisting of purely historical curiosities -
see his marvelous coauthored paper on the origins of the Law Merchant in the me-
dieval trade fairs (Milgrom, North, and Weingast 1990).

2*Coase 1937. Williamson 1985. For a sociological perspective on the same themes,
see Granovetter (1985, 1992).

2¢Coleman (1990, esp. chap. 3) offers a compelling example of this, building up to
a central clearing house and money economy from the increasing efficiency of me-
diated exchanges over barter ones.
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10 R. E. GOODIN

such a system of constraints a raft of mutually beneficial exchanges
could never take place.?”

In saying that institutions facilitate trade, it must also be recognized
that institutions facilitate some trades more than (and in a world driven
by relative prices, at the expense of) others. Institutions similarly facil-
itate certain trading channels and partnerships at the expense of other
possible ones. In that way, institutions do indeed introduce and rein-
force biases in favor of some interactions and interacting agents and
against others. None of that should come as a surprise. After all, insti-
tutions are in essence just ossified past practices and the power imbal-
ances and bargaining asymmetries embodied in them.?®

Emphasizing the importance of economic institutions thus amounts
to emphasizing the importance of things past as determinants of pres-
ent economic choices. That is something that the neoclassical para-
digm, in its purest form, would have hoped to wash away.?® Borrowing
a phrase from Hume's precepts about causation more generally, the neo-
classical paradigm in economics would have liked to be able to insist
that there can be “no action at a distance”’ — here, at a temporal distance.
It would have liked to be able to insist that complete descriptions of the
present state of affairs, together with suitable covering-law style gener-
alizations, are all we need to make reliable predictions about future
states of affairs.

In a way, that is certainly true. Unless the past leaves a residue in the
present, it is incapable of influencing either the present or the future
through it.3° But the past does leave such residues. Among those traces
are the institutions created by past behavior and choices. Also among
them is the impact of past choices and experiences in shaping our pres-
ent preferences.?! In these and many other respects, what matters in our
economic (and other) choices is not just where we sit at the moment
but also how we got there. Most phenomena in social life manifest
‘““path dependence” of just this sort. That influence of the past on the

#’The contract example is offered by Schelling (1960, p. 43) and elaborated by
Hardin (1982b, pp. 260-62); the point is further generalized by Streeck (1992).

28Knight 1992.

29Except, perhaps, by reference to sunk costs in existing plant and lock-in to par-
ticular technologies at particular historical junctures (Arthur 1989). But for neoclas-
sicists, while differential costs of technological retooling might help to explain the
relatively greater competitiveness of some economies than others at any given mo-
ment, sunk costs are of course to be ignored in deciding what to do next. Their advice
is always to look to the present and future, not to the past, in framing choices. By-
gones are bygone forever.

*°Elster 1983, chap. 1.

*'von Weiszidcker 1973; Stigler and Becker 1977.
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INSTITUTIONS AND THEIR DESIGN 11

present, although scorned by neoclassicists, is precisely what is central
to institutionalism, both old and new, within economics.

Were we assigning key variables to particular social sciences, ‘‘choice”
would have to be the one allocated to economics. Precisely because no-
tions of individual choice are so central to economics, discussions of
collective institutional constraints on those choices have always re-
mained as a somewhat peripheral subtheme within the larger discipli-
nary discourse. Still, it is an important subtheme. Choices are always
made in a context — and the context is not set by material scarcities and
production technologies (or, to shift to another analytical frame that
nonetheless shares the same myopia, by the modes and forces of pro-
duction) alone.

Not only does economics need to appeal to some institutionalist story
to set the context for individual choices. Through its emphasis upon
individual choice and the ways in which those individual choices con-
catenate into collective ones, economics is also capable of providing a
distinct (albeit, perhaps, distinctly partial) perspective upon the genesis
and evolution of those institutions through the past choices of individ-
uals and groups.

1.1.4 New Institutionalism in Political Science

Much of the new institutionalism in political science derives directly
from cross-fertilization from this new institutionalism in economics
through the subdiscipline of ““public choice” which so successfully
straddles that larger disciplinary divide.

Within public choice, the particular problem to which the new insti-
tutionalism is a solution is principally this. In both neoclassical eco-
nomics and public choice models of politics built around them, the
name of the game is to find an equilibrium. In that context, the Arrow-
Condorcet problem - the specter of a perpetual disequilbrium, resulting
from the intransitivity of majority voting - seems to be a (indeed, per-
haps the) central problem in political life.>? Political institutions that
constrain the possible range over which such voting might cycle pro-
vide one nifty solution to that central problem. Institutional devices
such as committee structures in legislatures, or bicameral legislatures,
or judicial norms or constitutional constraints on the majoritarian de-

32Arrow (1951), especially as elaborated by Schofield (1976) and McKelvey (1979).
Mathematically, these results are highly robust (Sen 1982, 1993). But, as I have noted
in my discussion of economics above, their political and economic consequences are
often greatly exaggerated.
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12 R. E. GOODIN

cision-making can sometimes ensure a ‘‘structure-induced equilibrium”’
in a situation where none would otherwise exist.>?

Another crossover to political science from new institutionalism in
economics takes the form of a public choice theory of the state bureauc-
racy, modeled upon the economic theory of the firm. The central prob-
lem in both cases is, within this tradition, conceived to be one of
ensuring that the wishes of “principals” are actually carried out by those
who are supposed to serve as their “‘agents.” How best to do this de-
pends upon complex calculations of the comparative costs of monitor-
ing in both directions, internally (keeping an eye on behavior of
subordinates) as well as externally (keeping an eye on the quality of the
goods and services delivered by outside providers). But in the public
agency just as in the private firm, it sometimes makes most sense to
minimize transaction costs by ““institutionalizing’’ certain activities, in-
ternalizing some activities within a single organization rather than con-
tracting privately with outside suppliers.*

Focusing too tightly upon these important new institutionalist cross-
overs from economics, however, would lead us to overlook the distinc-
tive perspectives on institutions that are to be gleened from political
science. After all, the new institutionalism in political science explicitly
harks back to an honored old tradition within “Government” (as the
discipline was then called) of studying the state in its institutional form:
organization charts, agencies and bureaux, public administration quite
broadly conceived, and what has subsequently come to be called “‘the
state apparatus.”’ An exemplary text here might be Bryce’s masterly 1888
work on the American Commonwealth, which surveys the branches of
national, state, and local governments, together with political parties
and “‘social institutions’ ranging from the bar and bench through Wall
Street and the railroads.**

The thrust of the ““behavioral revolution” within political science -
indeed, the revolution that gave birth to that more modern name for
the discipline — was to deny that form mapped function, to deny that
organization charts and institutional myths were accurate representa-

33Shepsle 1979. Shepsle and Weingast 1981. Brennan and Hamlin 1992.

340n the private sector, see Williamson (1975, 1981), building on Coase (1937).
These calculations come out particularly clearly in Hitch and McKean's (1960, chap.
12) discussion of internal markets and contracting in defense procurement. On public
sector applications more generally, see Moe 1984, 1990, 1991; Niskanen 1971; Dun-
leavy 1991; McCubbins 1985; Calvert, McCubbins, and Weingast 1989, and, most
especially, Weingast and Marshall 1988. For economic theories of rent-seeking, as
applied to politics more generally, see Buchanan, Tollison, and Tullock 1980.

35Bryce 1888.
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tions of actual practice.?®* What matters is not what people are supposed
to do, but what they actually do. Insofar as people internalize those role
expectations, then form is a good guide to function and myth to prac-
tice; but insofar as they diverge (and this is often very far indeed), then
itis function and practice, actual behavior rather than ruling myth, that
students of real-world politics must study.

The truth of these central precepts of the behavioral revolution is
undeniable. But the perfect generality of their applicability has been
greatly exaggerated. For there are important respects in which institu-
tions matter to behavior, and it is those to which the ““new institution-
alist” resurrection of that older institutionalist tradition within public
administration points. The behavioralist focus usefully serves to fix at-
tention upon agency, upon individuals and groupings of individuals
whose behavior it is. But those individuals are shaped by, and in their
collective enterprises act through, structures and organizations and in-
stitutions. What people want to do, and what they can do, depends
importantly upon what organizational technology is available or can
be made readily available to them for giving effect to their individual
and collective volitions.?

This presents itself to individual citizens as a constraint, to managers
of the state apparatus as an opportunity. Governance - to use the new
institutionalist catchphrase within public administration - is nothing
less than the steering of society by officials in control of what are or-
ganizationally the “‘commanding heights” of society.*®

There are of course limits to the sorts of commands that might effec-
tively be issued from those commanding heights. Managers of the state
apparatus themselves face various constraints, both in what others will
let them do and in what others will help them do. They are constrained
both in their “relative autonomy’’ and in their ‘“power to command”’
(i.e., to implement their decisions).3* Old institutionalists might have
been insufficiently sensitive to those constraints. But by the same token,
behavioralist revolutionaries were insufficiently sensitive to those pos-
sibilities. For a moderately full account of political outcomes, we need

3Within public administration, the most telling landmark was Nobel laureate Her-
bert Simon'’s Administrative Behavior (1957); on the behavioral revolution more gen-
erally, see Ranny 1962.

3’This history is effectively traced, and these connections drawn, by March and
Olsen (1984, 1989).

3¥Indeed, Governance is the name of the unofficial journal of this movement in its
Anglo-American form; in discussions on Continent, the phrase ‘“‘steering’ figures
more prominently (Bovens 1990; Kaufmann, Majone, and Ostrom 1985).

3Nordlinger 1981. Weaver and Rockman 1993.
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14 R. E. GOODIN

to “‘bring the state back in” to supplement behavioralists’ essentially
individual-level accounts of political dynamics.*°

The behavioralist account of individual action is essentially social-
psychological in its inspiration. The other dominant account, within
political science, builds more economistic models of human action:
upon notions of instrumentally rational, goal-seeking behavior. Within
that tradition, too, the same belated recognition of the importance of
institutionalized social conventions has recently emerged.

The principal analytic tool within rational-actor analysis of politics is
game theory. In more popular representations of those techniques, the
principal game serving as a template for all of social life is the infamous
Prisoner’s Dilemma.*! The peculiarity of that game — what makes it such
a good template for so many aspects of social life - is that it arguably
captures the core of logic underlying the problem of collective
(in)action.*? Within that game payoffs are structured in such a way that
it is true, at one and the same time, that: (a) each player would be better
off if all players pursued some cooperative course of action; (b) each
player would be yet better off, whatever others did, defecting from that
cooperative course; (c) the concatenation of such strictly dominant
strategies for individual players in a one-shot playing of Prisoner’s Di-
lemma yields an outcome in which everyone defects, leaving all worse
off than they would have been had everyone (including themselves)
cooperated.

That turns out to be true, however, only in one-off playings of the
game. When the game is iterated (played over and over again among
the same players) the strategic structure of the situation changes dra-
matically. More cooperative forms of play are then rationally preferred,
since each player will have a strategic interest in acquiring a reputation
as someone who is prepared to cooperate with cooperative others.**
Thus, cooperative norms evolve in this fashion over time even among
the hyperrational egoists of the most individualistic game theory.

“°By the same token, we have to “bring the state back in” to supplement exces-
sively society-centered accounts that try to trace all outcomes to structural-functional
imperatives and system dynamics, of one sort or another (see Evans et al. 1979, esp.
Skocpol 1979; Krasner 1984).

“In any more refined applications, cooperative/coordination games loom equally
large. See, e.g., Luce and Raiffa 1957; Snidal 1985; Ordeshook 1986.

*?Hardin 1982a.

43See, e.g., Taylor 1987; Axelrod 1984, 1986; and Hardin 1982a,b; for an interesting
application to cattle-trespass disputes and boundary fencing in the American West,
see Ellickson 1991. Among ‘‘pure” strategies, tit-for-tat (doing whatever the other did
last time) is the only exemplar, and it is the most famous such strategy in conse-
quence. But there is in principle any number of ‘‘mixed strategies’’ which could yield
better results for all players than endless mutual defection.
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Through them conventions emerge and institutions arise, on even this
most individualistic model of human behavior.**

Thus there is convergence, within political science, from several di-
rections upon the importance of institutions. Individualistic models —
whether grounded in psychological models of individual behavioral
propensities or in rational choice models of strategic calculation — can-
not really explain individual choices, much less social outcomes, with-
out some reference to the larger social institutional context of those
individuals’ actions. Behavioralists find they need to bring the state back
in, game theorists find it emerging from within their models. Either
way, institutions (political and otherwise) have once again come to the
fore in political studies.

In addition to these intellectual currents within the discipline, there
have of course also been developments within the external world which
have served to remind students of politics of the importance of insti-
tutions. The breakdown of American hegemony toward the end of the
post-World War Il world led to an increased focus, among international
relations scholars, on the various international regimes and institutions
through which coordination was nonetheless achieved.** The break-
down of state socialism across central and eastern Europe with the end
of the Cold War led to a flurry of political scientific interest in the sort
of constitutions one might write, and the institutions one might try to
impose, in a world in which the mediating institutions of civil soci-
ety and the internal checks of civic virtue have so systematically been
destroyed.*® Finally, the breakdown of state sovereignty in western
Europe, and the emergence of the European Community as an auton-
omous agent with serious power over its constituent members, has cre-
ated renewed interest among political scientists there in questions
concerning the proper design of federal institutions.*’

Were we assigning key variables among the social sciences, the key
variable within political science would be ‘““power.”*® The capacity for
one person or group to control the actions and choices of others - or,
better yet, to secure its desired outcomes without regard to anyone else’s

“‘Hardin 1982a,b. Elster 1989. For skeptical reflections on this account, see Bates
1988

4*Keohane 1984; 1986. Keohane and Nye 1977. Ruggie 1982.

460ffe 1991; Offe and Preuss 1991; Elster, Offe and Preuss forthcoming. Similar
issues arise, of course, with respect to the consolidation of ‘“democratic transitions”
elsewhere across the world, from Southern Europe and South Africa to Latin America
and Asia (O'Donnell et al. 1986; Stepan and Skach 1993).

4’Sandholtz and Zysman 1989. Moravcsik 1991. Garrett 1992.

“8The nicest short statement of this position is still Dahl’s 1963 Modern Political
Analysis.
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16 R. E. GOODIN

actions or choices - is what politics is all about. This larger disciplinary
focus upon the causes and consequences of political power struggles
imparts a peculiar cast to political science’s institutionalism, both old
and new. “Organization,” in Schattschneider’s famous phrase, ‘“is the
mobilization of bias.”’** The existence of institutions make certain
things easier to do and other things harder to do. Holding positions
within or control over those institutions gives some people greater ca-
pacity to work their will upon the world, at the expense of others lack-
ing access to such institutionalized power resources. This was the focus
of old-institutionalist analysts of Politics, Parties, and Pressure Groups, to
borrow the title of V. O. Key’s great book.>° It remains central to the
concerns of new-institutional analysts within political science quite
generally.

1.1.5 New Institutionalism in Social Theory

All of this new institutionalism within each of the constituent social
sciences speaks to larger themes within social theory more generally,
ranging from the philosophy of social science to normative political
philosophy. The issues raised by new institutionalists across the several
disciplines have appeared and reappeared in those higher-order dis-
courses in various guises over recent years. Inevitably, I will provide here
only a stylized sketch of debates which often purport (occasionally
rightly so) to query the very deepest truths of metaphysics or episte-
mology or ontology.

There has undeniably been a ‘““return to grand theory in the human
sciences.””*! In part, that is just to say that large-scale, comprehensive
explanatory projects are back on the agenda. The many such projects
afoot basically bifurcate into two strands. One offers “structure” as the
key explanatory variable, and supposes that a sufficient rich, elaborate
explication of the ways in which structures shape social outcomes could
in principle provide a completely comprehensive account. The other

“9Schattschneider 1960.

*0Key 1942.

s1Skinner 1985. There is also of course now a retreat from ‘“‘grand theory,” under
the poststructuralist, postmodernist banner. The emphasis there is upon contingency
and uncertainty, of institutions as much as of anything else; in that version, however,
poststructuralism lines up with the new institutionalism in history, which admits
and indeed celebrates the historical contingency of the particular institutions we have
but proceeds to use the fact of those institutions to explain what subsequently occurs.
Others, sensitive to problems of contingency and uncertainty, see institutionalization
as a solution to precisely that problem: that is the focus of, for example, the ‘“new
institutionalists”’ (although they do not themselves embrace the term) in the recent
French social science debates (Wagner 1994).
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strand sees ‘““agency’’ as central, and supposes that a sufficiently rich,
elaborate explication of the ways in which agents act and interact would
in principle provide a completely comprehensive account of social out-
comes.

This basic argument plays itself out in a myriad of ways, and a myriad
of places. Sometimes it is portrayed as a dispute between disciplines,
with sociologists cast as advocates of structural explanations and econ-
omists as advocates of individualistic, agency-based ones.3> Other times
it takes the form of an intramural argument within some particular dis-
cipline or even within some particular theoretical tradition — most no-
tably in recent years within Marxism, where we have seen the “rise and
fall of structural Marxism”’ of an Althusserian bent, the emergence of a
school of ‘rational choice” Marxism, and the attempt within that
school to square essentially individualistic action premises with a
broadly functionalist macrosociological framework of some recogniza-
bly Marxian form.*?

In the realm of social theory more generally, new institutionalism
might be seen as nothing more (and nothing less) than the recognition
of the need to blend both agency and structure in any plausibly com-
prehensive explanation of social outcomes.>* Even the staunchest ad-
vocate of rational choice models as explanatory tools must concede that
people’s preferences (which are the driving force in that model) have
to come from somewhere outside the model; and one need not excavate
very deeply to see that they come, ultimately, from structures of past
experiences, prior socialization or social location.’®* And even the
staunchest advocate of structural explanations cannot escape the fact
that there have to be agents — albeit “socially constructed” ones - to
serve as the carriers and enforcers of those structural imperatives, which
those agents inevitably reshape in the process of reapplying and rein-
forcing them.>¢

Proceeding in parallel to those discussions in empirical political and
social theory is an allied dispute within normative political philosophy.

S2Barry 1970.

530n the Althusserian moment, see Benton (1984). Rational choice Marxism
reaches its fullest fruit in the work of Elster (1985a) and Roemer (1986). G. A. Cohen
(1978) lays functionalist foundations he intends to be broadly consistent with that
account, although the success of that particular aspect of his project is powerfully
queried by Joshua Cohen (1982). Giddens’s 1984 work on ‘‘structuration,” previously
mentioned, is perhaps the best of many attempts by Marx-inspired scholars unaffi-
liated with either camp to trace the interpenetration of agency and structure in a
loosely Marxian framework, more generally.

S4Lukes 1973. Wendt 1987.

sSatz and Ferejohn 1994. Gintis 1972.

*¢Hindess 1988.
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18 R. E. GOODIN

That is ordinarily posed as an argument between liberalism and com-
munitarianism. In this highly stylized dispute, liberals are represented
as championing Enlightenment models of human agency: individuals
are rational, free-thinking, cosmopolitan, universalist, unencumbered.
Communitarians point, in contrast, toward the ways in which individ-
uals are inevitably embedded in social relations: when young, we all
‘have to be taught something by somebody; and along the way we have
all come to acquire various attachments to people and principles and
projects growing out of our various sociai experiences. These, on the
communitarian view, are the true “sources of the self.””*’ In the real
world, there simply is no completely independent, free-thinking, unen-
cumbered self capable of performing the sorts of heroically universal-
istic calculations that figure so centrally in liberal Enlightenment just-so
stories.

Here, too, there seems to be some prospect of a rapprochement be-
tween the two camps.*® Enlightenment liberals can, and should, ac-
knowledge the undeniable fact that everyone has been, and probably
has to have been, raised in some particular culture or another, with its
own distinctive values and concerns. Everyone has to start somewhere,
and where you start and what baggage you bring with you makes it
easier to move in some directions than in others. All those things can,
and should, be readily conceded all round.*® Even the staunchest liberal
can easily agree to the importance of commitments (to other people, to
principles, to causes) in people’s lives: in Sen’s wonderful phrase, ra-
tional maximization that fails to take due account of those sorts of val-
ues model the behavior not of “rational agents” as such but merely of
‘‘rational fools.”®°

That we are all socially embedded in such ways does not necessarily
imply that we can never transcend our original upbringing. That we
start somewhere, and that we experience greater or lesser difficulties in
overcoming the prejudices of that upbringing, does not privilege those
prejudices. It does not mean that we cannot or should not try to achieve
(or anyway approximate) the Archimedian point idealized by Enlight-
enment universalism. Liberals would staunchly insist that we can and

5’Sandel 1982; Taylor 1989.

8By which I mean to say simply that liberal Enlightenment theorists have agreed
that they should, and argued that they can, take on board much of what commu-
nitarians say as a matter of empirical sociology — without its having the devastating
consequences for their larger theories that communitarians claim. Whether com-
munitarian critics of liberalism will be satisfied with that concession is, of course,
another matter.

S9Kymlicka 1989. Hardin 1995.

%Sen 1977; see also Mansbridge 1990.
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should try to overcome our particular prejudices and interests in judg-
ing what is right and good, both for our own societies and indeed for
the world at large.*!

Whether that residual liberal Enlightenment aspiration is in the end
feasible, and if so how best to accomplish it, remain hotly debated ques-
tions in contemporary political philosophy.®* This is not the place to
enter into that dispute. The important thing to note, in the context of
the present discussion, is what can be agreed rather than what remains
in dispute. The point is just that, in normative as well as empirical social
theory, there has been a recent recognition of the importance of
somehow blending accounts of social structure and human agency into
some larger composite model of the human condition.

1.1.6 New Institutionalism: One from Many

New institutional themes thus emerge in a variety of forms in a va-
riety of disciplinary contexts. Despite their differences, all those varia-
tions on new institutionalist themes are essentially, and importantly,
complementary.

The new institutionalism is at root a reminder of the various contex-
tual settings within which social action is set. Drawing together all those
diverse disciplinary strands, a consolidated new institutionalism would
serve to remind us, inter alia, of the following propositions.

1. Individual agents and groups pursue their respective projects in a
context that is collectively constrained.

Among the many forms those constraints take, to some significant ex-
tent,

2. Those constraints take the form of institutions — organized pat-
terns of socially constructed norms and roles, and socially pre-
scribed behaviors expected of occupants of those roles, which are
created and re-created over time.*?

Furthermore,

¢'Thereby achieving what Nagel (1986) regards as almost impossible: the ‘‘view
from nowhere.”

%2The most notable recent contributions have been made by, and in response to,
second-wave Rawlsian theorizing (Rawls 1993a,b).

*3Eisenstadt (1968, p. 409), notice, would distinguish between roles and institu-
tions; in deference to his arguments there, I include non-role-specific normative ex-
pectations as well.
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20 R. E. GOODIN

3. Constraining though they are, those constraints nonetheless are
in various other respects advantageous to individuals and groups
in the pursuit of their own more particular projects.®*

That is true in many ways, but in part it is because

4. The same contextual factors that constrain individual and group
actions also shape the desires, preferences, and motives of those
individual and group agents.

Elaborating on the nature of those constraints, we can say at least this
much with confidence:

5. Those constraints characteristically have historical roots, as arti-
factual residuals of past actions and choices;

and

6. Those constraints embody, preserve, and impart differential
power resources with respect to different individuals and groups.

At the end of the day, however,

7. Individual and group action, contextually constrained and so-
cially shaped though it may be, is the engine that drives social
life.

Different new institutionalists from different disciplines would vary
the emphasis across these various propositions. Indeed, some new in-
stitutionalists (some whole disciplines) may demur when it comes to
any particular one of those propositions. Still, some such synthesis
seems to capture the moving spirit of the new institutionalism as a
whole. Indeed, it is the very breadth of that larger vision that makes the
movement so compelling for so many from such diverse disciplinary
backgrounds.

1.2 The Forms and Functions of Social Institutions

There is wide diversity within and across disciplines in what they
construe as “institutions’” and why. That diversity derives, in large
measure, from the inclination within each tradition to look for defini-
tions that are somehow ‘“internal” to the practices they describe. The

¢4Strikingly, this theme is central among institutionalists in economics, where the
neoclassical paradigm would lead us least to expect it. John Commons (1931, p. 649)
literally builds this into his definition of “an institution” as “collective action in
control, liberation, and expansion of individual action.”
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theoretical thrust is for an explanatory account that is at least in part
hermeneutic: the aim is to provide an account of what institutions are,
and why they arise, that would in some sense or another be recognized
by participants themselves as describing their own behavior. When we
are looking at contract law or congressional committees or whatever,
what “the” institution is (and hence, to some extent, what ‘““an” insti-
tution is in that setting) is traditionally tied up with what it does and
why it is there. And since explanandums vary across disciplines, so do
explanations - and hence so too do definitions of the very notion of an
“institution” itself.

That definitional diversity derives, however, almost entirely from the
inclination to opt for a discipline-based, theory-impregnated internal-
ist-style definition of the term. Let us now shift our focus away from
these internal accounts, and not worry so much about the role that
particular institutions play in the lives of people in particular contexts.
Let us instead adopt an “external’’ account of what institutions are and
what they do. This is not a story that those engaged in the practice will
necessary recognize as their own: it will not describe their motives or
goals or perceptions. Rather, it is a storv told from the outside, by an
observer not internal to the practice, about the effects of institutions. It
is a story about ““what they do,” not about ‘“why they do it.”

Shifting to that externalist stance, it is much easier to come to an
agreed definition of what an institution is. From this external point of
view a social institution is, in its most general characterization, nothing
more than a “stable, valued, recurring pattern of behavior.””** That char-
acterization might be a little too general to be terribly helpful. We may,
for example, want to further stipulate that an institution is necessarily
a social phenomenon. Individuals are not themselves institutions, how-
ever ‘‘stable, valued and recurring” their patterns of behavior.*® Neither
do idiosyncratic habits of private individuals count as “institutions” for
our purposes, however ‘“’stable, valued and recurring” the behaviors is-
suing from them.®’

Still, a relatively general characterization is precisely what is needed

*Huntington 1968, p. 12. See similarly Eisenstadt 1968, p. 409.

*Even if personal identity is inconstant over time (as Parfit [1984] suggests) or
unstable at any moment in time (as the “multiple self” literature [Elster 1985] sug-
gests), we would still be reluctant to describe the ‘“negotiated settlement” that con-
stitutes any given individual’s ongoing identity as being “institutionalized,” except
in some highly metaphorical sense.

’This is to recall Hart’s (1961, p. 54) distinction between habit and rule: the dif-
ference between our (valued) habit of going to the cinema every Saturday night and
our collective rule of men taking off their hats in church.
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to capture the diverse range of social activities that we would want to
deem to be institutions and to theorize alongside one another as such.
At a minimum, we would want to include institutions in:

» ‘“‘the sphere of institutions of family and kinship, which focuses on
the regulation of the procreative and biological relations between
individuals in a society and on the initial socialization of new
members of each generation”’;

* ‘‘the sphere of education,” which extending the former ‘“deals with
the socialization of the young into adults and the differential
transmission of the cultural heritage of a society from generation
to generation”’;

* ‘the sphere of economics,” which ‘“regulates the production, dis-
tribution and consumption of goods and services within any so-
ciety”’;

* ‘““the sphere of politics,” which ‘“deals with the control of the use
of force within a society and the maintenance of internal and ex-
ternal peace of the boundaries of the society, as well as control of
the mobilization of resources for the implementation of various
goals and the articulation and setting up of certain goals for the
collectivity”’;

* ‘““the sphere of cultural institutions,” which ““deals with the provi-
sion of conditions which facilitate the creation and conservation
of cultural (religious, scientific, artistic) artifacts and with their dif-
ferential distribution among the various groups of a society’’; and

* ‘the sphere of stratification, which regulates the differential distri-
bution of positions, rewards, and resources and the access to them
by the various individuals and groups within a society.”’®

A central defining feature of “institutionalization” across all these
spheres is the stable, recurring, repetitive, patterned nature of the
behavior that occurs within institutions, and because of them. ‘‘Insti-
tutionalism’’ has been characterized as ‘“the process by which organi-
zations and procedures acquire value and stability.””*® In an
institutionalized setting, behavior is more stable and predictable. Fur-
thermore, that is not an incidental by-product of institutionalization —
not merely the consequence of “coming to value a certain organization
or procedure” for some independent reasons. Instead, that very stability
and predictability is, to a very large extent, precisely why we value in-
stitutionalized patterns and what it is we value in them.”

*8Eisenstadt 1968, p. 410.
**Huntington 1968, p. 12. See similarly Eisenstadt (1964; 1968, p. 410, 414-18).
79Soskice, Bates, and Epstein 1992.
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This fact is absolutely central to new-institutionalist analyses within
both political science and economics, in particular. The role of institu-
tions, economically, is seen as reducing costs associated with uncer-
tainty across time. The crucial mechanism by which that is done is
through a system of ‘‘nested rules,” with rules at each successive level
in the hierarchy being increasingly costly to change.”' An only slightly
exaggerated way of putting that point is to say that there can be a mar-
ket in anything only if there is not a market in everything. Property
rights and contracts for exchanges of property would be worthless if it
were cheaper to buy and sell policemen and judges than it is to buy and
sell parcels of property. It is precisely the stability and reliability of the
more deeply nested rules governing the judicial system that makes fea-
sible the flux of the market. Similarly, much of ordinary political bar-
gaining and exchange is possible only against the backdrop of the
stability provided by more deeply nested, institutionalized rules, rang-
ing from informal norms of congressional behavior and committee
structures to the Constitution itself.”?

Think for a moment about the nature of constitutions. They are sup-
posed by their nature to be enduring, stable, hard to change; and for
that very reason, they typically contain within them requirements for
very large majorities and extraordinary procedures to be followed
for their amendment and change. But, upon reflection, surely it should
be something of a mystery why successive generations ever feel bound
by those rules. The Founders were not superhuman demigods. What
they did was simply scrap one set of institutional arrangements and start
afresh. Why should successive generations feel bound to live by their
rules for amending the Constitution, rather than feeling free to do as
the Founders did in their day and start afresh themselves?”?

The answer lies, of course, in the value that we all derive from having
our activities constrained in precisely the ways that enduring consti-
tutions do. Being able to embody certain fundamental agreements in
presumptively unchangeable rules allows us to make commitments to
one another that are credible, in a way that they would not be were
they embodied merely in ordinary legislation that was subject to
amendment or repeal by any successive annual assembly. Just as in in-
dividual affairs contract law (the right to put ourselves in a position to
be sued) allows us to make commitments for deferred delivery to people
that might not otherwise be credible, so too in collective affairs does
constitutional law (the right to put ourselves in a position to be judi-

7!North 1990.
72Buchanan and Brennan 1985. Hardin 1989. Ordeshook 1992.
73Ackerman 1991.
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cially overruled) allow us to make commitments to minority groups and
sectoral interests that might not otherwise be trusted.

1.3 The Emergence and Change of Institutions

Institutions, though relatively stable, are not however eternal and im-
mutable. In this section I shall consider, briefly, larger issues concerning
the emergence and change of institutions. In the first instance, the is-
sues are primarily empirical: where do institutions come from, and ac-
cording to what forces do they change? The appropriate scope, or lack
thereof, for theories of institutional design is often thought to turn
upon a peculiarly intentionalist answer to those questions: in Section
1.3.2 T argue against any such easy presumption, having first (in Section
1.3.1) surveyed different generic styles of explanation of social and in-
stitutional change. I proceed, in Section 1.3.3, to survey design theories
to try to adduce what ‘“good design” might mean in these contexts.
These design theories uncomfortably straddle both empirical and nor-
mative realms in ways that I try to sort out in Section 1.3.4.

1.3.1 Models of Social Change: Accident, Evolution,
and Intention

There are, roughly speaking, three basic ways in which social insti-
tutions (or human societies more generally) might arise and change
over time.”* First, social change might occur by accident. There are, on
this account, no forces of natural or social necessity at work, no larger
causal mechanisms driving things. What happens just happens. It is -
in a characteristically postmodernist turn of phrase that is also effec-
tively captures the highly contextualized spirit of many microhistorical
explanations - purely a matter of contingency.”®

Second, social change might be a matter of evolution. As in biological
analogues from which these models borrow, the initial variation might
have occurred utterly at random, as a matter of pure accident and hap-
penstance. But there are, on these accounts, some selection mechanisms
at work, usually competitive in nature, which pick out some variants

7*Though different in detail, this partitioning owes its inspiration and in crucial
places its elaboration to Elster (1983); Knight (1992) usefully elaborates upon the
evolutionary and intentional themes in rather different ways than those developed
here.

7>Rorty 1989. There is in comparative politics a parallel, if less insistent, emphasis
upon particular historical conjunctions as essential facilitating conditions for social
change.
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for survival.”® Those variants which do survive over a protracted period
might therefore be said to be somehow ‘‘better fitted”” to their environ-
ment than those that did not.””

Third, social change might be a product of intentional intervention.
That is to say, the change might be the product of the deliberate inter-
ventions of purposive, goal-seeking agents. Those agents might be ei-
ther isolated individuals or organized groups.” The changes that ensue
from their intentional interventions may or may not be exactly what
was intended by any one (or by any subset) of them. The changes may
benefit some or all or none of the intentional agents.” Even where the
outcome was intended by no one, however, the basic explanatory logic
is still basically intentional in form, insofar as the story is still to be told
essentially in terms of intentions and interactions among those inten-
tions.

Any actual instance of social or institutional change is almost certain
to involve a combination of all three of these elements. The problems
that groups face, the solutions they concoct, and the way that they
implement those solutions are all subject to accident and error. But the
accidents and errors are rarely purely stochastic; and even when they
are, they nonetheless typically arise in the backwash of intentionality,
through the oversights and miscalculations of purposive agents en-
gaged in projects of their own. Thus, what intentional agents inten-
tionally do (or, more typically, fail to do) is important even in modeling
social and institutional change as essentially accidental.

Intentionality has an even more central role to play in evolutionary
stories about social and institutional change, for the ““selection” mech-
anism that winnows out some variations in favor of others is in the
social setting often essentially intentional in form. Agents, individually

7¢This sort of analysis underlies everything from the Whig theory of history to
neoclassical models of capitalist competition and one of the most recent theories of
the development of the firm (Nelson and Winter 1982; Winter and Williamson 1991).
Recent work on the emergence of cooperation in other social settings builds explicitly
upon evolutionary models (see, e.g., Axelrod 1984, 1986; Ellickson 1991).

’’That may be faint praise, depending upon what you think of the competitive
environment as a selection mechanism; just as bad art and music might coarsen
people’s aesthetic sensitivities and thereby drive out good art and music, so too might
some competitive environments select for the worst or the most common rather than
the finest social forms.

’®The very fact that they have some internal decision mechanisms for settling upon
joint action plans qualifying them as ““intentional agents’’ for these purposes (French
1979).

7%"‘Benefiting all”’ recalls models which (after the fashion of Hume or Smith) ana-
lyze institutions in terms of conventions. ‘‘Benefiting some” recalls models which
are more sensitive to power asymmetries and bargaining relations (Knight 1992).
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or more often collectively, sometimes find themselves literally asked to
decide which sort of social arrangements they would prefer to retain
and reproduce. More often, they find themselves ‘“voting with their
feet,” deciding which among several alternative arrangements they
would themselves prefer to participate in, with the institutions with
relatively more participants being at a comparative advantage (econom-
ically, militarily, or whatever) vis-a-vis ones with fewer. In both these
cases, the “‘selection mechanism” central to evolutionary models in-
volves the intentional actions of purposive agents, either directly or
indirectly.

Alternatively, that selection mechanism may take a more Hegelian
form. This would ordinarily be described in terms of a ““central animat-
ing idea” underlying any particular institution, with institutional
change over time being analyzed in terms of that institution “working
itself pure” in respect of that central idea.®** One common example is
the obvious tension, present at the founding of the American republic,
between the “inalienable rights’’ ascribed to all men and the institution
of slavery; on a Hegelian reading, which of course many would resist,
the next half century of American history just amounted to this tension
working itself out. For a possibly less contentious example, consider the
history of the expansion of suffrage: once universal manhood suffrage
was granted, it was very hard to provide any good, principled grounds
for denying the suffrage to women or blacks as well. Many would tell a
similar tale about expanding notions of citizenship rights more gener-
ally: once fundamental civil rights have been granted to all, there is an
inexorable slide toward granting people basic political rights; and once
those have been granted, there is another inexorable slide toward grant-
ing everyone certain basic welfare rights.®! Or, again, there might be a
similar story to tell about the expansion of the European Union: the
narrow initial idea of a free market in goods and labor necessarily entails
a breakdown of barriers to free movement of labor across borders, which
necessarily entails that pensions be made portable and social security
entitlements uniform or transferable, so in the end much more than a
common market for goods and services ‘‘naturally’’ evolves.

Whether or not any of those particular stories is compelling, the
broader style of analysis that they represent certainly merits inclusion
in this larger explanatory menu. What is going on, in each case, is most
naturally described in terms of the “animating idea” of the system

8] am grateful to John Ferejohn for impressing upon me the significance of this
alternative in the present connection.

81Goodin 1992, chaps. 1,5. Marshall 1949. Another example might be the break-
down of master-servant law in the United States, as traced in Orren (1991).
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somehow ‘“working itself out.” It is still, in basic form, an evolutionary
explanation, perhaps. But what is distinctive about this form of evolu-
tion is that the “selection’”” involved is done in terms of the “animating
idea’: that, rather than in terms of pressures from a harshly competitive
environment, explains the greater survival prospects of some institu-
tional variants over others.

Thus this Hegelian story might be seen as basically evolutionary in
form. But it is also at least in part intentional, as well. The selection may
be being done in terms of the animating idea of the institution in ques-
tion, but the selection is done by intentional agents working within and
internalizing the animating ideas of that institution. In the case of slav-
ery, it is the difficulty that the likes of Washington and Jefferson had
reconciling their public and private lives - in good conscience denying
their own slaves the treatment that their professed principles said was
due to all men - that created the tension in question. In the case of
expanding rights of suffrage or of citizenship, it is the difficulty of those
resisting such expansions in finding any principled grounds for stop-
ping anywhere along the slippery slope that creates the tension. And
SO on.

Animating principles are themselves inanimate. They are incapable
of “working themselves out,” in any literal sense at all. What animating
principles ““animate” is intentional agents who internalize them, and
what ‘“working themselves out”” amounts to is those intentional agents
implementing them consistently across the whole range of their appro-
priate application. Thus, even in this Hegelian version of the evolution-
ary story of social and institutional change, intentional agents are still
central players. In that, as apparently in all other cases, we will need an
explanatory account that draws on notions of intentionality and per-
haps accident as well as pure evolutionary pressures.

1.3.2 Intentionality and Design

Much more can and should be said under each of these headings, of
course. Much more can and should be said about the various ways in
which all three of these sorts of theories might be combined into a
hybrid theory, more credible than any one of these standing alone.®?
For present purposes, however, that very stark and sketchy taxonomy
will suffice. The aim here, recall, is merely to try to situate theories of
institutional design in relation to some larger explanatory menu.

It is often thought that theories which talk in terms of institutional

82For case studies see, e.g., Binder et al. (1971) and Almond et al. (1973).
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design are necessarily tied to intention-based theories of social change.??
The source of the thought is easy enough to discern. After all, design
and redesign are essentially intentional activities; so it is only natural
to suppose that talking in terms of institutional design must be appro-
priate basically just where the institutions in view have intentionality
at their core.

By the same token, it is only natural to suppose that theories conjur-
ing with notions of “‘design’’ are out of place absent intentional design
or designers. Sometimes institutions just emerge accidentally, in unin-
tended ways, in response to some historical accident or another;
sometimes they just evolve naturally, in unintended ways, according to
some deeper logic of their own. Insofar as institutions are like that, prod-
ucts of accident or evolution rather than intention, and insofar as the-
ories of institutional design presuppose intention, then theories of
institutional design (whether empirical or normative) have a very lim-
ited role to play. Or so it is standardly supposed.

That way of thinking is, however, in error across several fronts. First
of all, it construes the scope of intentional explanation too narrowly.
Institutions are often the product of intentional activities gone wrong
- unintended by-products, the products of various intentional actions
cutting across one another, misdirected intentions, or just plain mis-
takes.®* To explain how those outcomes came about, we must refer es-
sentially to intentions and the interactions among intentions. The
explanation is still intentional in form, even if the outcome is not in-
tended. An institution can thus be the product of intentional action,
without its having been literally the intentional product of anyone’s
action.

The Myth of the Intentional Designer (still less the Myth of the In-
tentional Design) is greatly to be avoided in theories of institutional
design. Typically, there is no single design or designer. There are just
lots of localized attempts at partial design cutting across one another,
and any sensible scheme for institutional design has to take account of
that fact. Thus, even within the realm of our intentional interventions,
what we should be aiming at is not the design of institutions directly.
Rather, we should be aiming at designing schemes for designing insti-
tutions — schemes which will pay due regard to the multiplicity of de-
signers and to the inevitably cross-cutting nature of their intentional
interventions in the design process.®

83This is at the core of Oakeshott’s (1962/1991) critique of ‘‘rationalism in politics”
and parallel complaints against social planning in Hayek (1973), for just two famous
examples.

8*Merton 1936.

8Dryzek’s (1990, pp. 40-50) proposals for ““discursive designs” for ‘“model insti-
tutions”’ and their real-world approximations are very much in this spirit.
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Intentional design of institutions is only part of the story, though. To
some extent, it is undeniably true that institutions do come about es-
sentially by accident or that they evolve according to a logic of their
own, in ways altogether impervious to intentional intervention and di-
rect human design. Even where direct design is impossible, however,
indirect design is often nonetheless feasible. Accidents happen: but the
frequency and direction of accidents can be significantly shaped by in-
tentional interventions of social planners.®¢ Evolution in the strictest
sense may proceed of its own accord, largely independently of the or-
ganisms subject to it. But especially in social settings, the criteria of
success in the struggle for survival - the things that the analogue of
“natural selection” selects for in a social setting, the things that con-
tribute to the longevity of any given institution and the chances for its
successors surviving into the distant future - those are all things that
can and should be subject to conscious social choice.

Thus, while theories of institutional design undeniably find their pri-
mary application in corners of the social world subject to intentional
intervention and control, it is simply not true that they are altogether
without application to other corners of the social world. Insofar as the
social world is accident-prone, we might want to design around the risk
of accidents, seeking robust institutions that can withstand the various
shocks that will inevitably befall them. Insofar as the social world is
subject to evolutionary pressures, we might want to apply design prin-
ciples to reshape the selection criteria and social reward structures ac-
cording to which some innovations succeed and others fail.

What theories of social change as accident or evolution are telling us
is that social outcomes themselves are not (or not to any great extent)
directly subject to intentional change, design, or redesign. Such theories
strive to limit the scope for intentionality in descriptive, or hence pre-
scriptive, models of social life. Whatever their aims, however, what
these other theories are actually pointing to are possibilities of design
and redesign at one level up. Outcomes may be the product of accident,
but accident rates might be intentionally altered. Outcomes may be the
product of evolutionary forces, but the selection mechanisms that guide
that evolution might be intentionally altered. Design and redesign
might still have some scope, even in those less intentional social worlds.

When intentional agents cannot work their will directly, they start
looking for ways to do so indirectly. In the ways just sketched, they may
well succeed in their quest for indirect mechanisms even where direct
intentions will inevitably be thwarted. Ironically enough, the less di-
rectly intentional the social world in which we find ourselves, the more
the appropriate sphere for design principles shifts away from the inten-

86Perrow 1984.
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tional shaping of level of policies and outcomes, and the more it moves
toward the intentional shaping of institutions and practices. Hence, the
claim that the social world allows little scope for intentional change
and direct design actually expands rather than contracts the scope of
theories of indirect — that is, properly institutional — design.

Just as theories of institutional design are sometimes thought to imply
an intentionalist pattern of social explanation, so too are those theories
sometimes thought to imply a “creationist”” focus. Talk of “design,” this
critique complains, seems necessarily to amount to talking of “‘design
de novo,” with insufficient appreciation for the ways in which social
engineers always work with materials inherited from and to some extent
unalterably shaped by the past.

Sometimes, perhaps, institutional designers do indeed come peril-
ously close to such pitfalls.®” By and large, however, their focus on in-
stitutions safeguards theorists of institutional design against any
creationist fallacies to which a focus on design might otherwise render
them prey. Much of the point of studying institutions, after all, is to
explore precisely those ways in which the past leaves traces in the pres-
ent and constrains our present actions and future options. So designers
of institutions, of all people, should be particularly sensitive to the ways
in which past inheritances will inevitably constrain them in their own
design activities.

It serves as a useful reminder of this point to refer, from time to time,
of design and redesign, shaping and reshaping. Those phrases are
clumsy, and their frequent incantation would be unduly ponderous.
But the larger point for which they serve as markers should be con-
stantly before us: in designing social institutions, we are always doing
so against the backdrop of a set of past practices, which brings with it
its own peculiar constraints and possibilities.

1.3.3 Theories of Design

So far, this chapter has concentrated heavily on one key word, ‘““in-
stitution,” at the expense of the other, ““design,” in the title of the book
and of the series which it introduces. The reason is, quite simply, that
the same is true of all large literatures across all the several disciplines
which this chapter attempts to track.

The phrase ““institutional design” is often dropped into these discus-

8’Coleman (1993, p. 2), for example, talks of the legal creation of the “fictional
person”’ of the corporation as a ““social invention” - as if it were an utterly new social
form, utterly without prior social precedents, when in fact there were precursors
aplenty in Roman and medieval canon law (Berman 1983, pp. 215-21).
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sions, even into the titles of articles and books on these topics. But the
phrase is characteristically dropped relatively casually, with little anal-
ysis as to what it means for institutions (or anything else, for that mat-
ter) to be ““designed” and still less analysis of what principles might
properly guide such design attempts. To find any explicit discussions of
““design’’ problems, we must stretch well beyond any narrowly institu-
tionalist focus in search of principles and propositions which we can
bring back to bear in that sphere.

Definitions are easily enough come by. Perhaps the most useful states,
simply, that ‘““design is the creation of an actionable form to promote
valued outcomes in a particular context.””*® But for further discussions,
literatures on public policy and political institutions often refer us very
far afield indeed - to texts in aesthetics or engineering or architecture
or product design or land-use planning.®® There may well be something
to be learned for the study of institutional design from these distant
disciplines. But, to say the least, the points of analogy and disanalogy
will have to be traced fully and carefully: the objects of design are so
very different that there can be no serious thought of wholesale bor-
rowing of the tricks of those very different trades and applying them
unreflectively to the design of social institutions. To date, however,
those glib analogies to design notions in distant disciplines have re-
mained just that.

Thus, we find ourselves in an awkward position. The paucity of lit-
erature specifically on design issues in the study of social institutions
forces us to look further afield for guidance - but not too much further
afield or we will quickly come to the point where lessons learned might
well be utterly nontransferable. Happily, however, we can find much of
what we need relatively near to home. There have recently emerged
highly useful discussions of ““design’’ problems on at least three distinct
levels within cognate social science literatures. In order of increasing
generality, these discussions concern the design of policies, of mecha-
nisms, and of whole systems.

There is a modest literature rooted in political science on ‘‘policy
design.” What counts as design in that context varies somewhat.
Sometimes it amounts to little more than the generation of policy op-
tions: the crafting of new solutions, through a creative combination of
recollection and innovation and a serious engagement with both values

88Bobrow and Dryzek 1987, p. 201. For fuller elaboration on essentially the same
ideas, see Alexander (1964).

89See, most strikingly, Alexander (1982); but even in texts more sensitive to polit-
ical context the references to specifically design notions always seem to dredge these
same distant waters (see, e.g., Bobrow and Dryzek 1987, p. 200; Dryzek 1990, p. 41;
Linder and Peters 1987; Goodsell 1992).
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and contexts.’® Often the central issue in policy design is ‘‘feasibility”’
in some sense or another: the implementability of policy choices, taking
due account of the resources and incentives facing various agents and
agencies who will have necessarily to be involved in giving effect to
policymakers’ intentions.*

The general purport of the large literature on ‘‘mechanism design,” a
literature rooted in economics, is to prescribe mechanisms for resource
allocation quite generally.?? Such discussions go to the very core of mod-
ern economics, amounting to nothing less than the quest for credible
models and possible mechanisms to underwrite economic equilibria,
the absence of the fictitious auctioneer postulated by Walras.

Within that economics literature on mechanism design, “the major
unsolved problem” lies in ‘““the proper integration of the information
and incentive aspects.”’?* Mechanisms are apparently doomed to fail in
their attempts to allocate resources in Pareto-optimal ways if they at-
tempt to respect, at the same time, constraints of “informational de-
centralization’’ and ‘‘incentive compatibility’’: producers or consumers
or both will have an incentive to deviate from the formal rules of the
allocation mechanism (a failure of “‘incentive compatibility”’); and they
are able to do so by misrepresenting facts about which (thanks to “in-
formational decentralization’’) they have unique, privileged informa-
tion (producers about their production functions, consumers about
their preferences).’* That is the basic shape of the “mechanism design”
problem as it appears within economics, and in that form it has given
rise to a large literature on the optimal designs of various resource-
allocation mechanisms: auctions and bidding systems; contract with
imperfect information; and so on.*s

Parallel mechanism-design problems appear outside these narrowly
economic contexts, however. Within politics, there is an analogous the-
orem about voting schemes. In any voting mechanism that strives to
achieve Pareto-optimal outcomes, some voter will always have a stra-
tegic incentive to manipulate the outcome by misrepresenting his or
her true preferences.’ Similarly, in the public finance context, there is

%°Alexander 1982. See also Wildavsky 1979 and Bobrow and Dryzek 1987 for less
single-minded elaboration on these issues.

“'"Wildavsky 1979. Linder and Peters 1987. Schneider and Ingram 1988. Ingram
and Schneider 1988.

92Hurwicz 1977.

?*Hurwicz 1977, p. 32.

%¢Hurwicz 1977, pp. 28-9.

9SFor samplers, see Arrow and Hurwicz 1977 and Hurwicz et al. 1985; for a good
survey, see McAfee and McMillan 1987.

%6Gibbard 1973. Satterwaite 1975.
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an analogous problem in surmising ‘“true” demand for public goods. It
is no use just asking people how much they would be willing to pay for
such goods, and levying a charge upon them accordingly: because the
goods are public, people can use them freely once they have been pro-
vided by others’ payments; given that, people will have a strategic in-
centive to understate their ““true’”” demand for public goods, if the supply
of such goods will be substantially independent of what they say yet
what they are charged strictly a function of what they say.®” In both
these more politicized contexts, there have been elaborate proposals for
“‘optimal mechanisms” to circumvent such difficulties.®®

Finally, there is an even larger literature on “‘system design.” This
literature is harder. to place, and still harder to contain. For its initial
inspiration, it drew heavily on operations research, computer modeling,
and artificial intelligence.®® In the first instance, the primary social sci-
entific applications of those techniques were to problems in military
resource allocation during World War II and, from the immediate post-
war period, to cognate problems in economics more generally. From
this tradition come techniques such as input-output analysis, econo-
metric models (typically, Treasury models) of national economies, and
schemes using quasi-markets and shadow prices in more systematic
schemes of project planning and appraisal.'® Latterly, similar tech-
niques have been advocated for ““systematic thinking for social action”
across a wide range of social programs as well as in the economic and
defense applications where such techniques have historically most nat-
urally found their homes.'*

The sorts of design considerations to which such systematic thinking
points us pertain, principally, to issues of comprehensiveness in several
dimensions. They invite us to reflect upon larger contexts; to be sensi-
tive to all the various forces in play, and to all the complex interactions
among them; to interrogate thoroughly our own values, and to assess
carefully the way in which all these interactions might impact upon
whatever it is we value and disvalue in social outcomes.

Indeed, something very much like that seems to be what references
to ““design”’ considerations point to across this whole range of social-
scientific design literature.'*> The reference seems always essentially to
be to a notion of ““goodness of fit"” between the designed object (policy,

°’Samuelson 1954.

280f, e.g., ““approval voting” as a solution to the former problem (Brams and Fish-
burn 1978) and the ““Clarke tax’’ as a solution for the latter (Tideman 1977).

2°Simon 1969/1981.

1%Hitch 1958. Hitch and McKean 1960. Leontieff 1982. Little and Mirrlees 1974.

101Rjvlin 1971.

192And beyond: see particularly Alexander 1964.
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mechanism, system) and the larger context in which it is set. In the case
of a policy, a well-designed policy is one which fits well with the other
policies, and the larger political/economic/social systems in which it is
set. In the case of a mechanism, a well-designed mechanism is one that
works well alongside other features of the social environment in which
it is set, including other mechanisms in play there. Insofar as the mech-
anism works by manipulating incentives to individuals, a well-designed
mechanism is one whose internal requirements are ‘‘compatible’”” with
other incentives that individuals face, rather than offering people in-
centives for undercutting the goals (characterized as Pareto-optimality,
or whatever) which we were trying to achieve by using the mechanism
in the first place. In the case of a whole system, being well designed
means that all the pieces fit together well in a harmonious whole: being
well integrated, being in equilibrium (and perhaps robustly so, whether
homostatically or otherwise).'*?

1.3.4 The Normative/Empirical Interface

Such theories of optimal design — whether of policy, mechanism, sys-
tem, or institution - are at the same time both empirical and normative.
That basic fact is often acknowledged. The details of that connection
are rarely explored adequately, however. We are typically left with the
general impression that there is and should be some necessary, direct
connection between the empirical and normative sides of the design
project. But we are rarely given even the sketchiest indication of what
makes the connection a necessary, much less a direct, one.'*

One way the connection might work is this. Let us suppose that those
theories of optimal design are essentially normative in their fundamen-
tal motivation. They amount to a quest for some ideal state of the world.
They are theories about what a good (indeed, perfect: optimal) arrange-
ment would be. But then comes the thought that the ideal may be a
pretty good guide to the real. After all (or so the thought goes) it is only
to be expected, in the descriptive sense as well as the prescriptive one,
that the ideal should be realized. What requires explanation is not doing
the right thing, but rather departures from that ideal.

1930n these matters see especially Lockwood’s 1964 classic paper, ‘‘Social integra-
tion and system integration.”

1%4That is true even of Arrow and Hahn'’s 1971 proof of the fundamental theorems
of welfare economics: it explains that idealized markets are Pareto-optimal, and thus
gives us normative reasons of a kind for desiring them; but absent some other prem-
ises, that Pareto-optimality of ideal markets does not in itself explain how markets
might empirically have come about.
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Greater or lesser departures are common enough, of course, and ex-
planations aplenty are required (and are indeed proffered) by analysts
pursuing this basic line of attack. But what they explain is notable: not
good outcomes, but bad; not perfectly attaining our goals, but failures
to do so. The point is not just that, from certain other perspectives, the
explanatory priority (what is “‘only to be expected’”” and what demands
an explanation) may well be otherwise. That is true too, of course. But,
more importantly, we should note the curiosity of taking anything at
all for granted in this regard.

How we manage to achieve optimal arrangements requires explana-
tion every bit as much as does our failure to achieve them. It may well
be that optimality is self-enforcing, in some way or another. But the
ways in which that is true need to be set out specifically. We need to
know the explanatory mechanisms at work. They might be intentional
rewards and punishments meted out by an angry God or all-powerful
Lawgiver; they might be hidden-hand mechanisms guiding us toward
a competitive equilibrium. But we need a story. Logically, it is as unsat-
isfactory to take optimizing for granted as it is to take failures to opti-
mize for granted (saying, perhaps, “it’s only to be expected from
politics” — or, equivalently for a certain stripe of economist, ‘“‘rent-
seeking is only to be expected in most social affairs”).

A second basic way of explaining some connection between the pre-
scriptive and descriptive, the normative and the empirical, in optimal
design theories is just this. There is no reason to suppose that agents in
the real world will intentionally pursue optimal designs — or even that
they will recognize them when they see them (or even that they will
ever stumble across them, given how rococco some of those optimal
designs are). The prescriptions have explanatory force, not because peo-
ple internalize and intentionally act upon those prescriptions. Rather,
those prescriptions are a good guide to what we will actually find in the
real world because the same thing that makes us prescribe them as op-
timal designs (the ‘“goodness of their fit to the larger context”) also
makes them well suited to survive in their larger environment.

The reason that optimal designs predominate, on this account, has
nothing to do with the frequency with which they are chosen and
everything to do with the relative frequency of relatively persistent in-
stitutions. Longevity implies frequency, other things being equal. The
best bet, at any moment in time, is that most institutions will be the
ones that have been around for a while; or equivalently, the best bet a
propos any given institution is that it is one which has been around for
a while. Institutions which have been around for a while are most likely
to be ones that are more nearly optimally designed to fit their environ-
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ment (or, in older terminology, ones which are “functionally well
adapted”’). So normative criteria of optimal design can also ground pre-
dictions of empirical frequency.'°

Even that more modest connection between descriptive and prescrip-
tive uses of design theory cannot be sustained without further presup-
positions, however. The crucial presupposition, for present purposes, is
that there is some mechanism which weeds out ill-fitting institutions
over time, either refining and replacing them with ones that fit the
environment better or else just disposing of them altogether.!°® There
must, in other words, be some selection procedure at work to underwrite
the assumption that over time the accumulation of institutions will
tend to favor good-fitting ones over ill-fitting ones.

This seems to be a tough sort of claim to sustain. Government organ-
izations, at least, display enormous longevity and persist well after their
original reasons for existing have passed away.'°” Insofar as other social
institutions are like that, then it seems implausible to postulate any
tough competitive environment that weeds out ill-fitting institutions
on anything like a systematic basis.'°®

In the end, the best analysis of any necessary connection between
descriptive and prescriptive aspects of optimal design theories lodges it
squarely in the intentions of social agents. What theories of optimal
design try to do is to give social agents good reasons for shaping insti-
tutions in some ways rather than others. Insofar as they are convinced
of those arguments and moved by those reasons, those social agents
will try to act upon those design prescriptions. Insofar as they succeed,

105“Ground predictions’”” is an intentional fudge, stopping well short of stronger
claims that they “provide explanations’’; reasons for this wariness are found in Elster
(1983, chap. 2), critiquing early functionalists (notably Merton 1957) and even so-
phisticated later ones (e.g., Cohen 1978, chap. 9).

l9%¢Another presupposition, equally crucial to that larger explanatory scheme but
less interesting for present purposes, concerns the rates at which new institutions are
generated and at which old ill-fitting ones are killed off. If new institutions (some
well-fitting, many not) arise at a great rate, and especially if the selection mechanisms
work relatively slowly to weed out the ill-fitting among them, then most institutions
at any given time might well be ill-fitting newer ones upon which the selection mech-
anism has not yet had a chance to work.

197Kaufman 1976.

1980r at least it does so absent some special explanation of the persistence over
time of institutions, in this way. Such special explanations might be available: the
reason for institutions persisting may be that they have come to acquire new func-
tions to replace their old, and in that way to fit the larger environment well despite
their changed focus; or it may be that they have shaped the environment to fit them-
selves. Some such claim is what must be sustained to save this larger style of expla-
nation of the connection between empirical and normative aspect of optimal design
theory.

Downloaded from http:/www.cambridge.org/core. The University of Northampton, on 30 Nov 2016 at 12:39:07, subject to the Cambridge Core

terms of use, available at http:/ambridgesBooks Qnline @G ambridge niversitoPress, 2009.002


http:/www.cambridge.org/core/terms
http://dx.doi.org/10.1017/CBO9780511558320.002
http:/www.cambridge.org/core

INSTITUTIONS AND THEIR DESIGN 37

institutions shaped by their actions will end up bearing something of
the mark of those theories of optimal design.

Thus, the connection is there. But the connection comes through
effects of the prescriptions on the intentions of agents, and through the
effects of those agents’ intentions on the social world. To say that is to
claim (or ask) a lot. But any more facile claim - that optimal design
theories are unreflectively internalized or automatically enforced
through competition in a hostile environment - seems far less tenable.
It seems far better to admit forthrightly that the point of moralizing
(which is after all what we are doing in prescribing optimal social ar-
rangements) is to shape people’s values and preferences and, through
them, their actions.

1.4 New Institutions for Old, Good Institutions
for Bad

In this final section, I turn to larger questions of what sorts of design
principles might usefully guide the shaping and reshaping of social in-
stitutions. The first issue to address (in Section 1.4.1) is in what sense
design criteria track morality: to what extent, or in what sense, ‘“good
design”’ is actually “good” at all. I close (in Section 1.4.2) with a sampler
of some design principles that might actually be commended both ex-
ternally and internally.

1.4.1 Design Criteria and Moral Desiderata

The fundamental notion of design, as explicated in Section 1.3.3, re-
lates to ‘‘goodness of fit”” of the designed object to its environment. That
definition, in turn, provides an obvious ‘‘internal’”’ criterion of what it
is for a design to be a ‘‘good design.” A well-designed object is one that
fits its environment well. A well-designed institution, in particular,
would be one that is both internally consistent and externally in har-
mony with the rest of the social order in which it is set.

That internal criterion of good design built into the notion of design
itself is misleadingly obvious, though. The larger question remains un-
asked. How well does that “internal” criterion fit with external stan-
dards of moral worth? From a larger moral point of view, it is an open
question whether goodness of fit is necessarily good at all.

It is a familiar point in moral philosophy that any given individual
can have both internal and external reasons for action, and that those
two sets of reasons for action might well point in very different direc-
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tions.'? Internal reasons, in the individual’s case, are reasons derived
from that agent’s own motivational structure: reasons internal to his
existing beliefs and desires, principles and prejudices. External reasons,
in the individual’s case, are reasons derived from some larger moral
truths unconnected with the individual’s own extant beliefs and desires:
truths about what is right and good and worthy. The latter sorts of
reasons offer an external stance for the critique - for reevaluation and
reformulation - of internal ones.

The same is true in the case of institutional designs. The internal cri-
terion of good design, central though it is to the very notion of design
itself, must be supplemented and held up to judgment against larger
external evaluative criteria. From a collective and institutional point of
view as well as from an individual moral point of view, there can be
external as well as internal reasons for action. There can be good reasons
for seeking institutions that fit ill, not well, with the rest of their envi-
ronment.

The most dramatic instance, of course, is an institution set in the
context of an evil social order which morally we ought destroy. Un-
doubtedly design theories could be applied to concoct an optimal mech-
anism for overseeing the labor of slaves. But optimality in that context
- goodness of fit to that environment - constitutes criticism rather than
praise from any credible external point of view.'!° ,

Less dramatic cases are in many ways even more interesting. A natural
reading of the ““goodness of fit” criterion of good design equates it with
““harmony,”’ with “promoting the smooth functioning” of the designed
object and the larger system within which it is set. But sometimes dis-
harmony is far from disadvantageous. In designing mechanisms for
group decision-making, we are often well advised to designate someone
formally to serve as ‘‘devil’s advocate,” challenging our shared pre-
sumptions and telling us things we do not want to hear, as a way of
improving the quality of the overall decision that we reach.''’ We are
often well advised to design institutions so as to encourage disharmony
and hence dynamics, to force us to reconsider and perhaps to change

1%Williams 1981, chap. 8.

1190f course, if the optimal design enjoins decent treatment of slaves (to protect
the slaveowner’s capital investment, or to increase morale and hence output) then
we might coincidentally concur in the recommendation, at least as an interim step.
And if the preferences of slaves themselves were included among criteria to be con-
sidered in assessing the ‘‘optimality’’ of such schemes, we might have a further reason
for respecting the recommendations. But even then, we might be perfectly prepared
to recommend utterly non-Paretian moves in that context - we may well suppose
that, in trying to improve the plight of slaves, there is no reason at all to limit our-
selves to schemes that would not reduce the welfare of slaveowners.

MGeorge 1972.
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the way we are doing things from time to time. (Competition, both in
economics and politics, is commended on precisely those grounds.) We
are often well advised to design institutions in such a way that they
allow us to “‘take one step backward so we may take two steps for-
ward.”’!1?

Perhaps we might be tempted to say, in all those less dramatic cases,
that what optimal designs actually prescribe is the deliberate creation
of institutional irritants. In a way that is certainly true. But in so doing
these prescriptions appeal to a notion of “optimality” that transcends
any narrow reference to the internal criteria of design. The appeal of
these larger notions of optimal design is not to smooth functioning,
well-ordered internal relations, goodness of fit to the existing local en-
vironment, or whatever. The appeal is instead to some notions of
“optimal design” that point to the goodness of fit of the institution to
some larger objectives than those narrow ones embodied in the internal
goals of the institution and its immediate environment.

The appeal is, ultimately, to some larger moral code. There is a sense
in which an institution might be said to be well designed if it is inter-
nally consistent and externally harmonious with its larger social envi-
ronment. But that is still an essentially internalist definition of optimal
design which must eventually give way to larger external critiques,
rooted in normative principles that are at the end of the day themselves
independently defensible.

1.4.2 Some Desirable Principles of Institutional Design

What sorts of principles, then, should guide our institutional designs?
Clearly, from what has just been said, they should be principles with
deeper moral resonance. Good institutional design is not just a matter
of pragmatics. It is not just a matter of aesthetic or functional ‘“goodness
of fit.” Equally clearly, though, we ought not have to suspend our quest
for better social institutions until we have reached agreement on all the
deeper truths of ethics and metaphysics.

In discussions of institutional design what we often can do, and all
we usually ought be trying to do, is seeking principles that trade on
‘“theories of the middle range” in both empirical and normative
realms.'’* We can hope to discover, and to embody institutionally, a
raft of generalizations of reliable validity, at least within a certain (per-
haps tightly circumscribed) sphere.

In the remainder of this section, I shall be sketching a few illustrative

H12E|ster 1979, chap. 1.
B3Merton 1957.
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principles of this sort. None are worked out fully: that is the task for
other chapters, and indeed other books. None can be applied univer-
sally or commended without qualification: all have a two-edged aspect
to them, somehow. Still, it is useful in closing this introduction to offer
examples of the sorts of principles that we might be aspiring to adduce,
even if this is of necessity a very preliminary cut at that project.

One middle-range social generalization that institutional designers
might want somehow to embody in their principles, for example, con-
cerns the twin and connected facts that humans are fallible and that
societies change. If we are likely to err about matters either of fact or of
value - or if the facts or values upon which our actions are predicated
are themselves to some extent specific to situations which might well
change - then it is a mistake to set those possible errors in concrete. It
is far better to design our institutions in such a way as to be flexible in
these regards, to admit of ‘“learning by doing” and to evolve over
time.'** Thus, we might say revisability is one important principle of
institutional design.

Of course, there is another side to that story, too. We want to have
the capacity, sometimes, to bind ourselves to a certain course of action
and to ensure that we (or our successors) resist any temptations to de-
viate from it. Personally, we want to make commitments and stick to
them: we want to keep our promises, honor our contracts, respect
others’ trust and confidences. Politically, we want to make commit-
ments without reneging on them: we want to keep our political prom-
ises, to honor our treaties, and so on.''* Revisability is an important
principle of institutional design, then, but it is also one which must
somehow be kept within limits.

Just as we want our institutions to be capable of changing in response
to relevant changes in the factual or evaluative universe, so too do we
want them to be responsive only to relevant changes there. While we
certainly do want our institutions to be open to alteration where ap-
propriate, by the same token we want them to be resistant to sheer
buffeting by changes in social circumstances that have no bearing upon
the assumptions upon which those institutions were predicated.

That points to a further principle of institutional design which might
best be termed robustness. They should be capable of adapting to new

4Wildavsky 1979. March and Olsen 1984, pp. 745-77.

5In public finance, this appears as the “capital levy”” problem: narrowly calculat-
ing governments have an interest in luring investors into a jurisdiction with a prom-
ise of low tax rates fixed for a specific period, but having induced relatively immobile
capital to relocate there then to raise the taxes before the specified period is up. But
the same governments, of course, also have an interest in somehow being able to
make credible commitments that they will not do any such thing.
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situations: not brittle and easily destroyed by them. But they should
adapt to new situations only in ways that are appropriate to the relevant
respects in which the situations are new — changing fundamentally only
where there has been some fundamental change in the factual or eval-
uative universe, and making only surface accommodations to changed
circumstance where there has not.

Of course, what counts as “appropriate’”’ and “relevant’ here is again
going to be a matter of contention and political controversy. Simple
reference to the internal logic of the institutions themselves is insuffi-
cient to decide the matter for the same reason that internal standards
of “‘good design”’ are themselves unsatisfactory. So, again, robustness is
a principle of institutional design that is valuable, but only within limits
the scope of which cannot in principle be specified.

Another empirical generalization which institutions must respect is
the admixture of motives that moves most people, at least in most so-
cieties relevantly similar to our own. Within most social actors, self-
seeking impulses exist alongside principled and even altruistic motives.
In designing our institutions we ought at least take account of that fact,
which might (as a further principle) be described as sensitivity to moti-
vational complexity.

How exactly institutions might best accommodate that fact of moti-
vational complexity is an open question, turning upon premises that
are in part empirical and in part normative. Classic models of separation
of powers — checks and balances between branches of government,
grants of rights to individuals against the government, and pluralist
institutions to ensure centers of countervailing power across society
more generally — constitute one style of reaction.''® But by ““designing
institutions for knaves’’ such mechanical solutions risk making knaves
of potentially more honorable actors. Depending upon exactly what
structure we think people’s moral codes take, and exactly what oppor-
tunity structure they face, a more trusting model embodying a more
direct appeal to moral principles might actually do a better job of evok-
ing high-minded motives for action and of suppressing low-minded
ones.'"’

One way to do that might, for example, be through explicit appeal to
a Kantian-inspired publicity principle, requiring as a test of all institu-
tions and institutional actions that they be (at least in principle) pub-

116Grofman and Wittman 1989. Moe 1990. Elster 1993. In the same spirit, Schultze
(1977) suggests structuring incentives in more policy-specific spheres so as to make
public and private interest coincide.

17Goodin 1982, chap. 6; 1992. Brennan and Lomasky’s 1993 account of voting in
a large electorate is like that, as is Ackerman’s (1991; cf. Goodin 1992, chap. 6) account
of the “constitutional moment.”
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licly defensible.''® The thought underlying this proposal in part turns
upon hypotheses in moral psychology: suppositions that people rec-
ognize themselves as having higher and lower motives, that they would
be ashamed to admit openly to the latter, and that if all action has to
be defended publicly only the higher motives would be appealed to as
reasons for action.'’® A more frankly political thought paralleling this
one is simply this: insofar as we are trying to scare up political support
for a project, insofar as we have to do so through open appeals to peo-
ple’s reason, we had better give them reasons that they themselves can
embrace; it would clearly be counterproductive, in such situations, to
appeal merely to our own narrowly selfish reasons for advocating a pro-
ject, which of course are reasons that others cannot be expected to
share.

But again, of course, publicity protects our public deliberations
against only a certain range of contaminating factors. It may block the
play of crass self-interest, but it will not do much to block the principled
sacrifice of some possibly large segments of the community to the com-
mon good or to some ‘“‘higher” cause. And whether our institutions
should be designed with knaves or with potential angels primarily in
view depends crucially upon our views as to the relative frequency of
each in the population, and as to the relative damage that will be done
(or good that will be missed) by making one assumption rather than
another given those frequencies. This is a matter of fact, in some sense;
but it is in practice usually an empirically undecidable question (we
cannot, or cannot afford to, undertake the crucial experiments). Thus,
again, whether the publicity principle or the principle of designing in-
stitutions for knaves is a good premise for institutional design depends
fundamentally upon deeply contentious issues that admit only, in the
final analysis, of a political resolution.

Finally, insofar as we are counting on trial-and-error, learning-by-do-
ing processes to perfect our institutional arrangements, we ought em-
brace as a central principle of design a desire for variability in our
institutional arrangements. We ought encourage experimentation with
different structures in different places; and we ought, furthermore, en-
courage reflection upon the lessons from elsewhere and a willingness
to borrow those lessons where appropriate. Federalism is sometimes de-
fended on precisely this ground, as a ‘“social laboratory”” in which dif-
ferent approaches are allowed to emerge in different jurisdictions.!?°

"'8This is the subject of Chapter 6; see also Dryzek 1990 and, more skeptically,
Goodin 1992, chap. 7.

""°This is J. S. Mill’s argument in Representative Government for open voting and
against the secret ballot (see Goodin 1992, chap. 7, for a discussion).

2°Wildavsky 1979, chap. 6.
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There are difficulties with all such schemes, though. One is that
precisely the sort of ‘“‘political protectionism” that is required to
prevent premature homogenization of arrangements across jurisdic-
tions also gets in the way of borrowing across jurisdictions, once bet-
ter arrangements have clearly emerged elsewhere. Another more
serious danger is that, instead of serving as a ‘““social laboratory” in
which other jurisdictions will borrow the best from elsewhere, there
will instead be a ‘“race to the bottom.” In a whole raft of policy ar-
eas, from tax to regulatory policy, we often see the worst practice
rather than the best being adopted in neighboring jurisdictions.
Whether federal institutions, or other variance-maximizing principles
of institutional design, are good ideas thus depends once again upon
a fundamentally political judgment as to which is the most likely
consequence.

Thus, none of these principles of institutional design are unqualified
or sacrosanct. Many more, equally qualified in character, will emerge in
the course of subsequent chapters. This short initial list is intended
merely as a sampler. These are just a few examples of the sorts of middle-
range theories of both empirical and normative import to which we
might appeal in designing and redesigning social institutions.

The enterprise is an important one, though. Qualified though our
generalizations may be, our institutions are even more influential. If we
are to understand how social life works, and how it might work better,
fixing our focus firmly upon institutions and their reshaping is one cru-
cial step.
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